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FOREWORD

Each year the Secretary-General of the United Nations prepares a comprehensive
review of world economie conditions. The present report is the seventh in this series.
Like the earlier publications, it 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 economic
field, as well as to serve the needs of the general public. The reports are issued in
response to General Assembly resolution 118 (II), which requested an annual factual
survey and analysis of world econemic conditions and trends.

The present report, continuing the practice in earlier ones, analyses major recent
changes in domestic economic conditions and in international trade and payments,
with special emphasis on developments in 1953 and 1954. Part I is concerned with
changes in the domestic economic situation in thiee broad groups of countries:
economically developed private enterprise economies (chapter 1) ; centrally planned
economies (chapter 2); and economically under-developed private enterprise econ-
omies (chapter 3). Part 1I analyses changes in international trade and payments;
the most important aspects a1e 1eviewed in chapter 4, which is followed by chapters
relating to the external transactions of countries which, for the most part, are
exporters of manufactured products (chapter 5) or of primary commodities (chap-
ter 6); and of countiies with centrally planned economies (chapter 7). There is
inevitably some overlapping of treatment in parts I and II, since changes in the
domestic economy of a country and in its external trensactions are in many respects
interdependent. The classification of countries in part I is not in all respects the
same as that in part II. The grouping of countries and parts of countries {or the
various chapters is dictated solely by analytical requirements.

As in previous years, there are published as supplements to this report reviews
of economic conditions in arcas outside the scope of the work of the regional economic
commissions of the United Nations: Leonomic Developments in the Middle East,
1945 to 1954 (sales number 1955.11.C.2}, Review of Economic Activity in Africa,
1950 to 1954 (1955.11.C.3) and Scope and Structure of Money Economies in Tropical
Africa (1955.11.C4).

A special feature of the present report is an analysis of certain longer-range
problems of jnternational trade, presented in response to Economic and Social Council
resolution 531 C (XVII) of 4 August 1954, That resolution, referring to advantages
which might accrue from the expansion of international trade and indicating that it
would be useful if the Council could be furnished with a broad examination of the
various factors tending to limit such expansion, requested the Secretary-General to
include in his next World Economic Report an analysis of such factors, with a
study of problems involved in promoting the development of trade within and between
various geographic and currency areas. This far.reaching subject is discussed in
general terms in the “Introduction™ to the present report. In addition, there is pub-
lished as a further supplement to the report a study entitled The Quest for Freer Trade
(1955.11.C.5), which examines in more detail the obstacles to trade that have resulted
from national commercial policies and from balance of payments difficulties, and
also reviews national measures and international action taken by inter-governmental
agencies with a view to removing or reducing such obstacles.



The basic data used in the report are, in general, as officially reported by govern-
ments. The significance of the figures may vary from country to country, depending
on the statistical concepts and methods followed and on the structure and develop-
ment of the national economy. For this resson, the compilation of international
statistical tables requires that attention be given to any important elements of non-
comparability or qualifications attaching to the data; these are usually shown in the
tables of the 1eport or in the detailed statistica] publications of the United Nations
from which the data are derived.

The report was prepared in the Department of Economic and Social Affairs,
largely by the Bureau of Economic Affairs. Substantial assistance was received from
the Statistical Ofhce 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 Inter-
national Bank for Reconstruction and Development, and the Food and Agriculture
Organization of the United Nations.

New York, April 1955

EXPLANATORY NOTE

The following symbols have been used in the tables threughout the report:
Three dots {...) indicate that data are not available or are not separately
reported
A dash (-} indicstes that the amount is nil or negligible
A biank in a table indicates that the item is not applicable
A minus sign {—) indicates a deficit or decrease
A full stop (.) is used to indicate decimals
A comma {,) is used to distinguish thousands and millions
A slash {/) indicates a erop year or fiscal year, e.g., 1953/54
Use of a hyphen (-) between dates representing years, e.g., 1950.54, normally
signifies an annual average for the calendar years involved, including the beginning

and end years. “To” between the years indicates the full period, e.g., 1950 to 1954
means 1950 to 1954, inclusive.

References to “tons” indicate metric tons, and to “dollars” United States dollars,
unless otherwise stated.

The term “billion” signifies a thousand million.

Details and percentages in tables do not necessarily add to totals, because of
rounding.
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Introduction

SOME PROBLEMS IN INTERNATIONAL TRADE POLICY

RECENT ACTIVITIES OF INTERNATIONAL BODIES
CONCERNING TRADE POLICY

At its eighteenth session, the Lconomic and Social
Council, in resolution 531 C (XVIIl), requested the
Secretary-General to include in the forthcoming edition
of the World Economic Report an examination of the
various factors tending to limil the expansion of inter-
national trade. This work was Lo include a study of
the problems involved in promoting the development
of trade within and between various geographic and
currency areas. In partial fulfilment of that request, a
brief examination of outstanding problems and issues
relating to international trade is presented here?

The nature of some of these problems and issues is
indicated by actions of the Council and of other inter-
national organizations in recent months. In the reso-
lution just referred lo, the Council recognized “the
contribution which a continuing expansion of inter-
national trade can make lo increasing production, em-
ployment, standards of living, economic development of
under-developed countries and international stability™;
urged governments lo “lake all practicable steps to
facilitate the {urther expansion of mutually beneficial
international trade”; and decided “to place the ques-
tion of the expansion of international trade and the
development of international economic relations on

LE]

the agenda for its twentieth session . . .”.

The concern of the Council regarding problems of
trade in primary products is indicated by another ac-
tion taken during 1954. Tollowing earlier resolutions
calling for studies, the Council, in resolution 512 A
{XVII), decided 1o established a Permanent Advisory
Commission on International Commodity Trade, em-
phasizing the “need for devising effeclive measures for
international co-operation to solve the grave problems
of the inadequacy and instability of the proceeds of
primary commodity exports”, At its eighteenth session,
the Council constituted this Commission, which held
its first meeting from 17 January to 2 Febnary 1955

The Council, at its eighteenth session, also considered
a proposal by the Economic Commission for Europe
(ECE) calling lor inter-regional consultations of trade
experts to be held under the auspices of the regional
economic secretariats. These consultations would be
similar, in general, to the consultations concerning
trade among Luropean countries which have heen spon-

* See also the supplement to this report entitled The Quest
for Freer Trade {sales number 1955.11.C.5).

sored by the Economic Commission for Furope. They
would involve, on the one hand, countries participating
in the work of ECE and, on the other hand, countries
participating in the work of the Fconomic Commission
for Asia and the Far East (ECAFE) and the Leonomic
Commission for Latin America (£CLA). The Council,
in resolution 535 B (XVIII), requested the Secretary-
General to prepare a techniecal report on the practical
conditions under which effect might usefully be given
to the propesal. Such a report has been submitted to
the three regional economic commissions, to permit
themn to expzess their views on the matter for the use
of the Council when it resumes its consideration of the
subject at its twentieth session.

The problems of trade were one of the major subjects
considered at the Conference of Ministers of Finance
and Economy, held by the Organization of American
States (OAS) at Rio de Janeiro from 22 November to
2 December 1954. The meeting was called by the Cara-
cas session of the organization for the purpose of
considering economic problems of Latin America, with
particular reference to economic development. Con-
siderable stress was placed at the conference on the
importance for economic development of the volume
of sales and the terms of trade of primary products
produced for export by Lalin American countries.

The Organisation for European Eeonomic Co-opera-
tion (OLEC) has recently waken significant decisions
concerning commercial policy and arrangements for
multilateral payments, with a view to increased re-
gional integration and a smooth tiansition to currency
convertibility. Thus, in January 1955, OEEC decided
that the minimum “percentage of liberalization™ of im-
ports from member countries should be further in-
creased during the year, and that members should dis-
continue various artifieial export incentives by the end
of the year. In the same month, it also decided to pro-
long the Luropean Payments Union (EPU) until 30
June 1956, and requested the Managing Boaird of the
unjon to diaw up plans for a Buropean fund to aid
members in payments dificulties when the currencies
of major members become convertible.

The General Agreement on Tarifls and Trade
(GATT) was intended to serve as an interim arrange-
ment until the International Trade Organization should
come into existence; it continued to {unction when
this did not occur. Through this arrangement, substan-
tial reductions in import duties have been negotiated,
trade preferences have been somewhat reduced and
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rules for fair dealing have been established. However,
there has been no formally recognized administering
body and, as far as the United States is concerned, the
agreement has been neither approved nor disapproved
by the Cangress but has continued on sufferance, At
their 1953 session, the Contracting Parties, which have
assumed responsibility for administering the General
Agreement on Tariffs and Trade, decided to undertake
a review of the agreement late in 1954 with a view to
determining whether GATT should be continued and,
if so, what arrangements should be made for its admin-
istration and to what extent the general agreement itsel{
should be amended or supplemented. This review began
on 8 November 1954 and was concluded on 7 March
1955. As a result of the review, several amendments
were proposed, and a separate agreement will, if it
becomes ellective, establish an Crganization of Trade
Co-operation as the body to administer the general
agreement.?

TRADPE POLICY AND THE PROMOTION OF NATIONAL
ECONOMIC OBJECTIVES

In entering upon a discussion of international trade
problems it is well to have in mind some generally ac-
cepted propositions. International trade is a means by
which national cconomies that differ widely in many
respects can be integrated into an international econ-
omy. For some countries international trade is a con-
venience rather than a necessity since they could apply
their resources efficiently to many different kinds of
production and thereby could hecome nearly self-suffi-
cient if they so desired. Such countries usually have
large populations and land aress and a wide diversity
of resources. For other countries, however, trade is a
vital necessity. This is especially so in the case of a
small country lacking a diversity of resources and
climnate, whether it be an industrialized country with
a high ratio of population to land area, or an agricul-
tural country specializing in the production of one or
a few primary products. I'urther, most economically
under-developed countries, whatever their potentialities
for future self-sufficiency, depend heavily on trade to
supply them with both consumer poods and capital
goods.

Since trade is the means through which a country
can enjoy the many kinds of goods it requires, while
specializing in the production of those goods with
respect to which it has the greatest comparative ad-
vantage, there is a large measure of agreement that, in
general, freer trade is better than more restricted trade.
Despite such agreement, and the large stake that many
countries have in trade, every major country to a greater
or less degree imposes restrictions that redirect or may
reduce international trade, with resulting harm to other
countries. Some of these restrictions are imposed a8 &

?For further details of the review and its results, see The
Quest for Freer Trade.

defensive reaction to external developments which the
government does not have the power to prevent. Other
restrictions have their origin in the decision of the
government to promote some desired internal economic
policy. Whatever their origin, the restrictions are im-
posed to promote a national interest that is deemed to
be more important than the international trade bene-
fits which may be lost as a result of the restrictions-to
the extent that there is an understanding of such bene-
fits. Since trade is not an end in itself but rather one of
the means available to countries for achieving their
objectives, the desirability to a country of more trade
or freer trade depends on whether, on balance, these
would in the circumstances help to achieve the objec.
tives.

The problems of expanding the volume of trade and
reducing the various restrictions imposed on it are
complicated by conflicts of interest among governments
regarding trade policies. Since each international trans-
action is subject to control—or prohibition—by two or
more governments, inconsistent policies may be fol-
lowed with respect to the same transaction. In this
situation, the traditional ideal of free multilateral trade
has fallen by the way. The problem of achieving more
and freer trade is that of finding and taking practical
steps which will not undermine the legitimate national
objectives of trade restrictions, In many cases, it should
be possible to find compromise solutions that will give
some measure of benefit to all countries. Resolution of
international conflicts of economic interests is one of
the major problems of our times and one with respect
to which international organizations have a special
opportunity and responsibility.

REASONS FOR RESTRICTIONS OGN TRADE AND PAYMENTS

Governmenls impose restrictions on international
trade and payments for a variety of reasons, which have
been the subject of an imposing bedy of economic and
political literature. In the present brief survey only a
few major aspects can be considered.

The underlying resson for perhaps the largest and
the most discussed part of restrictions on trade and
peyments imposed during the post-war period has been
& persisting international economic imbalance, which
has been 1eflected notably in balance of payments diffi-
culties. Most countries, in order to prevent deteriora-
tion in their balance of payments positions, have im-
posed restrictions on trade and payments, many of
which remain in force. Other purposes for which a
government may impose trade restrictions include the
protection of industry from foreign competition, an
improvement in the terms of trade, the maintenance of
internal economic stability, the regulation of the in-
ternal economy in various ways and the support of the
government’s international political policy.

While restrictions for any or all of the ahove reasons
may be employed by any country, the rationale of the
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restrictions imposed by under-developed countries dif-
fers sulliciently from that of the restrictions imposed by
industrialized countries to warrant division of the dis-
cuszsion into two parts. There is, of course, no clear-cut
line of demarcation between economically under.
developed countries and industriel countries, and
the discussion necessarily shares the arbitrary nature
of the categories.

Under-Developed Countries

One of the {actors that made the pre-war trade situa-
tion an unsatisfactory one, despite its equilibrium, was
the persisling condition of very low incomes and vir-
tual economic stagnation in many under-developed
countries., A characteristic of the post-war period has
been the widespread emphasis on economic develop-
ment. When an economy begins to develop, it is likely
to have a growing volume of external trade and, as its
development accelerates, it is also likely to impose sub-
stantial barriers on trade, for several reasons.

Economic development and balance
of payments difficulties

In the fust place, a countiy in process of development
is likely to experience persisting pressure on its balance
of payments, nol necessarily as a result of external cir-
cumstances, but rather as a consequence of the process
of development. The pressure results from import de-
mand for both capital and consumer goods in excess
of the country’s supply of foreign exchange. The de-
mand for machinery and other capital goods reflects
their importance as a factor limiting the rate of eco-
nomic development. The demand for imports of con-
sumer goods is increased when the formation of capital
within a country adds to the demand for consumer
goods without adding Lo their supply. This is an aspect
of the inflationary lendency of rapid economic develop-
ment—a lendency that is diflicult, i not impossible, to
avoid in some degiee without retarding development,
but that ealls for caution and internal restraint if the
development itself is not to be hindered by distortion of
the economy and discouragement of {oreign investment.

When a developing country is short of foreign ex-
change, it commonly seeks to ration it in ways most
likely to accomplish its objectives. Generally, the im-
portation of consumer goods, especially less essential
goods, is restricted, and available foreign exchange
is devoted as far as possible to financing imports of
the kinds of capital goods deemed most necessary, Re-
strictions on imports eause shifts in the types of goods
imported; but this does not necessarily mean a decrease
in the total volume of imports, especially if the coun-
try exports widely used raw materials to the world mar-
ket It is possible, however. that such a decrease might
occur, for example, when a shift by a country in the
kind of its imports reduces the ability of its customers
to buy [rom it and thus also its ability to buy from
them,

It is probable that controls on trade and exchange
are applied for longer periods than are necessary, for
they are usually imposed as soon as the need for them
is felt, while administrative inertia tends to result in
their continuance after they are no longer needed,
especially since there may typically be no signal an-
nouncing the end of the need. In a number of countries,
progressive simplification and other improvements
have been made in the ways in which controls are
imposed, thus ending, or at least reducing, administra-
tive abuses, unjustified discrimination among preducts
and countries, and harmful restraint on business activi-
ties important to economic development. In this con-
nexion, stress may be laid on the usefulness to a coun-
try of having an integrated economic development pro-
gramme, on the basis of which rational distinetions may
be drawn between imports to be discouraged and im-
ports to be permitted or encouraged.

Protection of developing
industries

Another major reason for restrictions on trade and
payments is that economically under-developed coun-
tries wish to protect and stimulate the growth of selected
industries, Import tariils are widely used for this pur-
pose, and quantitative trade and exchange controls im-
posed to deal with balance of payments difficulties are
often protectionist in purpose. In any event, such con-
trols are likely to have an incidental protective effect,
with the result that among the industries so stimulated
may be some that are not sufliciently important to a
developing economy to justify the use of scarce re-
sources. Protectionist policy is another strong reason
for an integrated development programme so that a
minimum of protection may make the maximum con-
tribution to the development of the country.

There has been much discussion and some contro-
versy tegarding the relative contribution to economic
development that resulls from the expansion of indus-
tries producing for export, notably mining and agricul-
ture, compared with those manufacturing goods which
previously had been imported. The central question
is how readily a country can increase its export earn-
ings by developing export industries. If demand and
supply conditions for these industiies are favourable,
a country may well be able to raise its level of con.
sumption and provide capital goods for economic de-
velopment to a greater extent through expanding its
export industries than by devoting equivalent capital
and effort to expanding import-replacing industries.
There are likely, however, in some cases, to he rather
narrow economic limits to the extent to which under.
developed countries can increase their export carp-
ings. While producers in one country might be able to
enlarge their share in total earnings at the expense of
competing producers in other countries, the ability of
producers in general to enlarge their earnings would
depend in considerable part on the elasticity of demand
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for the product. Spokesmen for under-developed coun-
tries have often laid stress on the relatively low elas-
ticity experienced in the demand for their export prod-
uets. Other wiiters have painted a bright picture of the
future demand for raw materials. The two views are
not necessarily inconsistent, as one may be valid in the
short run and the other in the longer run.

The chief argument for protecting new and growing
industries in under-developed countries may be briefly
stated. Economic development means increased produc-
tivity. Most under-developed countries are largely ag-
ricultural; with increased agticultural production per
man, large numbers of agricultural workers are re-
leased for other employment, To provide them with
employment requires the development of other indus
tries. The extent to which export industries can be prof-
tably expanded is limited; the industries to be devel-
oped are non-exporting industries which, to a laige
degree, would produce goods that previously had been
imported. Industiies are likely to be less efficient when
newly established than later, and the argument for
their protection is accordingly a powerfal one. Further,
the entire development process may depend on the
stimulation of many interrelated industries, which may
be possible only by protecting them all from outside
competition.

There is always, of course, the danger, and even the
probability, that efforts will be made to develop indus-
tries that are not economically appropriate for the
stage of the economy. For one thing, the efficiency of
production depends on the size of the market, the size
necessary for ellicient production being much larger
for some industries than for others. During the eaily
years of development, when national income is low and
the market accordingly small, it is appropriate that re-
sources should be devoted to industries which can be
carried on efficiently with a small market, while other
industries await a market of sufficient size.

It may happen that protective tariffs are not neces-
sary for the development of industry, in view of the
incidental protection that results from controls im-
posed to ration available foreign exchange. Alterna-
tively, protective tariffs may reduce imports so as to
make quantitative and foreign exchange controls un-
necessary, There would seem to be a tendency to rush
into protection as the method to be preferred for stimu-
lating the growth of an industry, instead of one 1o be
used when other measures fail. The result is the un-
necessary enlargement of restraints on trade.

Much of the stimulus for under-developed countries
to undertake large programmes of general industrializa-
tion undoubtedly comes from the desire of these coun-
tries to strengthen their positions in the world economy.
The wide fluctuations in the demand and terms of trade
for their exports, the shortages of necessary imports
during perieds of war and accelerated defence expendi-
ture abroad, and the threat to markets from the develop-

ment of synthetic substitules, are among the elements
that have buffeted economically under-developed coun-
tries in the past decade or two. These experiences con-
stitufe a strong incentive to countries to concentrate
effort and capital on creating new manufacturing indus-
tries in order to become as self-sufficient as possible as
quickly as pessible. This incentive is likely to have a
strong influence even when a more rapid inciease in
economic development could be achieved through a dif-
ferently phased development programme.

Trade and payments conirols s a substitute
for internal measures

Under-developed countries often put trade and ex-
change controls to uses that may be interpreted as being
primarily in the nature of alternatives or substitutes
for internal measures of taxation and control of the
economy. The control of foreign investment and of the
earnings of foreign investors, the achievement of in-
come redistribution within the country, the stabilization
of returns to local producers, the reduction of inflation-
ary internal spending of export earnings, the subsidiz-
ing of exports and imports, the guidance and direction
of economic development, and the control of the pat-
tern of consumption are some of the uses to which trade
and exchange controls, including export taxes and mul-
tiple exchange rates, have been put. Frequently the
results have been somewhat different from what was
intended. ['or example, in some cases restrictions have
been imposed on imposts of luxury consumer goods in
order to limit expenditures that had been going into
conspicuous consumption and to make such funds avail-
able for developmental investment. The actual effect has
sometimes been to promote the establishment of indus-
tries producing the luxury goods. Thus, the net gain for
useful capital formation has been much less than the
apparent gross saving achieved by import control.

The complexities, frequent changes and long delays
in action that too often mark the use of trade and ex-
change controls for purposes of the kind just mentioned
result in an unintended burden on exports and imports
alike. Appropriate internal measures often would ac-
complish the desired results more fully and with fewer
unintended side effects. Despite the superiority for such
purposes of internal measures, the relative ease with
which trade and exchange controls may be imposed and
administered presents a strong temptation 1o use them.
As the administrative machinery of under-developed
countries is strengthened, they will undoubtedly find
it desirable to diminish the use of trade and exchange
controls for internal economic purposes and to sub-
stitute a variety of appropriate internal measures. In
the meantime the possibility of serious administrative
errots can be reduced by gearing the pattern of trade
control to a comprehensive programme of integrated
economic development.

Discriminations among countries in the application
of trade and exchange controls, unless required to pro-
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tect foreign exchange reserves, may constitute a regret-
table departure from the body of fair practices that the
General Agreement on Tariffs and Trade was intended
to develop.

Industrial Countries

Some of the reasons that motivate industrialized coun-
tries to impose trade restrictions are the same as in the
case of under-developed countries, but others are differ-
ent. Industrialized countries make less use of trade
restrictions as a substitute for internal measures of
taxation and control. While they impose tariffs for the
protection of domestic industry, the purpose is not so
much to stimulate new industries as to preserve existing
ones.

Restrictions to meet balance
of payments difficulties

An industrialized country may, of course, sufler from
balance of payments deficits, and may impose restric-
tions on tiade and payments, as well as internal meas-
ures, in an effort to protect its foreign exchange reserves
and to restore equilibrium. It has been mentioned pre-
viously that imposing controls on imports affects the
kinds of goods imported and may, depending on the cir-
cumstances, reduce the total velume of imports, such
reduction being least likely when the controls are im-
posed to deal with a deficit in the balance of payments.
It is not as usual, however, for an industrialized country
to have a chronic tendency to deficit in its balance of
payments as it is for an under-developed country, For
a country tending to have a surplus in its balance of
payments, the volume of exports usually is dependent
on the volume of imporis plus the amount it invests
abroad, Accordingly, restrictions placed on imports
by such countries are likely to result in an actual de-
crease in trade, both imports and exports. In general,
therefore, tariffs and other restrictions on trade im-
posed by industrialized countries are more likely to
reduce the volume of trade than are such controls im-
posed by economically under-developed countries.

Protectionist policies

The continuance of protective tariffs or other pro-
tective trade restrictions, or the imposition of new ones,
by industrialized countiies needs no justification in the
eyes of the special groups that would thereby be pre-
served or promoted. These groups can be expected to
urge upon legislators and others exercising legislative
powers the importance, [rom the viewpoint of the na-
tional interest, of their special interests. They will, of
course, be opposed by groups that want to keep the
cost of imports low and by others that want to expand
their sales abroad. Legislative bodies typically are more
sensitive 1o demands for protection of established do-
mestic industiies that profess to be threatened by the
competition of imports than they are to the demands
of those who see the possible advantages of an expanded

market for export industries. For this reason protection
tends to be excessive in relation to the national interest.
But there is often more to the matter than the political
appeal of protecting an industry. If, for example, the
removal of tariffs or other restrictions would result in
the insolvency and liquidation of industrial plants, or
even of whole industries, the fact that the exports of
other industries would expand-though possibly only
after considerable delay-may give little comfort to the
inhabitants of the areas in which the liguidated indus-
tries are concentrated, since the expanding export in-
dustries might be located in a distant part of the coun-
try. For another thing, since capital, and even skilled
personnel, are often highly specialized and not capable
of economical transfer to other industiies, the liquida-
tion of a plant or industry may result in a loss substan-
tially in excess of the normal depreciation of capital
and retirement of labour., These arguments are often
the basis for reducing trade barriers only gradually in
order to make sure that the gains accruing {rom lower
costs of imports and expansion of exports will be at
least as great as losses from liquidation, as well as to
guard against liguidations that might result from an
unfavourable shift in comparative advantage that was
only temporary. The arguments, however, would nol
justify the permanent continuation of protectionist
measures. To avoid confusing the interests of particular
industries and localities with the national interest in
cases of these kinds, national measures might be taken
to share the losses and speed the necessary readjust-
ments.

Another argument that is used to delend not merely
gradualness in the reduction of trade barriers but theix
retention at current levels, or even their increase, is that
the industry in question is vital for the defence of the
country in time of war, when the supply of essential
goods might be cut off or when machines and special
skills would be needed for war production. The validity
of this argument would seem to depend on the circum-
stances. If pushed to extremes, it might be used to de-
fend the protection of almost any industry. Even as
actually used, the defence argument sometimes seems
far-fetched and designed to hide the more general de-
sire to preserve industries that have been granted pro-
tection in the past, whatever their probable future con-
tribution to the country’s welfare.

Aside from the defence argument, the most effective
argument, politically, for the protection of domestic
industries in an industrialized country appears to be
that protection is needed to prevent unemployment,
In part, the cogeney of the argument regarding domestic
industries in this connexion is an aspect of the general
proposition that a national government can deal more
effectively and readily with internal than with external
matters. Beyond this, most industrialized countries have
adopted policies calling for government action when-
ever a substantial increase thieatens to develop in the
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number of unemployed. The fear of unemployment—
or of falling income in an industry such as agriculture
in which unemployment may be difficuit to measure—
may lead to using protection against imports in various
ways, all of which result in instability of trade restric-
tions. The instability may be derived from either the
law or administrative practice, For example, some coun-
iries have laws providing that when a commodity in-
ciuded under a farm price support programme is in
surplus supply at or below the supported price, no
imports of that commodity may be made. Again, in some
countries tariffs on certain products have been reduced
administratively when demand for the products was
strong and restored to their higher level when demand
was weak. A threat of unemployment may also lead
to changes in tarift laws or other trade restrictions.

These various barriers to imports are made in an ef-
fort to increase demand on domestic sources of supply.
The use of such policies is undeistandably tempting,
though it may in effect “export the unemployment” and
is likely to lead to retaliation on the part of other
countries, if for no other reason than that the resulting
decline in their exports would reduce their ability to
import, Thus, the export industries of the first country
would suffer and, if the level of employment is to be
maintained, it would be necessary to incresse the em-
ployment of workers in other industries.

If only the period of depression is considered, such
a shift in labour resources might be economically sound
—if it proved feasible in the face of low total demand
—since the unemployment of resources is likely to be
more wasteful than their utilization at less than maxi-
mum efficiency. Bul such a static view of the matter is
short-sighted in view of the need to restore levels of
activity and international trade as early as possible. In
the long run it may well be more advantageous for a
country to deal with temporary unemployment through
internal measures than to attempt a cure by increasing
national self-sufficiency through trade restrictions, since
this “cure” might actually result in widening and deep-
ening a depression. Countries may differ greatly, of
course, in the extent to which the government is in a
position to choose among possible alternative policies
when threatened by unemployment. The difficulties of
individual countries have led to studies of the possibil-
ity of strengthening the position of national govern-
ments by collective action through international organi-
zations, but few tangible steps in this direction have
been taken.

Restrictions on exports

Reference was made earlier to import restrictions
that an industrialized country may impose as a defence
measure, Restrictions on exports are also imposed for
the same general purpose. For example, during the
rearmament movement accompanying the fighting in
Korea, certain industrial countries, the United States

in particular, placed general 1estrictions on the export
of capital goods and finished products considered nec-
essary for the defence effort. More lasting restrictions
were placed on the export of certain “strategic mate.
rials” to countries considered potential enemies. These
restrictions continue in force, though somewhat 1e-
duced. Their use is not limited to any one country or
group of countries. Since the motives for such restric-
tions are related not to economic interests, as usually
defined, of the country imposing them, but to political
interests, it is not feasible or useful to analyse them
here. There appears to be a general tendency in restrie-
tions of this type to emphasize possible immediate or
short-run benefits, with little regard to the effects of the
restrictions on the [utare allocation of resources in the
countries against which such restrictions are directed.

INTERNATIONAL ECONOMIC IMBALANCE

The subject of international economic imbalance has
been referred to in the course of the preceding discus-
sion. Thus, it has appeared that this imbalance has been
one of the main reasons for governmental restrictions
on trade and payments, and that these restrictions have
heen a {actor contributing to imbalance. To remove the
causes of imbalance, and thereby facilitate the achieve-
ment and maintenance of international economic equi-
librium, is generally recognized as one of the most im-
portant continuing economic problems of the present
day. The achievement of international economic equi-
libriam would not, of course, mean the complete free-
ing of trade. Protective tariffs and restrictive measures
to support national policies, for example, would not
necessarily be influenced by the achievement of equilib-
rium. However, with the restoration of equilibrium,
n substantial freeing of trade would be made possible
since many kinds of restrictions could be abandoned
and one of the factors leading to protective measures
would be eliminated.

A country may be said to be in a state of current
international economic equilibrium when, in the ab.
sence of governmental restrictions, its payments to other
countries and its receipts from other countries are in
balance, taking into account all factors entering into
its rights to receive, and obligations to make, payments
—notably exports and bmports of goods—and including,
among other items, exports and imports of services and
transfers of income. 1f the international equilibrium
of the country is to be sufficiently stable to be a prac-
tical “working” equilibrium, it should also meet two
other conditions. The country should have a reasonable
degree of internal equilibiium, since serious internal
imbalance—a large volume of unemployment, for ex-
ample—is likely to upset an apparent equilibrium in
international economic relations. Moreover, since pre-
cise international balance never exists for long, the
country should possess a sufficient volume of foreign
exchange reserves to absorb “normal” fluctuations with.
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out the necessity of imposing controls on trade or pay-
ments.

References to international economic equilibrium
usually are made with multilateral equilibrium in
mind, that is, the situation in which each country is
in payments equilibrium with all other countries com-
bined, though not necessarily with any one country.
For multilateral equilibrium to be effective, however,
it is necessary that earnings in the currency of one
country should be convertible inte currencies of other
countries. To the extent that eurrencies cannot be con-
verted, the equilibrium that is significant is bilateral
equilibrium—that is, equilibrium between a given coun-
try and each of the other countries with which it trades,
There are many possible degrees of multilateralism, and
the situation in practice commonly falls somewhere
between rigid bilateral trade and universal multilateral-
ism. The broader the multilateral system of trade and
payments, the greater the acecess to markets and, de-
pending on the situation, the more profitable the spe-
cialization of production is likely to be.

It would be a coincidence if the private importers
of a country should seek 1o purchase the same volume
of goods that private exporters are able to-sell. Since, if
a couniry is to be in international economic equilib-
rium, its payments and receipts must be kept in balance,
some [orm of aclion is [requently necessary to achieve
this result. In a world of independent national States,
cach controlling its fiscal and monetary policies, one
cannot count en the effective aulomatic action of such
forces as might tend to bring about and maintain eco-
nomic equilibrium, which is net likely to be either
achieved or maintained without the careful direction
of governmental policies. Some of the {orces operating
to upset equilibrium are minor and readily dealt with,
while others may be beyond the power of a single gov-
ernment to control, at least in the short run. The action
of the government of one country may constitute an
element disrupting the equilibrium of other countries
in the absence of effective co-erdination.

Governments have at their disposal various means
for restoring equilibrivm or, failing in this, for pre-
venting a lack of balance from growing worse. The
effective use of these means may be limited by the
fact that the intexnal policies of governments often have
objectives which aie inconsistent with the maintenance
of a balance in payments. Perhaps the principal ex-
ample is the inconsistency that may exist between stimu-
lation of demand to restore or maintain full employ-
ment, and restriction of demand to achieve inlernational
equilibrium. The impesition of import and foreign
exchange controls is usually a recognition that, at
least for a time, international equilibrium cannot be
achieved or, if achievable, can be reached only by using
measures less palatable than the controls,

Many kinds of factors may operate to ereate imbal-
ances. Inflation or deilation, an exceptionally good or

bad harvest, speculative movements, are examples of
factors which are irregular in timing. Other imbal-
ances lend to be periodic: seasonal imbalances, which
are likely to correct themselves over the course of the
year, and cyclical imbalances, which correspond to
eyelical movements of business and are likely to be
more or less self-correcting over a short period of years.
The cccurrence {rom time to time of deficits in balances
of payments, resulling from trade imbalances of the
above-mentioned types, seems Lo be inevilable. Whether
they have serious consequences for a particular coun-
try or for the international economy depends in the first
instance on the strength of the disturbing element and
the period of time during which it operates, but also on
other circumstances. In some situations the determining
factor may be the intelligence and fitmness with which
the government applies the measures at its disposal for
restoring equilibiivm, such as anti-inflationary mone-
tary and fiscal policies and, in special circumstances,
the readjustment of exchange rates for foreign cur-
rencies. Another important factor is the volume of re-
serves of foreign exchange and gold available to a coun-
try for meeting a deficit in its balance of payments; a
temporary deficit, which may be readily surmounted
if reserves are sufficiently large, may force restrictions
on imperts and foreign exchange if reserves are inade-
guate, It is in this connexion that the adequacy of inter-
national facilities for supplementing a country’s re-
sexves may be a major factor in protecting countries
agninst the disruptive eflects of trade imbalances.

Fluctuations in demand and prices for primary prod-
ucts have resulted in serious cases of cyclical imbal-
ance, though the most violent of such fluctuations have
been caused by other than the usual variations in busi-
ness. The 1elative helplessness of o producing country
to protect itself against such fluctuations undoubtedly
is a major reason why great stress is being placed on
efforts to devise effective international measures for
preventing or dealing with them.

Other imbalances—and these are likely to affect many
countries—may result from a breakdown in the multi-
Iateral payments system, aboul which more will he said
Iater. These imbalances are not readily overcome and
equilibrium 1estored unless an effective multilateral
payments system is re-established. This necessary con-
dition, however, is rarely one that any single govern-
ment can achieve, and the problem accordingly is an
appropriate one for international action.

Still other imbalances, involving relative shortages
ar excesses in the productive capacities of differeat in-
dustries—commonly 1eferred lo as “structaral™ imbal-
ances—may arise [rom war destruction and economie
distortion due to war, as well as from other causes,
discussed below. They are likely to be stubborn; they
are not cured merely by [reeing tinde or enlarging the
area of the market. Indeed, from the viewpoint of a
specific country, an enlargement of the market may in-
crease the imbalance o1 even create one.
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Background of Existing Imbalances

The principal sources of the present-day problem of
international imbalance are the breakdown of the multi-
lateral payments system and the development of strue-
tural imbalances. These have their roots very far back
in point of time. It may be doubted whether there was
a full recovery of multilateral equilibrium after the
far-reaching changes resulting from the First World
War, The general breakdown of the multilateral pay-
ments system dates from the international financial
crisis of 1931 and was part of what might by medical
analogy be called a “depression syndrome”. The hard-
est pressed countries found themselves unable to meet
their obligations and placed restrictions on payments.
Their creditors, in turn, not being able to collect, were
themselves unable to pay. Exchange controls and quan-
titative restrictions on trade spread rapidly. Once the
multilateral payments system had bioken down, its
re-establishment depended on having necessary basic
conditions for restoring payments by many counlries
simultancously. Any individual country would have
been likely to exhaust its resourees without accomplish-
ing any large-scale or long continued improvement, The
diversion of production to armaments, moreover, had
distorting effects on tiade and discouraged efforts to re-
establish international co-operation. There was little
restoration of the multilateral payments system during
the nineteen thirties, and this factor undoubtedly con-
tributed towards deepening and lengthening the depres-
sion. .

The war further disrupted international trade and
was responsible for much of the structural imbalance
that has complicated the situation ever since. Physical
destruction and economic dislocation of means of pro-
duction were particularly great in Europe, which also
lost & large part of ils oversea investments and was
faced with the necessity of increasing its net exports
to pay for the large volume of imports previously
financed by interest and dividends. The war also stimu-
lated the growth of industries in less-developed coun-
tries by depriving them of goods for which they had
formerly depended on industrialized countries. As pre-
viously mentioned, this industrial growth has been sup-
ported and further advanced in many countries by the
imposition of protective tariffs and other trade restric-
tions. The rapid development in the United States and
other industrialized countries of synthetic substitutes
for such commodities as silk and rubber was another
source of structural imbalance which was stimulated
by the war and has continued in the post-war peried.

Recent Progress towards Equilibrium

The rebuilding of production and trade that has
taken place since the war represents a signal achieve-
ment in view of the world-wide involvement in the war,
the magnitude of the physical destruction and the gen-
eral breakdown of economic relations. This achieve-

ment is the product not only of great effort within
diflerent couniries but also of international co-opera-
tion. The new international economic institutions, such
as the International Bank for Reconstruction and De-
velopment and the International Monetary und, are
important examples of international co-operation, as is
the General Agreement on Tarifls and Trade. The Mar-
shall plan was of particular importance in the recon-
struction and recovery of Lurope, including as it did
the granting of economic aid; and the establishment
of the Organisation for European Economic Co-opera-
tion, and, thiough it, of the European Payments Union,
has been of particular help in the restoration of both
trade within Europe and oversea tiade.

The World Economic Report® of last year, which ex-
amined in some detail economic developments since the
end of the war, particularly from 1950 to 1953, noted
favourable trends in 1953 with respect to international
trade and payments; these trends continued in general
in 1954, The total volume of world trade was slightly
higher in 1954, the equilibrium in trade movements
was greater and the monetary reserve position, par-
ticularly with reference to the doliar, continued to im-
prove. With-a few exceptions, the prices of primary
products were stable or moved upward, and demand
was maintained. These {avourable developments took
place despite a recession in the United States, where
production and imports were reduced.

This improvement in the trade and payments situa-
tion was accompanied by continuing progress in the
removal or relaxation of restrictions. While in earlier
years great progress had been made in regional trade
liberalization and co-operation, paxticulatly in western
Furope and the sterling area, there was in 1953 and
1954 a widespread liberalization of imports payable
in dollars and other measures to restore a unified world
market. A few examples will suffice to illustiate the
nature of the progress? The United Kingdom made
sterling freely transferable between almost ell non-
dollar countries outside the sterling area, returned the
import of most primary commodities to private hands,
liberalized imports from the dollar area and reopened
its international commodity exchanges in several prod-
ucts. These measures practically resulted in de facto
convertibility of the pound for non-residents. Residents
also were given greater freedom in spending dollars.
Similarly, western Germeny unified accounts held by
foreigners, released hlocked balances and—like the
Benelux group of countries, Italy, Sweder and other
countries—freed long lists of dollar goods from import
restrictions, Seme non-European countries also liberal-
ized their imports of dollar goods; the Union of South
Africa actually ended trade discrimination altogether.

There were exceptions, however: Pakistan, Spain and

! United Nations, World Ecenomic Report, 1952-53 {sales
number 195411.C.1}.

* Yurther detnils are given in part I of the preseat report.
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Turkey, for example, did not liberalize trade and pay-
ments during the year,

Moreover, the increase in imports that followed the
relaxation of restrictions seemed likely in some coun-
tries to require either measures to keep domestic de-
mand in check or reimposition of trade controls. Most
of these countries seemed inclined to follow the former
course. Thus, following a deterioration in the payments
position of the United Kingdom, the discount rate was
raised sharply in that country; similar action was taken
by Norway, while Denmark relied on increased sales
taxes and New Zealand on the tightening of credit con-
trol. Australia, on the other hand, had recourse to the
tightening of import restrictions in the autumn of 1954
and in 1955,

On balance, there was improvement during 1954 in
the volume and equilibrium of trade and in the balance
of payments position, particularly with respect to hold-
ings of gold and dollar reserves outside the United
States, thanks partly to continued dollar aid. The im-
provement was particularly welcome in view of the
concern with which the rest of the world observed the
declining level of production in the United States in
the closing months of 1953 and the opening months
of 1954. Most economists, especially in Europe, held the
view that the consequence of reductions in production
and employment in the United States would be even
greater reductions in production and employment in
Europe and in the primary producing countries. The
experience of 1949 had seemed to confirm this view.
Instead of these expected consequences, the 1953 up-
ward trend in activity in Europe continued into 1954
and reached record levels, production being 8 per cent
higher in the third quarter of 1954 than in the same
quarter of 1953, though merchandise imports into the
United States from western Europe were approximately
13 per cent lower in the first three quarters of 1954
than in the same period of 1953. During the time that
western Europe’s exports to the United States were de-
clining in 1954, its other exports were increasing, so
that, in the third quarter of 1954, western European
exports te all other areas combined rose by 7.6 per
cent. Several factors made possible the financing of
this increase in exports to other areas. United States
imports from these areas declined only slightly, while
western Lurope expanded its imports from them. There
may have been an increase in capital outflow from
Lurope. Finally, the buyers of European exports
showed a willingness to reduce their normally favour-
able trade balances.

The explanation for continued European expansion
in the face of a 1ecession in the United States, and a
decrease of imports by the United States, would appear
to be in part one of a favourable constellation of cir-
cumstances, just as the 1949 difficultics are explained
by some economists as being, at least in part, a reflec-
tion of an unfavourable one. Other factors, however,
appear to be more important. Furope was {ar hetter

organized economically in 1953 than it had been in
1949, The Marshall plan had been consciously directed
towards developing sources of supply and markets for
Europe outside the United States. As production ex-
panded in many parts of the world it became less nec-
essary to rely on supplies from dollar areas. Larger sup-
plies of products from non-dollar sources were becom-
ing available to the non-dollar world—for example,
there was a marked growth in Middle East oil produc-
tion. The ability of Europe to compete successfully in
world markets was growing as productivity increased
with plant modernization and lower costs.

Outlook for Achievement of Equilibrium

Despite the substantial progress towards international
economic equilibrium since the war, it would be incau-
tious to forecast that the trade and payments situation
will necessarily continue to improve or that the world
is “over the hump” in its efforts to achieve equilibrium.
There are several factors which indicate that the task
of achieving and maintaining equilibrium will continue
to be one of great difficulty.

The dollar shortage

A major evidence of imbalance has been the dollar
shortage, and there are few, if any, aspects of the post-
war economy that have been studied and wrilten about
at greater length, Some comment about the dollar short-
uge, even though it must be brief, is necessary for the
present discussion. Without attempting a refined defini-
tion, it may be said that “dollar shortage” describes a
situation in which the number of dollars provided to
other countries, chiefly by United States importers,
tourists and investors, is insufficient to pay commit-
ments to the United States and to finance the goods
and services that other countries seek to buy in the
United States. As a result, governments in some of
these countries have been obliged to restrict the pur-
chase of goods for dollars, thus protecting their bal-
ances of payments, while United States exports have
been fower than if there had been no scarcity of dollars.
The gap between the supply and the demand for dol-
lars has been filled in large part by United States
governmental grants, investments and expenditures
abroad, but only in part, as is indicated by the con-
tinuance of some of the restrictions just mentioned.

That the problem of the dollar shortage has been
diminishing is shown by continued increases in the
estimated gold reserves and dollar holdings of coun-
tries outside the United States, which reached 2 total
of $23.5 billion by the end of 1954; five years earlier
the comparable figure was $15.4 billion. In relation
to the volume of world trade, however, these assets are
much less adequate than were those held before the
war, and undoubtedly far from sufficient to meet a sub-
stantial shock such as might come from a war emer-
geney or a severe depression in one or more of the
major industrialized countries. The fact that the United
States recession in 1953 and 1954 had smaller interna-
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tional repercussions than had been expected has re-
duced somewhat the fear of future depressions. This is
fortunate, since it leads to greater confidence in making
trade commitments. However, since the United States
recession was relatively minor and the circumstances
in other countries may have been unusually favourable,
previous excessive pessimism should not be replaced
by excessive optimism. A high level of business activity
in the United States is an important factor in main-
taining impoits and the resulting supply of dollars
at a high level.

Even in the years 1953 and 1954, when gold reserves
and dollar holdings of other countries rose substan-
tially, United States governmental grants, investments
and expenditures abroad exceeded the rise by substan-
tial amounts—more than $2 billion in 1953, These gov-
ernmental payments thus continue to be a substantial
crutch supporting international economic equilibrium
with respect to the dollar by helping to finance the
excess of exports over imports and commitments to the
United States. As long as this situation continues to
exist, some degree of pessimism 1egarding the end of
the dollar shortage is in order. There is, of course,
nothing novel about the export surplus of the United
States, since its commodity exports have exceeded its
commodity imports in every year of this century. Before
the First World War the balance was made up by pay-
ments For services and by interest and dividends on for-
eign-held investments in the United States. During the
First World War, and again in the Second, very large
amounts in loans or aid were granted by the United
States to its military allies. In the decade of the nine-
teen twenties private investors in the United States made
substantial investments abroad, many of which later
resulted in losses and consequent discouragement of
further foreign investment. For the rest, the United
States accepted targe amounts of gold, eventually hold-
ing about 70 per cent of the world supply of monetary
gold, although much of this represented funds sent to
the United States for greater safety. While this picture
is a greatly over-simplified one, it indicates that begin-
ning with the First World War a considerable part of
the demand for dollars has been supplied in ways which
do not reflect international equilibrium and cannot be
counted on 1o continue.

There are two major approaches to achieving the
equilibrium that would end the dollar shortage and the
dependence for dollars on United States government
grants and expenditures abroad. One is to increase im-
ports into the United States. A policy directed to that
end would involve provision for lowering the level
of United States tazriffs and for removing administrative
impediments—{or example, unduly bur densome customs
formalities. It would also involve greater assurance of
future stability in tariff levels to encourage the long
term commitments that in many cases are necessary for
the expansion of trade.

A sufficient reduction of tariffs and other trade bar-
riers imposed by the United States would certainly
stimulate imports and might conceivably increase them
enough to solve the problem of the dollar shortage.
There is, however, an aspect of United States produc-
tive efficiency which might make a sufficient increase
difficult, if not impossible. This aspect is not, as some
have argued, that the United States has greater produc-
tive efliciency than other countries, since comparative
advantage in production, in addition to absolute advan-
tage, is 2 basis for successful competition in interna-
tional trade. Rather, the difficulty grows out of the high
degree of flexibility and mobility of United States in-
dustry, which rests on such factors as the size of the
national market, the diversity of resources, the number
of persons with technological skills, the large volume
of available capital, the relatively rapid replacement
of machinery and generally competitive and adaptable
industrial management. Foreign manufacturers seeking
to build up large markets in the United States would be
faced not only with the uncertainties of future United
States tariff policy but also with the uncertainties of
future competition. If, for example, European pro-
ducers achieved a sulliciently large market in the United
States in some product to make mass production meth-
ods profitable, producers in the United States might
be able, through technical improvements and cost re-
duction, to overcome the comparative advantage of the
Luropean producers, undercut the price and take over
the business. The prospect of such a result might dis-
courage European producers, even in the absence of
tarifls, from making the heavy investments in adver-
tising, sales offices, servicing facilities and the like that
are necessary to build up a large volume of sales for
many kinds of products in the United States.

A second approach to ending the shortage of dollars
would be a large-scale increase in capital exports from
the United States: this would also make an important
contribution to the economic development of under-
developed countries. The situation, however, is not one
that encourages large-scale investment abroad. In this
connexion, the experience of other countries in earlier
times has little relevance, in view of the vastly different
situation that exists in the world today. The assurances
that governments in some periods were in a position
to give their private investors abroad with respect to
risks of a political character are neither possible nor
appropriate today. The understandable insistence of
governments in countries which need and desire capital
that the investments be in harmony with their develop-
ment plans may adversely affect the outlook for profit.
The uncertainty as to whether the foreign exchange
situation will permit earnings to be transferred and
investments repatriated when desired also affects the
willingness to invest, To these and other difficulties in
the way of a large expansion of private {oreign invest.
ment must be added the attractive investment oppor-
tunities in the expanding economy of the United States.
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In recognition of these difficulties in achieving large-
scale private capital exports from the United States,
as well as from other industrial countries, considerable
attention has been directed to the use of public agencies,
national and international, for investing government
funds and promoting investments of private funds. The
United States Government, through the Export-Import
Bank of Washington, has been lending considerable
amounts to finance exports, for the most part to eco-
nomically under-developed countries. The International
Bank for Reconstruction and Development, financed
through government subscriptions and flotations of
bonds on private capital markets, had by the end of
1954 made total loans of a little over §2 billion, of
which nearly half had gone to countries usually clas-
sified as economically under-developed; a very large
proportion has been in dollars.

A proposed International Finence Corporation,
which for several years has been stiongly wiged by
the Economic and Social Council and the General As-
sembly, seems about to come into existence. It would be
administered as an adjunct to the International Bank
for Reconstruction and Development and would seek
to stimulate the flow of private capital to economically
under-developed countries. One method would be
through the purchasze of debenlures of private business
enterprises in these countries, with a view to selling the
securities at some later time to private investors who
might convert them into equity holdings. Another pro-
posed agency for enlarging the flow of capital is a Spe-
cial United Nations Fund for Economic Development,
which has been appiroved in principle by the General
Assembly and continues under study looking to its
establishment when conditions are favourable. This does
not exhaust the list of new institutions that might be
used to stimulale the international flow of capital to
under-developed countries, as well as to enlarge and
channel their domestic savings. The inteinational agen-
cies mentioned above would diaw investment [unds
from many countiies, but in the nature of the world
situation, a Jarge proportion would be in dollms.

Mention may also be made of the development banks
that have been set up in a number of countries and in
some instances have succeeded in drawing capital from
a variety of public and private sources at home and
abroad.

1f the dollars that go from the United States to
economically under-developed areas are to make the
greatest possible contribution to solving the dollar
shortage, it must be possible for Europe, where the
shortage has been most acute, to earn dollars from
the countsies to which they are paid. To do this, Furo-
pean producers must be eficient enough to compete
successfully. But, however eflicient they may be, Furo-
pean producers cannot earn dollars that originate in
loans and grants if these are “Hed” to expenditures
in the United States, as is the case {or example, with

Export-Import Bank loans. The tying of loans and
grants is practised by certain other countries also, but
is of greater significance in the case of the United States,
since it is the dollar that is in generally short supply.
Expenditures of loans and other investments made by
international organizations are, of course, not Hmited
to any country.

Other aspects of the
trade picture

As previously indicated, the return of Germany, and
to some extent of Japan, to competition in world mar-
kets has thus far been {airly smooth and without serious
shock. However, the adjustment is by no means com-
plete, particularly in the case of Japan. In 1953 Japa-
nese exports had a value of only 53 per cent of its
imports. United Stales military expenditures and aid
continued to provide the balancing item, but if Japan
is to become self-supporting, it is obvious that its ex-
ports will have to be substantially increased or its
imporls substantially decieased—presumably the for-
mer, since the quantum of Japan’s exports in 1954,
although over six times as great as in 1948, and 30 per
cent greater than in 1953, apparently was only ahout
half of the 1934-36 average. The quantum of imports
was about three-fourths of the 1934-36 average in both
1953 and 1954. The quantum per capita was less, since
the number of persons fourteen yeats of age and over
has been rising about 2 per cent a year. Many difficulties
appeared to stand in the way of substantial and con-
tinuing improvement of Japanese trade. For example,
the large proportion of trade which Japan had carried
on with mainland China before the war was greatly
reduced, with little hope that it would be 1estored in
more than moderate degree.

There have been signs of growing competition for
foreign markets among leading manufacturing coun-
tries. The maintenance and continued extension of trade
stability are by no means assured and may depend in
large degree on the achievement of greater eflectiveness
in trade and exchange regulation by the Contracting
Parties to the General Agreement on Tarills and Trade
and by the International Monetary Fund, and on the
avoidance by exporters and exporting countries of prac-
tices that might lead to difficulties later. In this con-
nexion, the acceptance of the new agreements on tariffs
and trade would seem to be particulaily desirable.

Longer-run factors

Aside from specific problems ol imbalance, there are
certain factors in the post-war situation that may make
the achievement and maintenance of international ceo-
nomic equilibrium more dilicult than in earlier decades,
One of these is the rapid rate of technological develop-
ment; the outlook for major, and perhaps far-reaching,
changes with respect to alomic power is a particularly
spectacular example. Any dynamic element presents a
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threat to stability in relations among national econo-
mies, and a dynamic technology applied not only in
industrialized but also in economically less developed
countries may result in major shifts in production and
trade. While technological development thus is likely
to give rise to a need for adjustments, it also contributes
to ease in making such adjustments. As pointed out
below, structural adjustments necessary to achieve
equilibrium at a high level of production and trade are
made with least difficulty in an expanding world econ-
omy, which in turn is dependent in no small degree on
a high rate of technological development.

Another change from the pre-war period which may
increase the dificulty of achieving and maintaining in-
ternational equilibrium is the acceptance by national
governments of wide responsibility for the stability
and growth of their national economies. The recogni-
tion of a high level of employment as a major objective
of governmental policy tends to diminish the use of
traditional devices of internal deflationary monetary
and fiscal measures to restore international equilibrium,
since under present-day conditions they may be found
to reduce employment more than prices. There is an-
other side to this, however. High levels of trade and
high levels of income and employment bolster each
other, and success by governments in their full-em-
ployment policies should mean fewer depressions for
international equilibrium to weather. Moreover, na-
tional governmenis appear to be recognizing to an
increasing degree the importance of international eco-
nomic developments to their national economies and
to be more willing to accept co-ordination of national
actions by international organizations. Potentialities
along this line would seem to be great.

Governmental tesponsibility for the national econ-
omy may adversely affect the achievement of interna-
tional economic equilibrium by increasing economic
nationalism, in the sense that any acceptable system of
international payments must allow a larger degree of
national independence in monetary and fiscal policies
than was previously the case. This is an important ob-
stacle to the return of the semi-automatic deflationary
and inflationary pressures towards equilibrium, and the
tendency to keep price levels of different countries from
diverging, that were exerted by the international gold
standard. There aze, of course, other major obstacles
to the return of the international gold standard, at least
in its previous form. One is the scarcity of gold in rela-
tion to the volume of trade. Another is the improbability
that countries would be willing to accept a continuing
stream of gold to balance an export surplus over a long
period of years, as noted with regard to the United
States.

It may also be pointed out that the future stability
of international economic relationships is dependent
in large degree on the future of political relationships.
Economie balance and stability in the broadest sense

go hand in hand with political stability; each supports
the other. International political tensions do not make
a good seed-bed for the growth of stable economic rela-
tionships.

Impossibility of restoring pre-war
pattern of trade and payments

The pattern of production, trade and payments to
be reflected in the economic equilibrium towards which
the world has been moving may he expected to differ
in many important respects from the pre-war pattern.
There continue to be important similarities. Tropical
countries continue to have a decisive advantage in pro-
ducing a variety of important agricultural products.
The known distribution of minerals has not shifted in
major degree. The countries that were industrially most
advanced in the pre-war period continue in the lead.

While, for these reasons, the broad outlines of post-
war trade movements resemble those of the pre.war
period, closer examination reveals important changes.
The centrally planned economies have been trading
more with one another and much less with other coun-
tries than was the case before the war. Even if all
factors restricting trade between the centrally planned
economies and other countries were removed, including
policies promoting industrialization and self-sufficiency,
the pre-war pattern of trade would not be restored since,
among other reasons, far-reaching structural adjust-
ments already have been made.

An inevitable change in the pattern of trade also re-
sults from the growth of industry in under-developed
countries, which may affect the pattern in several ways.
Since the industries that are introduced first are likely
to be those supplying basic consumer needs—for ex-
ample, textiles—industrialization may be expected to
reduce the demand for imports of some kinds of con-
sumer goods, On the other hand, the process of indus-
trialization greatly increases the demand for machin-
ery, equipment and capital goods generally. Changes
in the goods flowing from under-developed countries
are taking place as the processing of raw materials
before shipment is increased, and accordingly more
materials are sent abroad in refined, or otherwise pro-
cessed, form.

The discovery and development of petroleum in
Canada, Latin America, the Middle East and elsewhere
have greatly altered the pattern of trade in this im-
portant source of power. Uranium and thorium have
become highly valuable and important minerals. For
the future, it is not now possible to forecast with
reasonable precision the magnitudes of the shifts that
the development of atomic energy (and possibly solar
energy) may make in the relative productive advan-
tages of different countries, but such shifts almost cer-
tainly will be important in determining future trade
patterns. Developments in technology stimulated by
the war have produced large and growing synthetic
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industries which have affected the markets for natural
rubber, silk, cotton and certain other materials, Tech-
nological developments, morcover, have altered, and
continue to alter, the balance of productive advantage
with respect to many manufactured products.

Notable shifts have taken place in the {inancing of
trade. The Londor financizl market completely domi-
nated the international picture before the First World
War, but the heavy financial burden of the war resulted
in the liguidation of many British foreign holdings. Be-
tween the two wars, though New York and, to a lesser
degree, Paris, emerged as independent financial mar-
kets, London continued to be the chief market, but
declined in importance after the financial erisis of 1931.
The Second World War resulted in still further Hquida.
tion of British [oreign investments. Following the war,
the importance of London as a financial market was
much reduced, with New York becoming the dominant
market and the dollar the dominant currency. From
being a debtor country before the First World War,
the United States alter the Second World War was
definitely a creditor country. Moreover, thanks to ac-
celerated productive development and an extensive do-
mestic market, it had emerged from the war with very
efficient operation in many industries just at the time
when European produclive power was largely out of
action. In a sense, the United States thus found itself
cast in & role similar to that which the United Kingdom
had played in the previcus century, though in a world
that was vastly different,

IMPORTANCE OF BALANCED ECONOMIC GROWTH 10
FREER TRADE

Preceding sections have examined some of the major
reasons why the world does not now enjoy {ree multi-
lateral trade. Among these factors, the lack of interna-
tional economic equilibrium has been foremost during
a period of more than lwo decades. While the achieve-
ment and maintenance of equilibrium would not bring
free trade, since the other factors are strong and per-
sistent, it would make a greal contribution towards
freer trade. But it should be clear that achieving and
maintaining equilibrium is a difficult problem. Sub-
stantial imbalances remain, and the payments system
has too little convertibility to support full multilateral
trade. Generally, as iade becomes freer many apparent
structuyal imbalances disappear. Others do not, and the
need for adjustment is made clearer. In still other cases,
the opening of epportunities for competilion may create
new imbalances. As in the past, equilibrium once
achieved will be subject to many upselting forees, such
as domestic economic instability and the lendency to
inflationary price-wage spirals. In addition, dynamic
technology may substantially alter the comparative ad-
vantages of producers in diflerent countries. The con-
tinuing economic development of under-developed
countries may prove especially significant in this con-
nexion.

Freedom in trade is encouraged by the expansion of
markets and discouraged by their contraction. Accord-
ingly, the economic situation under which needed ad-
justments can most readily be made while maintaining
and expanding freedom of trade is an expanding inter-
national economy. In an economy with higher levels
of productivity and higher incomes there is greater
demand for both consumer and capital goods. In this
situation industrial adjustments can be made with a
minimum of loss in fixed capital and specialized skills,
and of failure of expectations. Growth can oceur in
the places and directions which are most appropriate,
without causing wastage of capital or skills aside from
normal depreciation.

What is needed for freer trade is an expanding world
economy—expanding in all countries, with the highest
rate of growth in the less developed countries where
levels of production and consumption are lowest. If an
expanding world economy is to make its maximum con-
tribution to the frecing of trade and to relatively pain-
less readjustments of industries, there should be bal
anced growth, that is, a pattern of growth that reduces
economic imbalances and promotes economic equilib-
rivm. It is a growth in which each expanding industry
supports the others and none is neglected or exag-
gerated.

A question immediately arises regarding the view-
point from which balance is to be judged. Is it to be
that of the country in which growth is taking place?
If so, an example of unbalanced growth would be the
development of a particular industry that is not ac-
companied by inereases in social capital and supporting
industries, including agricuiture. Balanced growih in
this sense is what an integrated development pro-
gramme for a country would seek to achieve. However,
this kind of balanced growth may involve extensive
duplication of productive facilities in other countries,
with resultant trade barriers to protect new industries,
thereby possibly injuring established industries and
necessitating painful structural adjustments, with con-
sequent waste of capital. From the viewpoint of indus-
trially advanced countries, balanced growth in eco-
nomically under-developed countries may be visualized
as growth in which duplication of existing productive
facilities is avoided and industiies are developed that
complement and do not compete with existing facilities.

Both of these points of view have some claim to recog-
nition. On the one hand, capital is too scarce to be
wasted, Moreover, industrinlized countries which are
called upon to promote economic development of under-
develeped countries through grants of technical and
economic aid may be expected to be somewhat con-
cerned with the effect which the aid might have on
their own economies. The recipients of such aid are,
of course, aware ol this concern and must take it into
account in their own development planning. On the
other hand, countries cannot but press to build up their
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industrial strength along lines most economically sound
for them, and this is scarcely possible without adverse
effects on industries elsewhere. The extent to which, in
the case of any industry, balanced growth within a
country comes into conflict with balanced international
growth depends, in part, on how rapidly the new com-
peting production is developed and on the energy and
success with which established businesses make re-
adjustments or turn to other lines of production when
they find their markets diminishing. It depends also on
the rate of economic growth in general, not only in cne
country but in many countries. If the rise in incomes
is sufficiently 1apid and widespread, the demand for the
product in question may increase sufliciently to absorb
both the new and the old output. This would permit
both concepts of balanced growth to be achieved in
large degree at the same time.

Rapid growth, however, piesents problems of its
own it is not only difficult to achieve but it may involve
serious internal social strains. Adverse effects on estab-
lished producers are by no means limited to the conse-
quences of industrializing economically under-devel-
oped countries. Industrialized countries, through rapid
development of synthetic materials, have captured from
primary producing countries the markets for certain
of their products. The effects on the economies of some
of these producing countries have been far more pro-
found and the problems of adjustment more difficult
than those which have resulted from the entrance of
under-developed countries into industrial production.

This discussion of balanced growth cannot be pur-
sued further in the present repori, but it is a subject
that deserves extensive examination.

“RESPONSIBILITY A% A TEST FOR NATIONAL AND
INTERNATIONAL POLICIES

The discussion thus far makes it clear that it is diffi-
eult to ensure extensive international trade, let alone a
true world economy, in a world composed of sovereign
nations. Economic zelations, notably trade, bring great
benefits which are vital to many countzies for their exist-
ence. But, from time to time, trade and trading policies
subject countries to adverse impacts, against which
each government seeks to protect itself, perhaps with
adverse impact on others. The economic interests of
different countries often appear to be competing or
conflicting.

Any tendency to 1eact to these problems by con-
cluding that there is no point in working towards the
re-establishment of a multilateral trade and payments
system, and that governments might instead better turn
their efforts towards making themselves self-sullicient
and towards arranging closely knit preferential trading
areas, is defeatist and is completely opposed to the in-
tention of the Council resolutions mentioned above. Tt
would be ironical indeed if countries that are coming
inereasingly close together in physical terms should

look forward to being economically more and more
separated.

There are, moreover, some very encouraging aspects.
The interests of different countries, viewed bicadly, are
more harmonious than their apparent differences in cer-
tain particular matters, and their long-run interests are
more harmonious than their short-run interests. Tech-
niques for dealing with international imbalance have
been greatly improved and are much more widely
understood than ever before. The acceptance by gov-
ernments of responsibility for the economic welfare
of their peoples has conditioned them to prompter and
bolder steps to meet international economic problems
when they arise. Of signal importance is the fact that
eo-operation and collective action by governments, par-
ticularly through international organization, is avail-
able. The needed institutions are largely at hand, and
experience has been gained that should prove valuable
in showing how to strengthen them and use them more
effectively. Nevertheless, some element essential to mak-
ing a firm and intelligent attack on the problem of
international economic relations seems to be lacking
~perhaps the awareness that the international economy
may face severe storms which only international action
can prevent o1 mitigate.

An international economy ameng sovereign States
cannot operate through controls over their actions. But
an international economy can scarcely exist if coun-
tries do not co-ordinate their actions, The alternative
to control is responsible behaviour. Theoretically, a
country might withdraw completely from relations with
the rest of the world in order to avoid international re-
sponsibilities, though this is virtually inconceivable.
But if countries participate in the world economy, they
have a responsibility fer making that economy work
effectively; they are not at liberty to choose the bene-
fits without helping to carry the load. The more domi-
nant the position of a country as an influence on inter-
national markets, the greater its responsibility. One of
the phases of responsibility concerns the avoidance of
policies which are harmful to the interests of other
countries. A country cannot be expected to ignore its
own interests, but these include prometion of a thriving
world economy—in which every country benefits. A re-
sponsible government considers how its immediate, and
possibly superficial, interests compare with its long-run
undetlying interests and is prepared to sacrifice the im-
mediate.

It is recognized that while no country is exempt from
such responsibilities, not all countries are in similar
position to undertake them. In general, countries with
highest income levels and greatest mobility of resources
are in the best position to accept such responsibilities,
since they are in the best position to adjust themselves
to changing conditions. It is often difficult for even such
countries individually to make adjustments appropriate
to a difficult situation. The benefits of isolated action by
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even the strongest country will be absorbed in part by
others, and its resources are liable to be exhausted
without achieving the results it seeks. Collective action
among countries through international organizations
may be the only method by which serious problems
of the world economy can be dealt with effectively,

Accordingly, an aspect of the responsibility of countries
is their willingness to participate in effective collective
action through international organization, On such par-
ticipation may depend in large degree the future of
international economic relations, and perhaps of politi-
cal relations as well.
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Chapter 1

ECONOMICALLY DEVELOPED PRIVATE ENTERPRISE ECONOMIES

General Trends, 1950 to 1954

Major trends in the economically developed private
enterprise economies’ during the period 1950 to 1954
are indicated in tables 1 and 2. Although the indices
set forth therein reflect the experience of these coun-
tries as a group—as a segment of the world economy—
the pattern of economic changes which emerges is to

some extent also typical of the experience of the in.
dividual countries. The principal exception to this is
1954, when developments in North America differed
markedly from these in western Europe.

Real national product® in 1954 was about 16 per cent
higher than in 1950 for the group as a whele (table 1}.

Table 1. Real Gross National Produet and Componenis in North American and
Western European Countries as a Group, 1950 to 1954
{In 1952 prices, as a percentage of total 1952 gross national product)

Item 1950 1951 1952 1953 1954
Gross national product 91.0 97.1 100.0 104.4 105.4
Personal consumption. . . . 61.4 62.1 64.0 66.8 68.6
Government expenditure id.4 16.7 20.0 21.6 20.5
Private investment e 16.3 17.6 15.5 16.2 16.2
Investment in fixed capital 14.3 14.5 14.5 15.6 16.1
Increase in inventories ... .. ... . .. ... 2.0 3.1 Lo b 1
Balance of exports and imports of goods and
services . ... .. C S -.1 g 5 —.2 A
Exports of goods and services . 11.6 13.4 13.4 14.1 15.5
Imporis of goods and services —1L7 —12.7 —12.9 —14.3 —15.4

Source: See tables 3 and 9.

Note: In order to provide duta for all countries
of the group on a comparable basis, ali components
of the pross national product in each eountry for
the Gve years, 1950 to 1954, are expressed in per-
ceatages of the 1952 gross nationat preduct. Thus,
for 1952 the components of gross natienal product
total 100, while for each of the other years the
sum of the components equals the index for the
gross national produet for the year, with 1952 as
the base period.

In order to obtain an over-all figure, covering

The largest increases in product oceurred in 1951 and
1953, when national product rese 7 per cent and 4 per
cent, respectively. These developments may be largely
accounted for by the movements of three demand com-
ponents.

{a) Gowvernment expenditure. During the period as a
whole, government expenditure was the most dynamic
clement of demand. This mainly 1eflected the large-

* The countriea covered in this chapter are Australia, Belgium,
Canada, Denmark, Fronce, western Germany, laly, Japan, Neth-
erlands, New Zenland, Norway, Sweden, United Kingdom and
United States. For statistical reasons, Australis, Japan and New
Zealsnd are not included in tables 1 and 2 and are not taken into
account in the follewing introductory aralysis of general trends.
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North American countries and western European
couniries, for the real gross national product and
its components as shown in this table, figures for
individual countries were weighted first by civilian
employment and then by industrial production.
(Fhe weights for industrial production are roughly
comparibie to those used by the Statistical Office
of the United Nations in cemputing the world
index ol industria} production, base year 1948,
when adjusied to the hase year 1952} Since the
two sels of results were very close for most years,
arithmetical averages of the weights were cmpfoycf]

scale rearmament programme initiated at the beginning
of the period. There was a rapid expansion in expendi-
ture in the earlier years, a lesser increase in 1953 and a
significant decrease in 1954,

(56) Inventory aceumulation. Changes in the rate of
inventory investment had less influence on national
product during the period as a whole than on variations
within the period. The rate of inventory accumulation
rose to very high levels in the latter part of 1950 and
most of 1951. This increase in rate was closely related

* Except where explicitly indicated, references to changes in

national product and its compenents in this chapter are in real
terms, that is, in constant 1952 prices.
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to the initiation of the rearmament programme and the
raw material boom which anticipated and accompanied
it. The rale of increase in inventories fell to modest
levels in 1952 and 1953 and dropped to virtually zeto
in 1954.

(c) Personal consumption. Acceleration of economic
activity was accompanied by a rise in consumer de-
mand. Personal consumpiion was restrained, however,
especially in 1951, by an increase in the burden of
taxation; thereafter the burden of taxation was either
not increased or was lightened. After 1951 consump-
tion rose more rapidly, and by 1954 the total incre-
ment in national product as compared with 1950 was
almost equally shared between personal consumption
and government expenditure.

As a result of the rearmament programme initiated
in 1950, government expenditure rose very rapidly in
1951 and 1952, almost three-quarters of the increment
in national product during these two years being ab-
sorbed by such expenditure. Government expenditure
continued to 1ise in 1953, though more slowly, but in
1954, owing to a substantial reduction in military out-
lays in the North American countiies, over-all expendi-
ture by government fell back to its 1952 level.

Private investment in fixed capital remained at a
relatively high and stable level throughout the period.
In volume there was 2 moderale increase from year to
year, though relative to national product there was
some decline. Expenditures on plant and equipment
supporting military programmes expanded in 1951,
but investinent in industries producing civilian goods
was restrained by corporate taxation, tightening of
credit and allocalion of strategic materials. Restrictions
were relaxed after 1951, but over-all investment in
fixed capital continued to rise only moderately. The in.
ereases which occurred in the years 1952 to 1954 were
largely due to residential building, which received ac-
tive official encouragement in most countries.

Investment in Inventories, for the reasons noted
above, rose to high levels in the latter part of 1950
and in 1951, Speculative motives for inventory accumu-
lation disappeared in the second half of 1951, and the
real increase in inventories dropped from over 3 per
cent of national product in 1951 to one per cent
or less in subsequent years. However, the rate of in-
ventory accumulation has been much less stable than
the over-all annual figures would suggest. In general,
the rate fell to a low level in late 1951 and early 1952
~—in reaction to the rapid accumulation of 1950-51~
then recovered partially in the latter part of 1952 and
early part of 1953. In 1954 there was a substantial
decumulation of inventories in North America in the
first three quarters of the year while in western Europe
inventories generally increased.

Although variations in the real balance of exports and
imports of goods and services were not large in any

year for the group as a whole, the volume of foreign
trade changed significantly. As might be expected in a
period of considerable expansion, the volume of foreign
trade rose more rapidly than national product. Exports
and imports of goods and services were about 15 per
cent of the nationa! product in 1954, compared with
13 per cent in 1950, when trade was already at a rela-
tively high level. Since something over 50 per cent
of the total foreign trade of members of this group
during this period was intra-group trade, over-all move-
ments in real exports as well as imports were closely
related to economic developments within the group
as 1 whole. The volume of trade rose rapidly during
the latter part of 1950 and early part of 1951, levelled
off in 1952 and subsequently rose steadily, The rapidity
of the rise in trade in 1950 and 1951 and the levelling
off in 1952 may be related in particular to the inventory
cycle described above. The modest changes in the real
balance of exports and imports of goods and services
for the group as a whole were, of course, the result of
fluctuations in trade outside of the group, in this case in
trade with raw material producing countries. The in-
crease in the real balance in 1951 and the subsequent
decrease in 1952 and 1953 reflected the cycle in raw
material prices. This cycle first improved the terms of
trade of primary producing countries and enabled them
to increase real imports from, beyond their real exports
to, industrial countries; subsequently it precipitated a
decline in their terms of trade and necessitated the
reverse adjustment. The effect of this factor on the
“economically developed” group as a whole was modi-
fied by the fact that the group itself includes some
countries which are important producers of raw mate-
rials, In 1954 the volume of trade increased again for
the group as a whole—exports somewhat more than im.
ports. The share of North America in the total trade,
however, fell substantially, owing to abselute reduc-
tion in its trade.

Personal consumption over the period 1950 to 1054
rose about 12 per cent, compared with an increase in
national product of 16 per cent. In per capita terms the
increase in consumption was about 7 per cent. Con-
sumption rose very little in 1951, increased more or less
in line with national product in 1952 and 1953,* and
rose significantly more than national product in 1954,
A substantial rise in the burden of taxes (net of trans-
fers) was the main factor restraining consumption in
1951. In subsequent years the tax burden remained vir-
tually unchanged. There was, however, a significant
aleviation of the burden in North America in 1954,
which, together with a continued increase in real wage
rates, helped to sustain consumption in spite of a drop
in national preduct.

The rise in national product from 1950 to 1953 of
about 15 per cent was accompanied by an increase in

* ¥For a more detziled analysis sec “Consumption and National
Product, 1950 to 1953", World Economic Report, 1952.53 {sales
number 1954 11.C 1), page 33,
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Table 2. Real Gross National Produet and Industrial Production, Employment and
Unemployment, Retail Prices and Wage Rates in North American and
Western European Countries, 1950 to 1954

(1952 =100)
Ttem 1950 1951 1952 1853 1956
Real gross national preduct .. .. 91 97 100 104 105
Industrial production . .. 91 98 100 107 106
Civilian employment. .. .. ... .. ....... .. 973 99.3 160.09 100.8 101.0
Unemp}oyag as percentage of civilian labour
force available for hire. 6.1 4.8 4.9 4.6 5.8
Retail pricess. . . ..... I Y 96.0 100.0 100.5 101.5
Real wagerates®.. .. ...... ... ... ..... 955 97.0 100.0 104.0 107.0

Souree: Deta in tables 1, 5, 7, 10 and 11.
» The over-all indices for retail prices and renl
wage rates were obtained by weighting the in.

civilian employment of 3 to 4 per cent (see table 2).
The increase in the armed forces over this period
amounted to 1 to 2 per cent of the labour force, There
was thus a very substantial increase in productivity.
Part of the over-all improvement in productivity in the
period 1950 to 1953 may be attributed to a shift in the
structure of national product towards industries in
which the value added per man is on the average higher.
The over-all increase in industrial production in the
period was 18 per cent compared with an expansion
in the remainder of the economy of about 13 per cent.
Part of the over-all improvement in productivily may
also he attributed to a slight increase in the share of
the total preduct of the group contributed by North
America, where average value added per man is higher,
the increase in national product being about 2 per cent
more in North America than in western Lurope. How-
ever, the greater part of the over-all increase in produc-
Livity may be attributed to impiovements in plant and
equipment and te more complete use of available
capacity.

In contrast to these earlier years, in 1954 the over-
all inecrease in productivily was small, the rise of one
per cent in national product being accompanied by
some, though negligible, increase in employment. This
represents the result of an increase in employment of
about 114 per cent and a substantial improvement in
productivity in western Europe, combined with a 114
per cent decrease in employment together with some
reduction in average hours worked per week and vir-
tually unchanged over-all productivity in North Amer-
ien. The absence of any significant imprevement in
productivity [or the group as e whole may be explained
largely by a reversal of the tendency noted in previous
years of a relative shift towards industries and areas
with high average value added per man. In 1954 in-
dustrial production of the group fell one per cent
owing to the recession in North Amesica; non-industrial
output of goods and services, on the other hand, ex-
perienced a modest rise of 1 1o 2 per cent. At the same
time the share of North America in the total product

dividual figures by the number of employed workers.
This weighting factor wes chosen in the absence
of comparable real payrolls.

dropped significantly, North American national product
falling by 3 per cent, while the product of western
Europe rose by 5 to 6 per cent.

Unemployment fell in 1951 by about 114 per cent
of the civilian labour force available for hire and re-
mained approximately stable in 1952 and 1953. The
fall in unemployment in 1951 resulied from the com-
bination of a substantia} increase in civilian employ-
ment and a sharp inerease in the armed forces. In 1952
and 1953 the rise in employment was more or less
matched by a rise in the labour force. Iy 1954 the slight
rise in over-all employment {ailed to malch the increase
in the civilian labour foree, and unemployment rose by
one per cent of the civilian labour force available for
hire. This was the result of divergent unemployment
trends in North America and western Europe—a rise
of over 3 per eent in North America, contrasted with a
modest decrease in western Furope.

The increase in preductivity over the period was
associated with a rise in real wage rates. From 1950 to
1953 the index of real wage rates for the group rose by
@ per cent,* or, on the average, by 3 per cent a year.
The rise in 1954 was again almost 3 per cent. The in-
crease occurred in North America as well as in western
Europe. As already noted, this helped to sustain con-
sumption in North Ameilca in spite of the fall in em-
ployment and national preduct.

Retail prices rose rapidly {rom 1950 to 1952, stimu-
lated by the raw material boom of 1950/51, but in
1953 the rise was only about one-half of one per cent
in both North America and western Europe. In 1954
the change was greater, approximately one per cent,
the greater rise occurting in western Europe but some
rise also appearing in Noith America. Costs of food
and raw materials to importers and manufacturers fell
considerably in 1953, In North America and some coun-
tries of western Lurope this reduction in costs was

* The rise in real wages, however, was somewhat less since the
coverage was not complete in all countries and the excluded in-
dusiries tended to be these with smaller increases.
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more or less offset by a rise in unit labour costs—the
rise in money wage 1ates exceeding that in productivity.
In 1954 there was again a rise in unit labour costs in
North America and some western Luropean countiies
but without such substantial offsetting reductions in
other costs.

Since economic developments in 1954, in contrast
to earlier years, varied so widely as between Noith
America and western Europe, the following two sec-
tions consider separately and in some detail economic
changes in these two areas. The one element which dis-
tinguished the two areas throughout the period 1950
to 1054 was the relative size {1950 to 1953) and direc-

tion {1954) of changes in government expenditure.
From 1950 to 1953 the increment to goveinment ex-
penditure relative to national produet in North America
was double that in western Lurope; and in 1954
there was a substantial reduction in government ex-
penditure in North America while government expen-
diture in western Europe was moie than sustained.
A third section analyses developments in three coun-
tries—Australia, New Zealand and Japan--which be-
cause of economic and statistical problems peculiar
to these countries have not been included with either
North America or western Europe, nor in the above
discussion of general trends.

Major Economic Changes in North America’ in 1954

NATIONAL PRODUCT AND EXPENDITURE COMPONENIS

Although certain tendencies were somewhat more
accentuated, the dominant economic trends in North
America in the period 1950 to 1953 were generally of
the same character as in the economically developed
private enterprise group as a whole. National product

% Canada and the United States,

1ose over 15 per cent (table 3). The largest increase
was in 1951, but substantial increases were also regis-
tered in 1952 and 1953. The dynamic element in the
expansion of output was povernment expenditure,
which rose during this period by an amount equal to
over 80 per cent of the increment to national product.
In 1951, consumption was held down, in spite of 2 rapid
rise in national income, by a sharp increase in the

Table 3. Real Gross National Product and Components in North American Countries, 1950 to 1954°
(In 1952 prices, as a percentege of total 1952 gross national product)

ross Privale investment E ‘wg; Ls ‘;':ld ‘;miqu”" of
Country and year natiopat  Fersonal | Government o goods and seraier
product %ﬂﬂﬂéf‘:’;ﬁ;? E;::g::[ﬂ;:g Balance Exports Imports
Canada:
950 ... . ... . . 882 58.8 11.2 161 2.3 -2 199 20.1
1951 ... .. . . ... ... 931 58.6 14.1 17.0 4.1 -7 21.8 22.5
1952 ... Co.o..... 1600 61.5 17.8 18.2 1.7 B 23.9 23.1
1953 ... . ... ... 1038 65.0 17.6 20.8 2.3 —1.4 23.9 25.3
1954, . .. .. ... ... 1011 66.6 17.1 191 -8 - G 23.1 24.0
United Statest:
9s0. . ... ... .. 9802 60.8 126 139 2.6 3 46 4.3
951, ... . .. .. ... 9a5 61.2 17.5 13,7 3.0 11 5.4 4.3
52, ... . . o 10000 63.2 217 13.6 1.0 5 5.2 4.7
1953 . ... . 104.1 65.5 243 14.2 3 2 4.9 51
1954 ... ... 100.8 659 21.9 14.0 1.2 2 5.1 49
Conhined index, above
eountriese:
950 ... ... .. .. ..., S01 60.7 12.5 140 26 ) 56 5.3
1951 ... ... ... ... 963 a1.0 17.3 13.9 3.1 1.0 6.5 5.5
1952 . ... ... .. .. ... 1000 63.1 21.4 13.9 1.0 B 6.5 59
1953 . . . U (1 % | 65.5 23.8 14.7 ! —.3 6.2 6.5
1954 .~ .. .. ... .. ... 1008 65.9 21.6 14.4 -—1.2 A 6.3 6.2

Source: Canada: Dominion Bureau of Statistics, Netional
Accounts, Income and Expenditure, Preliminary 1954 (Ottaws);
United States: Department of Commerce, Survey of Current
Business (Washington, D.C.).

» Gross national prodnct deflated by appropriate price indices
of components.

b ¥or the sake of comparability, adjustments were made in
two of the components of the gross national product of the

United States. The component “net foreign investment” was
replaced by the balance of exports and imports of goods and
services, comparable with the concept used in the mations]
sccounts of other countries ineluded in this chapter. The bhal-
ance was obtained by adding economic aid to net foreign invest.
ment, the corresponding item being omitted from government
expendityre on goods and services.

¢ Spe note, table 1.

VU
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burden of taxation and by other restraints; but in 1952
and 1953 consumption rese about in proportion to
national product. Over the period as a whole, consump-
tion 1ose by about 8 per cent (or 2 lo 3 per cent per
capita), an amount equal to over 33 per cent ol the
increment to national product. The increment to gov-
ernment expenditure and consumption together thus
exceeded the increment to product—a phenomenon made
possible by a sharp decline in the amount of product
going to augment invenlories. Inventories were being
built up at a very rapid rate at the end of 1950 in
anticipation of the requirements of the rearmament
programme and of generally accelerated economic ac-
tivity; by 1953, however, inventory accumuiation had
{allen off to more modest levels and in the latter part
of the year in the United States a tendency to decumu-
late inventories appeared.

Because of the preponderant weight of the United
States in the North American economy, the above ac-
count approximates very nearly United States experi-
ence over the period 1950 to 1953, There were, however,
some significant differences in the development of
Conada and the United States in these years. In Canada
expansion of government expenditure was of less im-
portance and expansion of consumer expenditure of
more importance. By 1953 government expenditure
and consumption accounted for about equal portions—
approximately 40 per cent—of the increment in Cana-
dian national product from 1950 to 1953. Over-all
inventory experience was generally similar in the two
countries except that large wheal crops made agricul-
ture’s share in inventory investmentl larger in Canada
in 1953.% A rise in investmen! in fixed capital, how-
ever, was an important {eature in Canadian expansion

® In the nationel accounts of the United States, the large inven-

tories of farm products held usder farm price support pro-
grammes are included in government expenditure.

—an increase of over 25 per cent from 1950 to 1955—
as contrasted with & negligible over-all change in the
United States, This rise in investment in Canada re-
flected a rapid development of certain basic natural
resources.

In 1954 the direction of economic changes which had
set the pattern for the peried 1950 to 1953 was reversed
in these two countries. For North America as a whole,
national product fell in 1954 by 3 per cent. The demand
componenis chiefly contributing o this result were gov-
ernment expenditure and inventory investment. Gov-
ernment expenditure fell in 1954 by an amount equal
to over G5 per cent of the decline in national product;
inventory investment turned sharply negative, continu-
ing the trend that appeared late in 1953, and {ell by an
amount equal to about 50 per cent of the decline in
national product. Partial offsets were provided by con-
sumption, which increased slightly in spite of the {all
in national produet, and by imports, which declined
more or less at the same rate as national product.

In the United States the reversal in economic tenden-
cles was already apparent in the lalter part of 1953,
Table 4 presents quarlerly dala at seasonally adjusted
annual rates of expenditure in current prices for 1953
and 1954, The annual rate of government expenditure
reached a peak of $87 billion in the second quarter
of 1953, fell off somewhat in the second half, dropped
substantially in the first three quarters of 1954 and
declined but at & slower rate in the fourth quarter,
reaching a level of $74 billion. The main element in
this decline was federal national security expenditure,
which fell steadily over the same period from over $54
billion in the sccond quarter to less than $51 billion
in the fourth quarter of 1953, and to less than $41
billion in the fourth guarter of 1954. The decline in
national securily and in other federal expenditure over

Table 4. United States: {zross National Product and Componenis, 1953 and 1954
(Biilions of current dollars; seasonally adjusted at annual rates)

Gross Tnvestment Change Bulunce of exporls
Period aalional Personal Government in fized in and imporls of
product consumplion  expenditures capill inventlories  goods and services 3
1953:
Tirst quarter. .. 3618 2286 83.0 49.1 28 —-1.8
Second quarter .. 3699 230.8 86.6 50.5 5.4 —33
Third quarter. L. 3672 231.2 85.4 50.4 2.0 —138
Fourth quarter... .. .. 360.5 23297 86.0 497 e 4, 2 —-06
1954.
First quaster. ... .. 355.8 230.5 81.9 48.7 w2 —11
Seeend quarter .. 356.0 2331 78.3 49.4 —~38 —-10
Third quarter. ... .. 355.5 234.8 75.6 501 4.8 —0.2
Fourth quarter. .o 362.0 2317 74.1 50.8 —13 0.8

Source: United States Department of Commerce,
Survey of Current Business,

 Government expenditure includes net uni-
Iateral transfers. Balance of exports and imports

represents net foreign investment, which is equal
to the export surplus of goods and services minus

net unilateral transfers.



26

Part I. Major national economic changes

this period was partially offset by an upward trend in
state and local government expenditure, For the year
1954 as a whole, however, the fall in government ex-
penditure in current prices (though not, as noted above,
in constant prices) was abowt equal in amount to the
fall in national product.

The break in inventory investment was the most strik-
ing element in the reversal of economic tendencies in the
United States in the latter pat of 1953 and the sharp
fall in this item was a major contributing cause of the
decrease in national product in 1954, Investment in in-
ventories fell from an annual rate of $5 billion in the
second quarter of 1953 to $2 billion in the third quar-
ter; in the fourth quarter there was liquidation amount-
ing to $4 billion. The rate of decumulation remained at
about this level during the first three quarters of 1954.
The estimated decumulation in the fourth quarter was
less, abhout $1 hiilion. Net decumulation of inventories
was about §3.5 billion in 1954 as against a net accumu-
lation of $1.5 billion in 1953.

The strong tendency to liquidate inventories in these
months may be related to {z) substantial additions to
aggiegate inventories over the period mid-195( to mid-
1953—an accumulation which raised the ratio of inven-
tories to output; and (b) the levelling off and subse-
quent decline in national product after mid-1953 result-
ing--apart from inventory behaviour itself—from the
decline in government expenditure. The rapid 1ate of
inventory accumulation in the latter part of 1950 and
during most of 1951 tended to raise aggregate inven-
tories relative to current output. Accumulation in the
following two years—to late 1953—was of more modest
proportions but was roughly consonant with the in-
crease in real output; that is, aggregate inventories
relative to national product were maintained at the
comparatively high level reached by the end of 1951.
Under such circumstances a change in national eco-
nomic prospects from one of continued expansion to
even a “levelling off” might be expected to be accom-
panied by a tendency to decumulate inventories. The
rate of decumulation from the fourth quarter of 1953
on was rapid enough to reduce aggregate inventories
in relation to the national output even though the latter
also fell.

Fixed capital investment, as in earlier yeais, changed
little in the United States in 1954, Some decline might
have been expected since output was falling well below
capacity in many industries. Real investment in pro-
ducers” durable equipment actually did fall by about
10 per cent, but this was largely offset by an increase in

* Preliminary estimates of pgross national preduet by expendi-
ture components show a $4 billion greater fall in 1954 than do
cstimates of notional product by income components, If the ex-
penditure estimates staend, then net national income should show
& fail of 39 hillion or more (since the sum of indirect taxes net of
subsidies plus deprectation allowance have clearly risen) instead
of the 84 billion estimated at present. The distribution of this
further decrement among income components might affect the
analysis of consumption as related to disposable income signifi-

new construction, chiefly residential building, which
was stimulated both by easier mortgage conditions and
by lower interest rates.

As is usual in a “localized” recession, the decline in
the level of demand in the United States in 1954 was
partly mitigated by an improvement in the real balance
of exports and imports. Imports fell more or less in line
with the decline in internal economic activity, whereas
exports increased slightly. However, because of the rela-
tively small role of foreign trade in the country’s econ-
omy {exporis amounting to only about 5 per cent of
natioral product) this improvement in the real balance
was of no great significance for the economy as a whole.

The level of real personal consumption reached in
1953 was maintained in 1954 or rose slightly. In spite
of the decline in national product—calculated at $8
billion in current prices—preliminary estimates of real
disposable personal income showed some increase in
1954. This surprising result cannot be wholly explained
at the present time because of statistical discrepancies in
the preliminary estimates.” However, it is clear that the
factors which largely determined the divergence be-
tween the movement of national income and disposable
personal income were (@) an improvement in labour’s
share in the wage-profit distribution; and (b) a sharp
reduction in government net appropriation from na-
tional income.

In spite of a decline in aggregate man-hours roughly
propottionate to the drop in national product, there was
an incresse in money wage 1ates so that aggregate
labour income fell only one per cent (approximately
$2 billion)}. Since these changes were not accompanied
by an improvement in productivity on an economy-wide
basis, corporate profits before taxes fell substantially
(estimated at some $4 billion).

Federal and local government net appropriations
from national income fell by over 88 billion in 1954.
The chief elements in this reduction were a $2 billion
increase in government transfer payments (mainly
caused by the increase in unemployment) ; a net reduc-
tion in personal income taxes {including social security
contributions)® of $2.5 billion; and a reduction in co1-
porate profits taxes of almost 84 billion. The increase
in government transfer payments approximately offset
the drop in lzhour income, while the drop in corporate
profits taxes almost offset the estimated drop in corpo-
rate profits. It was thus feasible for corporations to
maintain and even to increase, as they did, dividend
disbursements, Under these cirecumstances the increase
in disposable personal income was more oy less equal to

cantly. It is not impossible, however, that national produet has
not fallen as much ss expenditure estimates now suggest, that
corporate profits have fullen more then present estimates suggest,
jeaving present disposable persenal ineome estimates compara-
tively unchanged

* Fhe rate of personal income taxes was reduced by 10 per cent
on 1 lanuary 1954 Socizl security contribulions, on the other
hand, were increased by the rise in rates—personal contributions
yielding S0.6 hillion more in 1954 than 1953,
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the reduction in persenal income taxes, The apparent
net result of these wage, profit and tax changes in 1954
was that, in spite of the shift towards labour income in
the wage-profit distribution, there was some inciease in
the share of total disposable personal income distrib-
uted to recipients of non-labour income.

In spite of the [act that 1954 was a year of contraction
in the United States, it may be noted that the trend from
the third to the fourth quarter, in contrast to the same
period a year earlier, was definitely upwards. Industrial
production increased considerably, and national prod-
uct rose to a level over one per cent higher than the
average for the year. The chief elements which eon-
tributed to the improvement were a decline in the rate
of inventory decumulation and o rise in personal con-
sumption. Government expenditure in the fourth quar.
ter, however, was $3 billion less than the average for
the year.

The trends of economic change in Canada in 1954
were in most instances in the same direction as those in
the United States. However, on the whole the foreces of
contraction appeared later and were somewhat less
severe in Canada. The national product fell 214 per cent
but this was largely the result of the unusually poor
grain erop.

As in the United States, military expenditure declined
in 1954, bul this reduction was offset by an increase in
non-military expenditure. The reduction in inventory
investment, howevet‘, was severe, &mounting to some 3
per cent of national product. Accumulation of husiness
inventories turned sharply negative in the second and
third quarters of the year, becoming positive again in
the fourth quarter. Added to this reduction in business
inventories for the year as a whole was a sharp drop in
farm inventories, reflecting the very poer grain crop of
1954 compared with a good yield in the previous year.

Private investment in fixed capital declined. As in the
United States, residential building expanded substan-
dally (under the stimulus of new provisions allecting
mortgage lending) but this was insufficient to offset the
declines in non-residential construction and in pur
chases of producers’ durable equipment.

Exporls fell moderately, a drop that was more than
accounted for by lower exports of grain. Imports, how-
ever, declined even moere, reflecting the decline in non-
farm inventory accumulation and the reduction of
investment in durable equipment. There was therefore
a small improvement in the balance of exports over
imports.

Personal consumption rose in Canada by over 2 per
cent in spite of the {all in natienal product. This diver-
gency of movement may be explained lmigely in terms
of two sels of {actors. {a) The reduction in national
product was chiefly the result of a drop in grain vields.
Sharp fluctuations in grain incomes in Canada, how-
ever, normaltly have only a2 minor influence on consumer

expenditures in the calendar year in which the change
in output and income is registered. (b} Non-farm na-
tional income and product remained virtually un-
changed, while non-farm dispesable personal income
increaged substantially, This divergence in movement
of national income and disposable personal income
resulied [rom faclors similar to those noted in the case
of the United States. Real wages increased largely at
the expense of profits, and personal income taxes

were about 5 per cent lower for the year as a whole
than in 1953.°

PRODUCT]ON, EMPLOYMENT AND UNEMPLOYMENT

Gross national produet is a measure of the national
production of final goods and final services. The latter,
which constitute approximately one-third of national
product in the United States, increased more than did
production of final goods in the period 1950 to 1954
(see tables 5 and 6). From 1950 to 1952 the expansive
element in final services was the expansion in the civil
and military service of government. From 1952 to 1954
the combined civil and military service of federal and
local governments declined, while output of consumer
services expanded. In 1954, when the production of
goods and the civil and military services of government
fell, the output of consumer services continued to in-
crease. An important element was an increase in resi-
dential renlal service.

Industrial production rose {aster than the non-indus-
trial contribution te production of final goods in the
period 1950 10 1953, in all years except 1952, when
there was a very substantial reduction in the rate of
inventory investment. In 1954 industrial production fell
7 per cent compared with a 5 per cent {all in production
of final goods. This again may he explained by the
concurrent sharp reduction in the rate of inventory
investment.*

Employment increased in the United States over the
period 1950 1o 1953 much less than real national prod-
uct—reflecting a substantial improvement in produc-
tivily (see table 5). In 1954 employment was reduced
by only about 114 per cent and, although average
weekly hours of work also were reduced, it would
appear that the normal improvement in productivity
wasg not realized. In the manufacturing industry, how-
ever, employment fell by 7 per cent and average weekly
hours by 2 per cent whereas production fell only 7
per cent. The faet that produetivity failed to rise on

ap economy-wide basis in 1954 thus appears lo be

Effective 1 July 1953, personal income taxes were redueed by
10 per cent.

¥ Production of final goods invelves the productive contribu-
tion not only of primary producers and manufacturers but also of
firms concerned with the distribution of goods—transport, whole-
sale and retail trade, communication, and =0 on. In a period when
the rate of inventory accumulntion is increasing, the centribution
of the former group to the value of goods preduced tends to rise
relative to the jetter, The reverse tendency appears when invest.
ment in invemtories is declining
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Table 5. Real Gross National Product, Industrial and Agricultural Production,
Employment and Unemployment in North American Countries, 1950 to 1954

(1952 = 100)
Real gross %ﬁ?ﬂ%ﬁ%ﬁ%}s
national Industrial Agricaliural Clpilian aipilian lnbour
Coantry and year product nrodiction » production employment fal?sraﬁg‘iﬂbk
[€)] (2) 3} (4} [6)]
Canada:
1900 .. .. ... 88 91 83 96 4.5
WSl ... . 93 97 93 g9 2.8
1952, ... ... .. 106 100 100 100 3.2
1953 ... . e 104 o7 94 101 3.3
1854, ... . ... 101 105 69 100 5.6
United States:
1950 . ... ... 90 90 93 98 6.2
1951 ... . o7 97 96 99 3.7
1852, . ... . 100 100 100 100 32
1953 . .. L. 104 108 101 101 29
1954 .. L. 101 101 101 99 6.1
Combined index for above
countries:
1950 . . ... 90 91 92 98 6.1
1951 .. . 96 97 96 99 3.6
1952 . ... .. 100 160 100 100 3.2
1958 . .. ... ... 104 108 100 101 2.9
1954 00101 101 97 99 6.1

Source: For column 1, see table 3. Column 2:
United Nations, Monthly Bulletin of Statistics.
Column 3: Canada: Dominion Bureau of Statistics,
Quarterly Bulletin of Agrieultural Statistics (Qttawa);
United States: Economic Report of the President
{Washington, D.C), January 1955 Columns 4 and
5: Cananda: Dominion Bureau of Statistics, The
Labour Force (Otiawa), November 1945-Junuary
1955, Reference Paper No. 58; United States:

linked not so much te an interruption in the iate of
improvement in productive techniques as to a relative
shift away from the industrial sector—where average
value added per man is high—to the non-industrial and
service sectors—where average value added per man is
low. This shift is apparent in table 6. It follows, of

Table 6. United States: Indices of Production of
Final Goods and Final Services, 1950 to 1954

{1952 = 100)

Flem 1950 4951 4952 1853 1954

Gross national product. .. 90 96 100 104 101
Production of finel goods .. 92 97 100 105 100

Nep-farm .. . .. .. 91 97 106 105 101
Neon-farm, excluding con-
struetion. ... ... 90 96 1060 105 100
Industrial..... ... .. 90 97 160 108 101
Production of final services 87 95 100 102 102
Consumer ........... 93 96 1060 103 104
Governmental, civil and
mifitary. ........... 78 92 100 99 96

Source: Ecanomic Report of the President, January 19535,

The production indices are derived from values produced, at
1954 prices, with the exception of the index of industrial produe.
tio, which is a physical volume of production index

Department of Commerce, Current Population Re-
ports, Laboer Force, series P-57 {Washington, D.C}.

» For Canada, indices cover mining, manufactur-
ing, electricity and manufactured gas; for the
United States, mining and manufacturing only.

b Civilian lsbour force available for hire is equal
to wage earners and salaried workers plus un-
employed.

course, that part of the increase in productivity on an
pconomy-wide basis in the period 1950 to 1953 was
due to the relative shift towards the industrial sector.

Although civilian employment fell only 134 per cent,
unemployment rose from less than 3 per cent to more
that 6 pex cent of the civilian labour force available for
hire. This change reflected an increase in the labour
force, combined with some reduction in the armed
forces. There was some improvement in the unemploy-
ment outlook in the latter part of 1954. Unemployment
1eached a peak of 3.7 million in March, followed the
usual seasonal decline through the middle of the year
but then did not 1ise as is seasonally typical in the
closing months of the year,

Tn Canada in the period 1950 to 1953, industrial
production rose from year to year by approximately
the same percentages as in the United States. The share
of industrial production in total Canadian output, how-
ever, increased very little since a series of good harvests
raised the share of agriculture during the period. In
1954, however, industrial production fell by about 2 per
cent, a definite fall in relation to all other non-farm
produet but proportionately the same as the decrease in
total national product. The fall in agricultural output,
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Table 7. Indices of Retail Prices, Real Wapge Rates, Export Prices and Import Prices

in North American Countries, 1950 to 1954
(1952 =100)

Country and year chi_fuil gg;ﬁ Cagg:ﬁuy Cam:??»ﬁ[ 7
prices rales prices prices
Canada=:
1650 885 93.5 88.5 100.0
1951... . . 91.5 95.5 101.0 114.5
1952, . . 100.0 106.0 100.0 100.0
1953 .. . L 99.0 105.4 97.0 99.0
1954 ... 100.0 107.5 94.5 905
United Statest:

1950 . 90.5 97.5 88.5 84.0
1851 . ...l 98.0 97.5 101.0 1055
1952 ... .. 100.0 100.0 100.0 100.0
1953, ... ... 101.0 105.0 100.0 95.5
1954.. .. 101.0 1075 93.0 975

Combined index for above countriese:
1950 90.5 97.0 885 88.0
195k .. L 98.0 97.0 101.0 108.0
1952 100.0 100.0 160.0 100.0
1953 . 100.5 105.0 990 96.5
1954 . 101.0 107.5 97.0 98.0

Source: Canada: Dominion Bureau of Statistics,
Canadiun Statistical Review {Ottawa); Department
of Lebour, Wage Rates, Saluries and F:fours of
Labour in Canada (Ottawa}. United States: Depart-
ment of Lebor, Monthly Lebor Review (Washing-
ton, D.CY.

» Wage rates represent straight-time earnings in
manufactaring, mining, lorestry, comstruction,
transportation and communications, and services
{laundries). Figures for 1954 estimated by the
United Nations Bureuau of Economic Allairs.

b Wage rates represent average hourly earnings

as already noted, accounted for most of the decrease in
national product.

As in the United States, employment increased over
the period 1950 to 1953 much less than production,
reflecting a steady improvement in national produc-
tivity. In 1954, although non-farm product virtually
lield its level, non-farm employment fell 1 to 2 per cent
and working hours were somewhat reduced. There was
thus a continued improvement in productivity in the
non-{arm secter. The contrast with United States experi-
ence in this zespect is aceounted for by the foct that in
Canada there was no relative shift away {rom the indus-
trial secior. Unemployment increased by about 214 per
cent of the civilian labour force available for hire in
1954, rellecting the decline in employment and the
increase in the labour force.

Major Economic Changes in

NATIONAL PRODUCT AND EXPENDITURE COMPONENTS

The pattern of economic developments in western
Furope s a whole in 1954 was not unlike that in 1953,

in manufacturing, mining, construction, transpor-

tation and wholesale and retail trade. General index
computed by the United Nations Bureau of Eeo-
nomic Affairs on the basis of indices for the indus-
tries specified

= in retail prices and real wage rates, the weight-
ing factor used was the number of employed
workers; for export and import prices, the weights
employed were based on the national proguci
weights (see table 1) multiplied by the percentage
of exports and imporis, respectively, to the national
product in 1952,

PRICES AND WAGES

In both the United States and Conada there was an
inflationaiy increase in retail prices from mid-1950 to
the end of 1951 but thereafter little over-all change
(table 7). In the lace of the 1ising cost of living in 1851
real wage 1ates did little more than maintain their level,
but in subsequent years they rose substantially. In spite
of the decline in output and employment and the sharp
rise in unemployment in 1954, real wage rates increased
2 to 3 per cent in both countries. The eflect of this in-
crease in real wage rates in 1954 on average real hourly
earnings on an economy-wide basis was partially offset
in the United States by the relative shift away from
industrial production—since real wage rates as well as
average value added per man are relatively high in
industry.

Western Europe in 1954

However, in both years the pattern differed in several
important respects from that of the previous two years.
The major diflerences between these two periods appear
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in table 8, which shows the real increments f1om year to
year in the major expenditure components and in na-
tional product when these are expressed, as in table 9, in
terms of indices with the real national product of 1952
equal to 100.

Developments in 1951 and 1952 were dominated by
three major influences: {#) substantial increases in gov-
ernment expenditure; (b) a hoom followed by a slump
in inventory investment; and {c) an expansion followed
by a levelling off in real exports and imports, accom-
panied by a deterioration and subsequent partial re-
covery in the terms of trade. The matked difference in
the rate of expansion of national product in 1951 and
1952 was largely accounted for by the boom and slump
in inventory investment.

Personal consumption was restrained in 1951 mainly
by a sharp increase in the burden of taxation.
In addition, the general deterioration in Buropean terms
of trade had a damping eflect on expansion of real wages
and other personal income. Real wage rates increased
only about 2 per cent as compared with an increase in
average output per man of perhaps twice as much. In
1952 consumption was restrained by a reduced rate of
expansion of the non-consumption components of de-
mand—as a matter of fact, the sum of the non-consump-
tion expenditures (owing to the sharp fall in inventory
investment) was approximately unchanged. Consump-
tion, however, did increase. This reflected a rise of about
314 per cent in real wage rates compared with a much
smaller increase in average output per man. This move-
ment, facilitated by partial recovery in the terms of
trade for the group as a whole, tended to increase real
disposable personal income relative to real national
output.

Developments in 1953 and 1954, on the other hand,
were dominated by a steady expansion of private invest-
ment, especially in fixed capital, and an increase in
personal consumption more or less consonant with the
inerease in national product and income. Whereas gov-
ernment expenditure had accounted for over 50 per cent

of the increment to total product from 1950 to 1952, it
aceounted for only 6 per cent from 1952 to 1954, In
contrast, the shate of the increment accounted for by
private investment in fixed capital rose fiom 8 to 27
per cent and that accounted for by consumption from
35 to over 60 per cent.

Consumption rose in line with national product in
1953, but slightly less than national product in 1954. In
1953 real wage rates rose by about 314 per cent—a rise,
however, apparently somewhat less than the increase in
average output per man. This tended to reduce real
labour income relative to real national product. This
{actor was offset, however, by a further improvement in
the terms of trade for the group as a whole, which
tended lo increase real personal non-labour income
relative to real national product. In 1954 real wage
rates rose less than 3 per cent while the increase in
average output per man was about the same as in the
previous vear. The divergence between the two was thus
greater in 1954 than in the previous year. In addition,
the depressing eflect of this divergence on personal
income relative to national product was not, in contrast
to 1953, offset by an improvement in the terms of trade,

Although in broad outline the picture of economic
changes in western Europe was fairly clearly defined,
the experience of individual countries varied consider-
ably, especially in the period 1950 to 1952, Develop-
ments in individual countries have been treated in some
detail in earlier issues of the World Economic Report,
but it may be noted here that western Germany consti-
tuted an exceptional case during this period, and greatly
aflected the measures of over-all changes. Its national
product rese 23 per cent from 1950 to 1952. This phe-
nomenal increase reflected ready availability of lahour
and rapid progress in post-war reconstruction, which
had been delayed in earlier years. If weatern Germany is
omitted from the group, national product shows a rise
from 1950 to 1952 of less than 5 per cent (instead of 9
per cent), with the increment in government expendi-
ture just about equalling the increment in total product
and with a very slight increase in consumption. Indeed,

Table 8. Increments in Real Gross National Product and Its Components in Western
European Countries, 1951 to 1954

{As & pereentape of 1952 gross national product)

Item 1851 1952 1953 1956

Personal eonsumption 1.2 15 32 3.6
Government expenditure . . . 1.7 2.3 0.5 0.2
Private investment 2.4 —2.2 1.5 2.2
Fixed capital .. 0.5 0.1 1.5 14
Inventories ... .. ... .. ... .. . ... .. .. 19 —-2.3 0.0 0.8
Balanee of exports and imports . 10 0.0 —-05 0.1
Exports. e 29 00 19 2.8
Imports e e 1.9 G0 2.4 2.7
Gross natienal product. . 6.3 16 47 6.1

Source: Derived from table 9.
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Table 9. Real Gross National Product and Components, at 1952 Prices, in Western European Countries,
1950 to 1954"
{Percentage of total 1952 gross national product)

Ezporls and imports of

Count 2 ng‘r_ou : Personal  Gosernment Private investment goads and services
caniry Gne year pr'l;sggt consumption  ezpenditure Investmentin  Change in Balanze Ezports Tmporis
Sized capltal  invenlories
Belgium:
/50 ... ... .............. 963 67.9 12.7 154 0.0 0.2 30.1 29.9
1851 .. ... ... 1025 68.1 14.5 14.6 1.7 3.6 35.5 31.9
1952 ... ... ....... .. 1000 67.8 16.0 13.3 1.2 1.7 34.3 32.6
1963 . ... . .. ... 1020 68.2 16.8 14.2 - 1.7 4.5 38.3 33.8
1954 ... ... .. ... . 1081 68.9 17.2 14.8 0.1 5.1 42.6 375
Denmark:
1850 . ... ... oeeia. .. 997 66.2 155 168.0 3.8 —4.8 211 31.5
1951 ... .. ... ... ..... 1000 64.5 16.1 19.1 (.2 0.6 30.6 30.0
1952 ... . . . ... .. .... 1000 63.8 16.5 19.3 —Q.1 0.6 29.8 29.2
1953 ... ... .. ... ... 1050 67.3 17.7 20.1 0.8 ~0.8 327 33.5
1954, ... ... .. 1062 70.8 184 20.9 0.0 -39 358 39.7
France:
1950 ... . 94.5 65.0 14.3 12.1 28 0.3 13.1 12.8
191 ..., ........ ... 986 67.8 14.6 13.6 14 1.2 16.4 15.2
1952, e e 1000 69.7 19.2 126 02 —1.1 14.6 15.7
1953, ... .. ... ... 1016 71.2 158 11.8 —1.0 —0.2 16.1 16.3
1954 . e e, 1094 76.4 195 12.5 0.2 0.8 183 17.5
Germany, western®;
. ... BL3 48.1 14.6 17.9 1.4 (.7 11.4 121
1951 .. ... .. ... ... 948 51.9 15.8 19.2 53 2.6 15.7 i3.1
1952 P L 1§ K¢ 56.1 17.9 19.6 3.9 25 18.5 16.1
1953 . . P {1 %1 61.5 17.7 225 3.7 1.4 21.8 20.4
1954 T § 1% 66.3 18.3 25.2 4.7 09 26.9 26.0
Naly:
1)95{). . Ceee 922 67.4 11.5 14.2 12 —21 10.0 121
1951 . : 97.6 69.3 125 156 20 —18 11.3 13.1
1952. .. . .. ... 1000 716 14.2 18.1 —0. —3.8 10.9 14.7
1953. I 4 Y K 76.0 150 19.9 032 —4.2 13.3 17.5
1954 . T 03 R 78.5 15.1 215 0.4 —36 13.6 17.2
Netherlands:
1950 . . . ... L 960 6238 13.7 18.7 7.3 —6.5 44 0 50.5
1651 C 98.0 609 141 18.5 4.9 e (] 51.2 51.6
1952 .. ... ... ... . 1006 615 15.2 17.8 —2.8 8.3 54.8 46.5
1953 e 109.} 63.8 17.3 18.9 L6 75 615 54.0
1954 O § 1% 67.6 18.1 20.6 4.9 4.3 70.1 658
Norwayb: v
1050 S S 93.7 54.1 8.7 30.8 0.4 —03 36.4 36.7
1651 S S 97.6 54.1 9.4 31.0 35 —0.4 39.4 39.8
1952 cece oo 1000 56.3 10.0 326 1.1 00 39.4 39.4
1953 P £ ) 0 57.8 113 34.8 ~0.6 —12 41.1 42.3
1954 . : . 106.0 59.7 11.9 371 -0.2 —25 44 4 46.9
Sweden.:
1950 T 57.3 17.3 206 = {}.4 37 23.1 104
1951 .. Co ... 985 56.4 18.3 20.4 2.4 1.0 241 231
1952 .. ... ... . ... 1000 579 19.8 19.7 2.2 0.4 218 21.4
1953 P 0 X1 59.8 217 215 —~0.9 19 233 21.4
1654 S S 1090 62.0 234 233 - 1.1 14 25.4 24.1
United Kingdome:
1956 e 96.3 68.6 16.1 11.4 0.0 0.3 24 8 24.5
1951 : . 1008 67.8 19.7 10.6 3.5 —038 264 27.2
1952 . 100.0 66.9 21.4 10.8 —0.2 1.0 25.7 24.7
1953 ‘ 104.0 69.7 21.9 12.1 1.0 —0.7 25.4 26.1
1954 L 1083 2.6 216 12.8 14 —01 270 271
Combined index for above
countriest;
1950 - ... . . . 921 62.3 14.4 14.6 1.3 —0.5 187 19.2
1951 . 984 63.5 16.1 15.1 3.2 0.5 21.6 21.1
1952 .. . 1000 65.0 18.4 15.2 0.9 0.5 216 211
1853 . ‘ .o 1047 68.2 189 16.7 09 0.0 235 23.5
1954 . .. S 110.8 718 19.1 18.1 1.7 0.1 26.3 262

(See next page for notes to table)
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in four countries—Belgium, Denmark, the Netherlands
and the United Kingdom—real consumption expendi-
ture was less in 1952 than in 1950. However, in 1953
and 1954, while the rate of expansion in western Ger-
many remained high, it did not diverge so radically
from that of other countries.

The general character of the expansive forces in 1953
and 1954 has been indicated above. The chief differences
between the paliern of developments in 1953 and 1954
ate, first, that in the latter year there was some increase
in investment in inventories, as compared with a neg-
ligible increase in 1953 and, second, that there was some
aceeleration in the 1ate of expansion of foreign trade,
especially exports. The increment in government ex-
penditure was somewhat lower in 1954, but the incre-
ments in private investment in fixed capital and per-
sonal consumption were about the same in both years,
As a result, the national product rose by almost 6 pex
cent, compared with less than 5 per cent in 1853.

The increase in national product experienced by
western Europe in 1954 was shared, as in 1953, by every
member of the group. In Belgium, France and Norway,
where the rate of expansion was low (around one to 2
per cent) in 1953, it rose substantially in 1954, the
largest increase (almost 8 per cent} being in France,
{ollowing two conseculive years of zelative stagnation.
In Italy and Denmark the rate of incrense in national
product was appreciably lower—a change associated
in hoth countries with continued expansion in industrial
production and a diop in crop yields. In the remaining
eountries—the United Kingdom, Sweden, the Nether-
lands and western Germany—the rate of expansion,
already high in 1953, continued at about the same rate
in 1954—4 to 5 per cent a year in the United Kingdom
and Sweden and 6 to @ per cent in the Netherlands and
western Germany.,

-

The over-all increment in government expenditure
was not large in 1954—around one-third of one per
cent of national product. In only one country did it
exceed one per cent of national product. In contrast

to North America, in no counkry of western Europe
was there any significant reduction in government ex-
penditure.

Investment in fixed capital rose by a more substantial
amount--approximately 134 per cent of national prod-
uct, All countiies without exception shared in this in-
crease. In all countries, except France, the increment
was more o1 less of the same order as in 1953; in
France there was a small increase in 1954, as com-
pared with a slight fall in 1953. The most buoyant
investment item in 1954, which in many cases received
active official encouragement, was residential hailding;
in this respect there was some similarity with North
America.

In most countiies both residential and industrial
investment contributed to the increase in investment.
In almost all, as already noted, governments continued
to give support to residential construction. In France
the rise in residential building accounted for most of the
increase in private investment in fixed capital. This
may be explained at least in part by the fact that the
French Government had relaxed mortgage requirements
for home constiuction in March 1953 and had estab-
lished a system of subsidies. Though not high as com-
pared with some other countries, residential building
in France was very much higher in 1954 than in 1953,
In Norway, on the other hand, the government restricted
residential building by its lending policy and by direct
conlrols, and as o result it declined slightly. A major
element in the increase in over-all investment in Norway
was the addition made to the merchant feet.

Investment in inventories in western Europe in 1954
was about 114 per cent of national product, compared
with slightly less than one per cent in 1953, In the light
of the fact that the national product, {or the group as a
whole, rose in both years by 5 to 6 per cent and that
there was in addition a more than proportionate in-
crease in exports and imports, the investment in in-
ventories seems by no means large. The fact that inven.
tory accumulation was larger in 1954 than in 1953 may

Source and footnotes to table 8,

Seurce; Belgium: Estimates by the United Nations Bureau of
feonomic Affairs, based, for 1950 to 1953, on: Free University
of Brussels, Solvay Institute of Sociology, Premiers éléments d’une
comptebilité nationale de la Belgique, 1948-1951 (Brusaels), end
Ministry of Economic Affairs, L'Economiz belge en 1953 (Brus-
sels). Denmark: The Econemic Secretarint of the Government,
Olonomisk Arsoversigt, Marts 1955; Department of Statistics,
Statistiske Efterretninger (Copenhagen). I'rance: Ministry of
Finence, Rapport sur les comples provisoires de lo Nation de
U'année 1953 (Paris); reply to {[nite& Nations questionnaire on
full employment and reYnted matters, covering 1953 and 1954;
National Assembly, Profet de loi de finances pour U'exercice 1955
(Pariz). Germany, western: Statistisches Bundesamt, Wirtschaft
und Statistik (Stuttgart}). Italy: Central Institute of Statistics,
Compendio statistico italiano, 1554 {Rome); Chamber of Deputies,
Relazione generale sulle situazione economice del paese, 1954, 1954
{Romel; ank of Italy, dnnual Report, 1951, 1952 and 1953
{Rome). Netherlands: Central Planning Burenu, Central Eco-
nomic Plan (The Hague), for 1953, 1954 and i955; Central
Bureau of Statisties, Statistische en econometrische anderzoekingen
(Utrecht}. Norway: Department of Finance and Customs,
Nasjonalbudsjertet, 1955 (Osio); Central Bureau of Statistics,

Statistiske Meldinger (Oslo). Sweden: Department of Finance,
Nationalbudpet for dr 1955 (Stockholm); Business Cycle Inati,
tute, Meddelonden frdn Konjunktnrinstitutet, series B:16 and A:25-
United Kingdom: Central étatisticaE Office, National Income and
Expenditure, 1946-1953 (Lordon).

ote; The fAzures for 1954 are preliminary or have been esti-
mated by the 5niied Nations Burean of Economic Affairs. They
may thus be appreciably revised when the final official fgures
become available. For those cases where consistent data covering
the whole peried were lacking, the available official figures have
had to be Fiuked in a more or less arbitrary manner. Thus, the
ealculation of year to year chanpes may involve the use of
different price bases.

» Gross national product deflated by appropriate price indices
of components,

b Investment in fixed capital inciudes civilian public invest.
ment,

© Public investment, with the exception of residential housing
carried out by local authorities, is included here in government
expenditfure; in the official statistics public investment is in-
cluded with private investment under the heading of capital
formation.

¢ See note, table 1.
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be partly explained by inventory experience in carlier
years. Partly, or even largely, for speculative reasons,
the rate of inventory accumulation was very high in the
Iatter part of 1950 and in 1951. Inventory investment
thus tended to fall sharply in 1952. In some cases, how-
ever, a partly involuntary accumulation of inventories
appeared in 1952 as a result of the levelling off or drop
in exports. In a number of countries—for example Bel-
gium, Irance, Norway and Sweden-there was conse-
quently a reduced rate of accumulation or even a de-
cumulation of inventories in 1953, a contributing factor
being, in some cases, the unexpected strength of export
demand. In 1954, inventory investment in most coun-
tries remained low, and, in Sweden, there was a signifi-
cant decumulation of inventories. Here a decrease
equal to approximately one per cent of national prod-
uet occurred for the second consecutive year. This re-
flected the fact that stocks were considerably larger
than normal at the end of 1952 and, with the quicken-
ing of export and other demand in 1953 and 1954, in-
ventories were reduced,

However, in two countries—western Germany and
the Netherlands—investment in inventories was high
in 1954, and this largely accounted for the fact that
investment in inventories for the group as a whole
rose to about 134 per cent of national product. In both
countries inventory investment was equal to about 4
per cent of the national product. These exceptional in-
creases appear to have been related to equally excep-
tional increases in foreign trade’?

Exports and imports of goeds and services in western
Europe increased by 11 to 12 per cent in 1954—an
increment in total foreign trade comparable with
that of 1951. An important cause of the rise in both
imports and exporis in 1954, as in 1953, was the in-
crease in trade within the group, encouraged by liberal-
izing measures. The slight improvement in the over-all
export balance in 1954 may be explained in part by
the relaxation of exchange and import controls--com-
pared with 1953--in some oversea muaikets such as
Australia and New Zealand,

All countries in westein Europe shaied in the expan-
sion of foreign trade in 1954. As a peicentage of na-
tiona} product the smallest increases in exporls were
experienced by Tialy, the United Kingdom and France
with a range from one-half to 2 per cent. The largest
increases were in Belgium and Germany—equivalent
to 4 to 5 per cent—and in the Netherlands—equivalent
to over 8 per cent of the national product. The smallest
changes in imports were also expeiienced by Italy,
the United Kingdom and France, with changes ranging
from a slight decline to an increase of aboul one per
cent of national product. The largest were experienced

* Expressed as pereentages of the 1952 national produet, the
inereases in exports, imports and national product from 1952 to
1954 in Germany were around 8, 10 and 16 per cent and in the
Netherlands approximately 15, 19 and 16 per cent, respectively.

by Belgium, Norway, Denmark and western Germany,
with increases equal to 4 to 6 per cent of national prod-
uct, and the Netherlands, with an increase equal to about
11 per cent of national product.

Taking the group as a whole, improvements in the
balance of exports over imports in the United Kingdom,
Italy, Belgium and France were offset by a decline in
the balance of Sweden, western Germany, Norway, Den-
mark and the Netherlands, The reduction was substan.
tial only in the case of the last three countries. In
Norway, the decline was related to the heavy purchase
abroad of ships, in Denmark to the poor harvest, which
necessitated o sharp increase in imporis of livestock
fodder, and in the Netherlands to the substantial in-
crease in inventories.

Personal consumption increased in 1954 in western
Europe by about 5 per cent. The increase, however,
was proportionately slightly less than the increase
in national product. The causes of this fall in the
ratio of consumpton to gross national preduct varied
from country to country. Among these causes were: (a)
an increase in the burden of taxation—especially aunto-
matic increases in countries with high marginal rates of
personal income tax, and (&) a lesser increase in real
wage rales than in productivity—a fact related, in some
cases, to a deterioration in terms of trade. This last
factor seems to have been the most important cause
of the small rise in consumption in Belgium, the only
country where the ralio of consumption te nalional
product fell by over one per cent. Only in Denmark
did consumption 1ise relatively more than national
preduct. A poor harvest tended to reduce national
product and farm incomes without a corresponding
effect on consumption. A more detailed analysis of
changes in the ratio of consumption to gross national
product is included in the section entitled “Major
Factors Affecting the Rate of Economic Expansion, by
Countries, 1953 and 19547,

PRODUCT]ON, EMPLOYMENT AND UNEMPLOYMENT

Industrial production expanded substantially in west-
ern Europe in the period 1950 to 1954, in most years
more 1apidly than gross national product (see table
10). In 1954 it rose by over 8 per cent as against a less
than G per cent increase in national product. This com-
pared with a 5 per cent inciease in both in 1933, The
greater relative increase in industrial production as
compared with national product in 1954 is partly ex-
plained by the increase in inventory investment in that
year'® and the relative smallness of the increase in
agricultural output. Industrial production rose in all
countries, the increases 1anging from 4 to 6 per cent
in Sweden, Denmark, the United Kingdom and Norway
and {rom 8 to 13 per cent in Belgium, the Netherlands,
France, ltaly and Germany.

** See footnote 10
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Although there was some over-gll 1ise in agricultural
production in western Europe in 1954, the increment
to farm output was small and less than in the previous
year. In ltaly there was a significant decline compared
with the very favourable harvest in 1953; in Denmark
a poor and late harvest made necessary a sharp increase
in imports of livestock feeds and significantly reduced
net farm output,

In most countries the increase in output was achieved
with only a small increase in employment. Ouly in
western Germany was the increase in employment sub-
stantial—about 5 per cent, a rise made possible by the
relatively large number of unemployed and the con-
tinuing influx of labour. In all countries there was
apparently an appreciable improvement in non-farm
productivity.

Table 10, Real Gross National Product, Industrial and Agricultural Production,
Employment and Unemployment in Western European Countries, 1950 to 1954

(1952 =100)

Real Uncmp!{aycd?a
cal gross ria Agri fpEl DETCENAE O
G ot national pradictions  piedutiond  employmens  Siotion labour
far hire
) 2} (3 1] (5}
Belgiums:
1980 .. ... ... . 96 S0 93 100 6.9
1951 e, 102 103 96 102 6.1
152 .. o0 100 160 100 100 7.0
1953. .. ... ... ... 102 100 103 99 1.4
1954 .. ... . .... 106 108 68
Denmarle:
1956, .. ... ... 100 102 ug 102 87
1953 .. ...... ... 100 104 95 102 9.7
952, ... ... ... 100 100 106 100 12.5
1653 R 11| 104 105 101 9.2
1954 . . . ... 106 110 ‘ o 80
Francee:
1950 ... ... .. ....... 95 85 100 96 2.1
1951 . .. 99 96 05 99 16
952 ... ... 100 100 100 100 1.9
1953 . ... ... 102 97 106 98 22
1954 ...l . 109 106 . o8 22
Germany, western!:
1950... ........ ... 81 78 91 92 10.2
gs1y.......... . ... 95 93 97 a7 9.0
1952, ... .. ... 100 100 100 100 8.4
1953 .. ... ... 107 109 104 104 7.5
1954 ... ... 116 121 109 6.8
Italy:
1950 .. ... ... 92 86 95 14.0
1951. ... . .......... 98 o8 100 14.5
1952 .. .. .......... 106 100 100 15.5
1953 ... ..... ... . 107 110 108 16.0
1954, ... ..o 112 119 . 16.0
Netherlands:
1950 ... ... .. ... 96 96 93 160 26
1931 .. ... ... 98 99 97 101 2.9
1952, . ... ... 100 100 100 106 43
1953, .. ... ... 109 109 98 101 3.2
1954, ... ......... 116 120 . 103 2.3
Nortway:
1950.. ... o0 94 92 104 100 09
1951 R 99 97 100 1.1
1952 . ... ... 100 100 100 100 1.2
1953 ... ... 102 106 101 100 15
1954 .. ... . .... 106 112 . HU 13
Sweden®:
1950, ... . ... ... 99 98 100 100 2.2
1951 ... ... 9 102 97 100 18
1952 ... ... 100 100 100 100 2.3
1953....... .. .. .. 104 100 102 100 2.9
1954 ... 109 104 . 100 2.6




Chapter 1. Economically developed private enterprise economies 35

Table 10. Real Gross National Produect, Industrial and Agricultural Production,
Employment and Unemployment in Western European Countries, 1950 to 1954

{continued)
(19522100}
Real Un:mp“froyed ?z
ouniry an £y gross ‘ndusire ricullura foili pereeniage o
. uyi‘a{ 4 ';;:_sggc‘]t[ p{ngud!:'r:: l‘ ﬁ:g:du:ﬁunbl cm(;}?;;:?:?nt }frg;":mk‘n’gilg
Jor hire
{f) 2 6] &)
United Kingdom":

950 ... ... ..., 96 100 97 99 16
1951...... ... Coae . HOL 103 97 100 1.3
1952, ... ............ 0O 100 100 100 21
1953.. ... i e 104 106 102 101 1.8
1954 .. ... ... ...... 108 113 . 102 1.5
Combined index for

above countries ';

950, .. ... ... 92 90 96 97 6.1

95, ..., ....... 98 99 97 99 57

1952 .. ........ 100 100 100 100 6.2

1953 ..., ..... 105 105 105 101 6.0

1954 ... ... 111 114 Ca 103 5.6

Source: For column 1, see table 9. Column 2:
United Nations, Monthly Bulletin of Statistics. Col-
umn 3: Food and Agriculture Qrganization of the
United Nations. Columns 4 and 5: Belgium: Minis.
try of Economic Allairs, L'Economie belge en 1953;
Denmark: Ministry of Foreign Affairs, Feonomic
Survey of Denmark, 1954 (Copenhagen); France:
National Institute of Statistics and Lconomic
Studies, Bulletin mensuel de statistique and Bulletin
hebdomadaire de statistique; western German{:
Statistisches Bundesams, Wirtschgﬂ und Statistilk;
Ttaly: United Nations, Eronomic Survey of Europe
in 1951; Netherlands: Reply to United Nations
questionnuire on full employment and related mat-
ters, covering 1953 and 1954; Norway: Depart-
ment of Finance and Customs, Nais)jonalbudsjamt,
1953, 1954 and 1955; Sweden: Depurtment of
Finance, Netionalbudger, 1953, 1954 and 1955;
United Kingdom: Central Statistical Office,
Monthly Digest of Statistics (London).

s Indices cover mining, manufucmrin[i:, elee-
tricity and manufactured gas unless otherwise
stated.

b 1952/53 = 100, The crop year 1952/53 rather
than 1951 /52 was chosen as the base period because
there is an approximate correspondence in terms
of cutput between the crop year and the calendar
year indicated by the first part of the crop year.

The rise in employment, though small, was generally
more than sufficient to absorb the normal increment to
the labour force. In no country was there a rise in
average unemployment. In most countries unemploy-
ment was under 3 per cent of the labour force. How-
ever, there were still areas where over-all unemploy-
ment, though declining, remained high—for exampie
about 7 or 8 per cent in Belgium, Denmark and western
‘Germany. In Italy unemployment 1emained unchanged
at about 16 per cent.

PRICES AND WAGES

Retail prices rose 1apidly in western Iurope in 1950
and 1951, levelled off in 1952 and 1953 and then
showed some tendency to increase in most countries

The indices of agricultural produetion shown for
the calendar years 1950 te 1954 represent figures
for the cro;}) years 1950/51 to 1954/55.

¢ Unemployment figures represent wholly ua-
em‘;loycd.

4 Industrial production includes menufacturing,
electricity end manufactured gas. Unemployment
is expressed as a percentage of insured trade
unionists.

s Unemployment percentages were estimated on
the basis of the national sample surveys in October
1952, June and December 1953, The total number
of unemployed obtained from these surveys was
extrapolated for the entire year on the basis of the
average number of applieants {or work, and the
number of employed saleried workers and wage
earners was extrapolated on the basis of the over-
all index of employment of the Ministry of Labour.

! Figures for eivilian employment represent em-
ployed wage earners and s:Saraed workers,

¢ Industrial production includes manufacturing
and mining. Unemployment percentages represent
the percentage of unemp!oyeg in trade unions.

b Industrial production includes construction.
Figures for upemployment include these tem-
porarily stopped.

* For 1950 to 1953, apgrepate figures for civilian
em;l)ic:iymeni exclude Italy, and for 1954, the figure
excindes Belgium, Denmark and Daly.

especially toward the latter part of 1954. In terms of
annual averages for western Europe as a group, retail
prices rose by 114 per cent in 1954 as compared with
one-half per cent in 1953 (see table 11).

I'rom the point of view of an economy as a whole,
the cost factors promoting price changes are, first,
changing import costs and, second, changing wage costs
per unit of output. Import prices of goods and services
for the group ol western Furepean countries as a whole
[ell by about 9 per cent in 1953 and by a further 3
per cent in 1954. Unit wage costs, on the other hand,
rose in some countries and fell in others but for the
group as a whole remained almost unchanged. The
figures below indicate the effect of these cost elements
on total unit costs and show, for comparison, changes
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in the over-all price index of total expenditure (includ-

ing, for these purposes, personal consumption, govern-

ment expenditure, private investment and exports}.
1952 1954

(Percentage change compared
wilh preceding year)

Import prices of goods and services —06.0 —~3.0
Unit wage costs® . ... . ... .... 0.0 0.5
Total unit costsv. . ... ....... —22 —04
Over-all price index of total expen-

diture. .. ........ .. ..... ... —09 0.1
Ttem 4 minus item 3. . . ... ., 13 0.5

» Money wage rates divided by output per man-hour.

b For the group as & whole the respective weights of import
and wage costs are around 1 to 3,

» For the group as a whole in these years changes in indirect
taxes net of subsidies had & negligible effect on prices. The per-
centage changes in the over-all price index of totul expenditures,
calculated at factor cost, were —0.8 in 1955 and 0.2 in 1954,

The fall in the over-all price index of total expendi-
ture in 1953 was due to a fall in export prices of goods
and services of about 6 per cent. Stmilarly, the small-
ness of the rise in 1954 is explained by a further {all
in export prices of 2 to 3 per cent. However, the fact
that the over-all price index of total expenditure in
1953 declined less than unit costs implies a rise in
profit margins in that year in spite of the fall in ex-
port prices. This reflects the fact that domestic prices
failed to fall as import costs dropped. In 1954 the
higher profit margins of 1953 were apparently main-
tained and even somewhat increased, reflecting a rise
in domestic prices with approximately unchanged unit
costs. It may perhaps be suggested that the rise in
profit margins in 1953 mainly reflected a relative
“stickiness” of prices in the face of declining costs,

Table 11. Indices of Retail Prices, Real Wage Rates, Export Prices and Impeort Prices

in Western European Countries, 1950 to 1954

(1952 = 100}
Relail Real Canunua;‘ily C‘o_mmna}fly
Gty end yer e oo imper
Belgivmv:
950 .. ... 9.5 95.0 75.0 85.5
1951 . . 99.0 860 160.5 103.5
1952 . 100.0 1000 100.0 100.0
953 . ... . L. 805 1000 850 95.5
1954 1015 100.5 77.0 900
Denmarke:
1950 . 87.0 96.0 850 800
1951 . ... 96.5 93.5 95.0 1015
1952 . 100.0 100.0 100.0 100.0
1953 1060 104.0 95.0 80.5
1954 101.0 105.0 94.0 87.0
Franced:
1950 76.5 88.0 795 785
1951 9.5 96.5 92.0 101.0
1952 100.0 160.0 100.0 100.0
1953 99.0 103.5 94.0 90,5
1954 . 98.5 110.5 89.0 890
Germany, westerns:;
1950 g1.0 80.5 6.5 825
1951 98.0 95.0 92,5 1055
1952 100.0 100.0 100.0 160.0
1953 985 106 0 94.0 875
1954 . 985 108.5 90.5 840
Italyt:
1950 875 94.0 90.0 79.5
1951 96.0 94.0 107.0 1035
1952 100.0 100.0 100.0 160.0
1953 102.0 1045 96.0 910
1954 . . 104.5 1050 99.0 91.0
Netherlandse:
1950 . 89.0 101.5 83.5 825
1951. ... . 160.0 98.0 98.0 101.0
1952 . ... 100.0 100.0 100.0 100.0
1953 . . 1005 101.0 885 82.5
1954 105.5 106.5 84.5 84.0
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Table 11, Indices of Retail Prices, Real Wage Rates, Export Prices and Import Prices

in Western European Countries, 1950 to 1954 {continued)

(1952==100)
Counlry und year ﬁggel: g:gé Cogrj;tg:fl!y Coi{:;r,npigﬂ by
rotes® prices prices
Norwayb:
1950 . .. . 79.0 99.5 72.5 80.5
1951, ... .., 91.5 98.0 100.5 896.5
1952 ... 100.0 100.0 100.0 100.0
1953 102.0 102.5 87.0 95.0
1954 106.5 103.¢ 86.0 92.0
Sredent:
1956 ... .. 86.0 87.0 65.0 75.0
1951. .. 92.5 91.0 101.5 95.5
1952, .. .. ... 100.0 100.0 100.0 160.0
1953, .. ... ... 101.0 103.5 87.0 91.5
1954 .. ... 102.0 107.5 86.0 91.5
United Kingdomi:
1950.. . .. .. 84.0 101.5 81.5 775
1951, .. ... .. 92.0 0.5 95.0 103.0
1952 . 100.0 100.0 100.0 i60.0
1953 . . 103.0 161.5 97.5 885
1954 e o : 105.0 104.0 95.0 88.0
Combined index for above countries®:
1950. .. .. .. 85.0 945 80.0 79.5
1951 94.5 96 .5 96.0 102.5
1952 160.0 1000 100.0 100.0
1953 100.5 1035 93.5 89.0
1954 102.0 106.5 91.0 88.0

Source: United Nations, Menthly Bulletin of Sta-
tistics; Belgium: University of Louvain, Bulletin de
Plastitut  de  vecherches  dconomiques et sociales;
Trance: Notional Fnstitute of Statistics and Eco-
romic Studies, Bulletin mensuel de statistique; Italy:
Central Institute of Statistics, Bollettino mensile di
statistica; United Kingdom: Central Statistical
Office, Monthly Digest of Statistics.

o Money wage rates deflated by retail priees.

b Retail priee figures exclude rent. Wage rates
represent hourly earnings of married workers in
manufacturing and transportation, inclusive of
family sllowances

e The official retail price figures given here in-
clude persanal taxes and dues. Wage rates repre-
sent hourly earnings in manufacturing, construe-
tion, transport, commerce and services. For com-
parebility with other countries, wage rutes were
deflated by a retail price index exeluding personal
taxes and dues

whereas the rise in 1954 refllecied, at least more than
in 1953, an increasing pressore of demand vpon supply.
In several countries this pressure was becoming more
evident towards the end of the year.

The rise in money wage rates in 1954 ranged [1om
2 and 2.5 per cent in Belgium and western Germany
to 6 and 11 per cent in France and the Netherlands, the
increase being 3 to 5 per cent in all other countries.
In most countries, however, there was an improvement
in productivity in 1954 which tended to oflset the effect
of rising wages on unit wage costs. On balance there
would seem to have been {a)} some over-all reduction
in unit wage costs in Belgium; (&) little change in
France, western Germany, Sweden, and possibly Italy;

4 Retail price figures represent family consump.
tion prices in Paris. Wage rates represent hourry
rates published by the Ministry of Labour for male
and llémale workers in industry, building, trans-
portation and commeree for all France.

¢ Wage rates represent hourly earnings in manu-
facturing and construction

t Wape rates represent hourly rates for male
workers in manufactering, mining, construction
and electricity, inclusive of family allowanees.

® Wage rales represent howrly rates for male
workers in manufucturing, mining and eonstruc.
tion.

h Wage rates represent hourly earnings for male
workers in manufacturing and mining,

{ Wage rates represent howrly earnings in manu-
facturing ond mining.

i 'Wage rates represent weekly retes for ali
workers.

¥ See {eotnote ¢, table 7.

and {c} some increase in the United Kingdom, Norway,
Denmark and the Netherlands. With a few exceptions,
import prices fell in all of these countries,

In Belgium consumer prices rose slightly in spite
of the reduction in total unit costs. This rise was perhaps
largely attributable to an increase in the price of cer-
tain imported food products, such as coffee, even
though. on the whole, import prices continued to fall.
A continued fall in export prices and a deterioration
in the terms of trade tended to offset the increase in
over-all profit margins suggested by this analysis,

In Trance and western Germany consumer prices
remained stable although, with some decline in import
prices, there was apparently a slight decline in total
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Table 12. Increments in Real Non-Consumption and Consumption Expenditures and
Related Indices in Western European Countries, 1953 and 1954

{Percentage change as compared with preceding year)

Couniry and Non-consumplion Pcr.wmxl Nulional Civillan Reai
year expenditure » plion product employment  wage rafes
Belgium:
T953 . e 2.0 0.6 2.0 ~1.0 0.0
1954, ... .o 10.1 1.0 4.9 ‘ 0.5
Denmark:
1963 e 4.1 5.5 5.0 1.0 4.0
1954, . e —6.1 52 1.1 10
France:
1953 .o 0.3 22 1.6 - 100 3.5
1954 . .. Lo 8.6 1.3 1.7 1.5 6.5
Germany, western:
1983, ... 3.2 9.6 6.8 4.0 6.0
1954 .. Lo 8.6 7.8 8.1 4.5 25
Italy:
1953 9.1 6.2 7.0 4.5
1954 . 7.8 3.3 4.6 0.5
Netherlands:
1953 ..o 17.7 3.7 9.1 15 1.0
1954 ... 5.7 6.0 6.0 2.0 5.5
Norway:
1953 ..o B 1.4 2.7 2.1 0.5 2.5
1954 . oo 4.5 3.3 3.8 1.0 0.5
Sweden:
1853, .. o e e 5.0 3.3 4.0 —-0.5 35
1954 . 6.3 37 48 8.5 4.0
United ngdom
1953, 3.6 4.2 4.0 0.5 15
1954 . e 4.1 4.2 4.1 15 2.5
Combmed percentage jbr above countries:
e 4.3 49 47 0.5 3.5
1954. . 6.8 5.3 58 20 2.9

Saurce: See tables 9, 10, 11,

= Government expenditure plus private invest-
ment plus exports minus imperta,

unit costs. In Sweden both consumer prices and total
unit costs remained more or less stable. In Italy con.
sumer prices rose somewhat although total unit costs
probably remained more or less unchanged.

In the remaining countries—those experiencing some
rise in unit wage costs—consumer prices increased more
ot less in the same proportion as unit wage costs, al-
though total unit costs generally rose less. In the United
Kingdom, Norway and Denmark, unit wage costs and
consumer prices rose about 114 to 5% per cent and
in the Netherlands around 5 per cent.

MAJOR FACTORS AFFECTING THE RATE OF ECONOMIC
EXPANSION, BY COUNTRIES, 19563 anp 1954

In this section the major factors affecting the over-
all rate of economic expansion in 1953 and 1954 are
traced, country by country. Attention is drawn in par-
ticular to the respective rates of expansion in the con-
sumption and non-consumption components of demand

b Ministry of Labour index of mon-hours in alt
activities except agriculture and povernment
{National Ipstitute of Statistics and Economic
Studies, Bulletin mensuel de statistique).

{see table 12). Emphasis is placed on the dynamic role
of expansion in the non-consurnption components of
demand, and on the relationship between the respective
rates of expansion of consumption snd non-consump-
tion expenditure'® as determined during this period
largely by the relationship between the 1ate of increase
in real wage rates and the rate of improvement in pro-
ductivity,

Real consumption tends to vary in proportion with
rezl national product so long as real personal income
after taxes, and in particular real labour income after
taxes, varies in line with real national product. Real
labour income changes proportionately with real na-
tional product so long as real wage rates rise in line
with improvements in average output per man. Thus, in

* The sum of the non-consumption expenditures is taken for
practical purposes to equal government expenditure plus private
investment plus exports minus imports, The theoreticolly de-
sirable sum would be povernment expenditure plus private

investment plus exports minus the import content of these com-
ponents only.
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a period when there is relatively little change in the
net burden of direct taxation, real consumption tends
to rise in step wilh real national product so lang as
real wage rates increase in the same proportion as pro-
ductivity, to fall relative to real national product when
real wage rates lag behind productivity and to rise
relative to real national product when real wage rates
rise more than productivily.

In the period 1952 to 1954, when rates of personal
taxes and transfers were on the whole stable in western
Europe, the relationship of changes in real wage rates
and productivity was generally the crucial f{actor de-
lermining what increment of consumption accompanied
a given increase in the non-consumption expendilures.
However, in some cases the high marginal rate of per-
sonal income taxes and in other cases the lag of a year
or more in collections or changes in the rate structure,
varied the proportionate tax burden from year to year.
The chief factors making for a divergence hetween real
wage rales and productivity during this period were:
{a) wage settlements and domestic price movements
tending to effect a redistribulion of income as between
labour income and profits; and (b) changes in the
terms of trade tending to reduce or raise real national
income relative to real national output.

The latter factor, it may be noted, exerts an influ-
ence on consumption by affecting real profits as well as
real labour income relative to national product. How-
ever, the influence of current changes in the terms of
trade on personal non-labour income is normally small
even though its impact on profits is large—that is,
changes are registered chiefly in undistributed profits,
In addition, savings out of personal non-labour income
are typically relatively high.

Three countries, France, Belgium and Norway, which
had the lowest proportionate increases in national
product in 1953—about 2 per eent—experienced an ac-
celeration in their rate of expansion in 1954. This
change was accompanied, and given impetus, by a rapid
expansion in the non-consumption components of de-
mand. The crucial elements in all three countries in
1954 were the cessation of inventory decumulation and
a substantial expansion in foreign trade.

France. In 1953 there wes virtually no increase, in
real terms, in the sum of non-consumption expenditures.
There was an increase in exports equal to about 114
per cent of the national product as well as some in-
crease in government expenditure, but these changes
were offset by increased imports and a shift from in-
ventory accumulation to decumulation. A facter in this
shift may have been some involuntary accumulation in
1952, resulting [rom the drop in exports. In spite of the
negligible increase in non-consumption expenditures,
consumption rose 2 per cent. This mainly reflected the
fact that real wage rates increased more than produc-
tivity. In 1954 exports expanded by an amount equal to
2 per cent of the national product, and concurrently

there was some increase in private fixed capital invest-
ment, chiefly residential building, and, even more im-
portant, the decumulation of inventories apparently
ceased. Industrial production, which had remained
more or less stable in 1953, rose rapidly in 1954; pro-
ductivity, wage rates and consumption all inereased
subsiantially. The increase in real wage rates was
apparently more or less proportional to Lhe improve-
ment in average output per man. In addition, there
was some reduction in the proportionate burden of
taxes {owing to a reduction in rates and the normal
lag in collections). Both national product and consump-
tion rose by about 734 per cent.

Belgium. In 1953 there was a moderate increase in
the sum of non-consumption expenditures in real terms.
There was a substantial increase in exports—egual to
almost 4 per cent of the national product—as well as
some increase in both government expenditure and pri-
vate fixed capital investment. These changes were par-
tially offset, as in I'rance, by a pronounced shift from
positive to negative inventory investment and by some
increase in imports. The decumulation in 1953 fol-
lowed an accumulation of inventories in 1952 which,
owing to the drop in exports in that year, was probably
in part involuntary. One of the elements in the decumu-
lation in 1953 was an increase in exports of industrial
products while output remained generally stable, The
net increase in the sum of non-consumption expendi-
tures, however, was not accempanied by a consonant
increase in consumption, reflecting the fact that a sharp
drop in the terms of trade militated against an increase
in money wage rates and that real wage rates re-
mained unchanged while productivity improved. How-
ever, there was some reduction in the burden of taxes
(owing chiefly to a reduction in anticipatory payments
of income tax), and consumption apparently did in-
crease slightly, In 1954 exports expanded further by
an amount equal to about 4 per cent of the national
product, the inventory decumulation apparently ceased,
and there was a substantial increase in private fixed
capital investment, especially in residential building.
These increases were partially offset by an increase
in imports proportienately much preater than in over-
all output, but there was on balance a sizable increase
in the sum of non-consumption expenditures which
directly brought about a substantial increase in national
product. The eflect of the increase in non-consumption
expenditure on economic activity as a whole was, as
in 1953, disproportionately small. Although industrial
preduction rose 8 per cent and national product 4
per cent, the improvement in productivity was such
that employment remained more or less unchanged.
At the same time the terms of trade continued to de-
teriorate {(though less 1apidly than in 1953, the deterio-
ration over the two years 1952 to 1954 being about
15 per cent), and this continued to militate against an
increase in wage rates in line with the improvement in
productivity. These factors, combined with some in-
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crease in the burden of taxation, restrained consumption
in spite of the sizable increase in non-consumption ex-
penditures.

Norway. In 1953 there was an appreciable increase
in real terms in government expenditure and private
fixed capital investment as well as a rise in exports
equal to more than 114 per cent of the national product,
These incresses in demand were largely met or offset
by a sharp drop in inventory investment and an increase
in imports equal to almost 3 per cent of the national
product.*® Thus, the rise in the sum of the non-con-
sumption expenditures was small. Nevertheless, per-
sonal consumption rose by almost 3 per cent and the
national product about 2 per cent. As in Belgium, there
was a sharp drop in export prices and a loss stemming
from a deterioration in the terms of trade, which ex-
ceeded in amount the increment to real national output.
In spite of this, however, real wages increased by almost
3 per cent—an increase larger than that in output per
man. In consequence of this wage scttlement, the full
brunt of the loss to the economy as a result of the fall
in export prices was borne by profits in the export in-
dustries.’® The increase in unit wage costs in the non-
export industries, on the other hand, was offset by some
reduction in import prices. In 1954, there was a signifi-
cant rise in the sum of the non-consumption expendi-
tures. Fixed capital investment increased as much as the
year before, decumulation of inventories came virtually
to a halt, and exports rose by an amount equal to over 3
per cent of the national product. There was, however, a
further increase in imports—equal to 4 to 5 per cent of
the national product—which partially offset the other in-
creases, leaving a net increase in the sum of the non-
consumption components of expenditure equal to ahout
2 per cent of the national product. Real wage rates
rose about 2 per cent!®-somewhat less than output
per man, Consonant with these changes consumption
rose about 3 per cent compared with an increase in
pational product of about 4 per cent.

In fomr countries—Sweden, the United Kingdom,
western Germany and the Netherlands—the rate of ex-
pansion in national product, which was already high
in 1953, continued at about the same rate in 1954—4 to
5 per cent a year in Sweden and the United Kingdom
and 6 Lo 9 per cent in western Germany and the Nether-
lands. In general, the same factors which promoted
expansion in 1953 continued to operate in 1954.

Sweden., In 1953 government expenditure, private
fixed capital investment and exports all increased sub-
stantially. There was at the same time, however, a de-

14 For example, purchase of ships was a major element in the
rise of hoth fixed capital investment and imports,

1% Tn Belmium, on the other hand, the stability of wage rates
under similar cireumstances enabled the export industries to re-
duce unit wage costs as praduetivity improved and thus to soften
the impact of reduced export prices

0 Phat is, money wage rates deflated by an index of prices of
consumption goods and services as o whole rather than, as given
in tebles 11 and 12, deflated by the cost of living index,

cumulation of inventories equal to about one per cent
of national product in contrast to a buildup of inven-
tories in the previous year equal to over 2 per cent of
the national product. This shift reflected, among other
things, the fact that the inventory accumulation in 1952
had been largely involuntary (as a result of the sudden
drop in exports in that year) and that an offsetting tend-
ency to decumulate was to be expected in 1953. Despite
an extension of trade liberalization in the course of the
year, impotts failed to increase, reflecting decumulation
of inventories, a good harvest and more adequate do-
mestic production of metal products. The increase in
the sum of the non-consumption expenditures was sub-
stantial—equal to approximately 2 per cent of the na-
tional product. Consumer expenditure also increased
but propertionately slightly less than the national
product. Real wage 1ates increased slightly less than
productivity, and furthermore the high marginal rates
of the personal income tax reduced the increase in dis-
posable labour income to something proportionately
less than the increase in real national product. In ad-
dition, a sharp diop in export prices, bringing as it
did a 4 per cent deterioration in the terms of trade,
reduced non-labour income relative to national product.
In 1954 government expenditure, private fixed capital
investment and exports all increased substantially
again. Investment in inventories showed little change,
the decline continuing at a rate equal to about one per
cent of the national product. In contrast to the previous
year, impotts increased substantially—by an amount
equal to over 2U5 per cent of the national product.
On balance, the increase in the sum of the non-con-.
sumption expenditures was equal to almost 3 per cent
of the national product. Consumption rose'” but again
proportionately less than national product. Real wage
rates increased more or less in line with productivity,
but the high marginal rates of the personal income tax
again tended to reduce aggregate disposable personal
income relative to national product. The increase in
national product was about 5 per cent as compared with
about 4 per cent in the previous year.

United Kingdom. In 1953 there was a substantial
increase in private fixed capital investment, compared
with unchanged investment the year before, and a posi-
tive investment in inventories as against a net decrease
in inventories in 1952 (following the large, partly
speculative buildup in 1951). There was a partially
offselting increase in imports—an increase, however,
which was not large in view of the fact that there was a
drop in import prices of over 10 per cent and some
liberalization of trade during the course of the year. The
increase in the sum of the non-consumption expendi-
tures was equal to a litle over one per cent of the
national produet. This increase was supplemented,
however, by a consonant increase in consumption. Real
wage 1ates increased, but somewhat less than produc-

1 An important clement was g substantial incresse in con-
sumer purchase of automobiles, many of them imported.
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tivity. There was, however, a considerable reduction in
income tax rates and a substantial improvement in the
terms of trade, which tended to inciense real non-labour
income relative to real product. Real consumption
expendilure rose, as did the nalional product, about
4 per cent. In 1954 the increase in the sum of the non-
consumption expenditures was again equal to some-
thing over one per cent of the national product. Private
fixed capital investment remained at the same level, but
exporis rose by an amount equal to about one per cent
of the national product. Imports also rose, but not so
much as the previous year. Real wage rates increased
slightly more than produciivity but, owing to the high
marginal rales of income tax, the proportional burden
of direct taxes incieased. Both national product and
consumption rose, os in the previous vear, by about
4 per cent.

Western Germany. In 1953 investment in fixed capi-
tal and exports expanded appreciably. At the same time
imports 1ose rapidly—by an amount equal to over 4
per cent of the national preduct. The sum of the non-
consumption expendilures rose consequently by an
amount equal to only 14 per cent of the natienal prod-
uct. However, real wage rates rose by about 6 per cent,
while the improvement in over-all average output per
man was about half that percentage—a development
which was facilitated by a drop in import prices bring.
ing a 7 per cent improvement in the teams of trade.
Consumer expenditure consequently rose proportion
alely more than real oulpul, increasing by approxi-
mately 10 per cent as against a 7 per cent rise in
nalional product, In 1954 there were substantial in-
creases in the non-censumption expenditures, especially
in the investment components and exports, resulting, in
spite of a further rise in imports, in an increase in the
sum of these expenditures amounting to some 4 per cent
of the national product Real wage rates vose perhaps
stightly less than outpul per man. but there was some
decrease in the hurden of 1axation, and hoth consump-
tion and national product 10se by about 8 per cent.

Netherlands. In 1933 there was a substanlial increase
in the summ ol nen-consumption expenditures. There was
a substantini increase in government expenditure and
privale investment, investment in inventories rising by
an amount equal te over 4 per cent of the national
product, xpoiis 1ese by an amount equal to almost
7 per cent, and imports by almost 8 per cent, of the
national product. The increase in invenlory investment
in 1953 1epresented o reversal of the tendency o 1un
down inventoiies in 1052 (following the heavy, specu-
lative accumulalion ol inveniorics in 1950 and 19571}.
The very sharp rise in imports reflected the reversal in
invertory pelicy as well as the sharp increase in ex-
ports, botl imventories and exporis having a very high
import content in the Netherlands. There was, in addi-
tion, an exlension of fiberalizalion of trade during the
course of the year. The increase in the sum of the non-
consumption expendilures was the highest in Turope—

an increment equal to almost 7 per cent of the national
product. With such an increase it was scarcely feasible
from the standpoint of productive capacity that there
should be an increase in consumption of a correspond-
ing magnitude. In spile of an over-all increase in output
per man of 7 to § per cent, real wages rose only one per
cent.’® However, there was some deerease in the burden
of taxation. Consumption rose by something less than
4 per cent, while national preduct rose by 9 per cent.
In 1954, inventories rose by an amount equal to almost
5 per cent, and exports by an amount equal to almost
9 per cent, of the national product. Imports again in-
creased, this time very sharply—by an amount equal to
almosl 12 per cent of the natienal produet.?* The sum
of non-consumption expenditures showed, on balance, a
more modest, bul still large, increment equal to about
3 per cent of Lhe national product. Real wage rates rose
5 to 6 per cent, somewhat more than productivity, and,
in addition, the proportionale hurden of taxation was
further reduced. However, consumption increased pro-
portionately with the national product, rising about 6
per cent.

In two countiies, Denmark and Italy, output con-
tinued to expand in 1954 but at a considerably smaller
rate than in 1953. In both countries the rate of increase
in industrial production was sustained in 1954 while
net farm output declined.

ltaly. In 1953 government expendilure, private fixed
capital investment, exports and imports all increased
substantially. The inecrease in the sum of the non-
consumption expendilures was equal to about 215 per
cent of Lhe national product. Al the same time real wage
rates apparently increased by over 4 per cent—piobably
somewhat less than over-all output per man,* in spite
of a 5 per cent improvement in the terms of trade Con-
sumplion increased by about 6 per cent and national
product by 7 per cent. In 1954 the increases in the
nen-consumption expenditures were zbout the same as
in the previous year, the chief increase being in privale
fixed capital investment. In contrast with the previous
year, real wage rates apparently scarcely rose at all.
Consumplion 10se by about 3 per cent while national
product rose by about 414 per cenl.

Denmark. Tn 1953 there were increases in government
expenditure, private investment, exports and imports.
The Targest increases were in [orcign trade, experls
1ising by an amount equal to 3 per cent, and imports by
an amount erqual to over 4 per cent, ol nalional product,

* There was no deterioration in terms of trade of commodity
exporis and imports in the Netherlands in 1933, but hoth export
and import prices fell by over 10 per eont. The redistribution of
income suggested by the shove comparison of elunges in pro.
ductivity and real wages would thus seem Lo be concentrated
particulwrly in a shift towards profits of cnterprises using im-
ports to produce goods for the domestic market.

¥ This again reflected the exceptionally hih levei of exports,
the partially correlated accumulation of inventories, and the
extension of trade liheralization i 1053

* Data on total employment are not available.
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the increase in imports reflecting in part the extension
of trade liberalization during the year.** On balance the
increase in the sum of the non-consumption expendi-
tures was equal to about 114 per cent of the national
product. Real wages increased by about 4 per cent—a
rise facilitated by a 4 per cent improvement in the terms
of trade and probably sbout the same as the improve-
ment in output per man. Consumption increased by
about 514 per cent, while national product rose by 5
per cent. In 1954 inventory investment fell, but govern-
ment expenditure, private fixed capital investment and

Major Economic Changes in Australia,

DEVELOPMENTS IN AUSTRALIA AND NEW ZEALAND

Developments in Australia and New Zealand in the
period 1949/50 to 1953/54 show a somewhat similar
pattern (see table 13). The origin of this similarity lies
in the post-Korean boom, subsequent collapse and par-
tial recovery in the price of wool, from which a large
part of their export income is derived. The abrupt in-
crease in the price of wool was reflected in a sharp rise
in incomes and 2 strong upsurge in the demand for
imports. Both countries took steps to soften the infla-
tionary impact by witbholding from growers part of the
proceeds of wool sales,®® and they also relaxed restric-

31 An importent element in the increase in imports was a sub-
stanticl rise in expenditure on automobiles.

32 As in the previous year there was o rapid expansion in pur-
chases of automobiles.

exports continued to rise. Imports, however, rose
sharply, the increase over 1953 being equal to over 6
per cent of the national product, chiefly because of a bad
harvest which necessitated heavy imports of livestock
feed. As a tesult, the sum of non-consumption expendi-
tures fell in 1954. Nevertheless, personal consumption
rose by about 5 per cent.** This is largely explained by
the fact that real wages and employment rose, reflecting
the continued expansion in the non-farm sector, while
over-all output per man failed to rise (or fell) owing
to the bad harvest.

New Zealand and Japan in 1953 and 1954

tions on imports from dollar areas. However, large
orders placed by importers were reflected in the inflow
of goods from abroad only after considerable delay.
Following the collapse in wool prices early in 1951, the
balances of payments tended to deteriorate sharply.
Both countries began to adopt fiscal and monetary poli-
cies designed to correct this situation, and in April 1952
they imposed drastic restrictions on imports. The effect
of these measures was reinforced by an improvement in
the terms of trade (in Australia in 1952/53 and in New

2 iy New Zealand, under the wool retention scheme, growers
agreed to the freezing of one-third of the proceeds of wool aales
in 1950/51. It was later arranged to release these funds in five
equal annual instalments. In Australia the Government imposed
a levy of 20 per cent on wool sales in 1950/51, subject to spproval
by the growers, After the scheme was rejected by the growers, it
was arranged that the levy should be treated as a prepayment of
income taxes.

Table 13. Real Gross National Product and Components, at 1951/52 Prices in Australia and New Zealand,
1949/50 to 1953/54

(Percentage of total 1951/52 gross national product)

Ezporls und imporls of

Gross Peracnal Gavernment Pricale invesimend pooda and serpices
Country and year national  on o mplion  ezpenditure PP Y
prodact e = Tngesbment in - Change in puisnee  Eeports  Import
Australias:
1949/50. . .. . . e 961 68.6 17.0 127 1.7 ~3.9 21.2 251
1956/51 . . ... 1021 73.4 20.2 15.6 2.2 -—0.3 18.9 28.2
1951/52. ... . 100.0 70.4 22.8 16.2 6.0 - 15.4 20.4 35.8
1952/53. ... ... 1021 67.6 22.0 137 —4.3 31 24.3 21.2
1953/54. .. ... ... 105.8 72.1 20.5 13.8 16 ~2.3 24.1 2064
New Zealand®b:
1949750 .. ..o o 59.6 20.4 10.0 2.8 . .. ..
1956/5L. .o o 95.6 64.2 204 122 6.4 - 7.7 24.5 32.2
1951452, ... ... ... 1000 63.0 20.7 13.2 5.2 —4,2 38.4 42.6
1952/53. ... .. ... ....... IOL7 60.5 24.1 13.7 1.7 1.7 39.3 37.6
1953/54 . ... . 104.2 05.2 248 151 -2.8 0.9 359 35.0

Source: Australin: Commonwealth Bureau of Census and Sta-
tistics, National Income and Expenditure, 195354 (Canberra);
New Zealand: Census and Statistics Degnrlmezzt, Report on the
Official Estimates of National Income and Sector Accounts for the
Years 1938-39 to 1953-54 {Wellington),

s Figures relate to twelve months ending 30 Junc of the year
indicated. Gross national produet has been deflated by the cost
of living index, except for 1Em!ant::e of exports and imports, which

was obtuined as a difference between exports and imports de-

flated by their respective indices of merchandise trede. Esti-
muted expenditure on pessenger cars is included in consumer
expenditure rather than in private investment.

Figures rolate to twelve months ending 31 March of the
ear indicated. Gross national product has been deflated as fol-
ows: personal comsumption and government current expendi-
tures I(ieﬂm:cd by consumer price index, exports and impotts
deflated by their respective untt values, and capital items deflated
by import unit values,
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Zealand in 1953/54) and in these circumstances some
relaxation of restrictions was introduced,® therchy
contributing to an increased flow of imports.

National product and expenditure components,
1852/53 and 1953/54

The period under review was characterized by wide
fluctuations in a number of the components of national
expenditure. There were violent shifts in the real bal-
ance of exporls and imports and in investment in inven-
tories, and a pronounced fall and 1ise in consumption.
Nevertheless, gross national product rose in 1952/53
and in 1953/54 in both countries.

Australian exports rose considerably in 1952/53,
owing largely to a distinct improvement in agricultural
output, and continued at much the same level in 1953/
54, In 1953/54 New Zealand’s exports fell appreciably
below the level of the two previous years, largely as a
result of unfavourable factors aflecting both the output
of, and the market for, dairy products. However, the
dominant influence on the real balance was on the side
of imports. In both countries the measures adopted to
control the flood of imponts transformed a deficit in the
real balance in 1951/52 into a surplus in 1952/53, the
shift being much more pronounced in Australia than
in New Zealand. Although somewhat reduced, the real
balance in New Zealand continued to be positive in
1953/54. However, in Australia the relaxation of im-
port restrictions in 1953/54, together with the recovery
in industrial activity, led to a new upsurge in imports
and the real balance again became negative.

In Australia the substantial improvement in the terms
of trade in 1952/53 and the subsequent slight deteriora-
tion in 1953 /54 magnified the effect of the shift in the
real balance upon the balance of payments. New Zea-
Iand’s texms of trade moved unfavourably in 1952/53
so that there was a deficit in the balance of payments
despite the surplus in the real balance. In 1953/54 a
distinct improvement in the terms of trade contributed
to the surplus in the balance of payments.

There was a fairly heavy aceumulation of business
inventories in both countries in 1951/52, associated
with the exceptionally high level of imports®® In

1952/53 Australia experienced a strong shift to inven-
tory decumulation and in New Zealand the rate of
accumulation of inventories declined sharply. In 1953/
54 decumulation began in New Zealand, and by then
accumulation of inventories was once more under way
in Australia, becanse of renewed industrial activity and
the increase in imports.

There was marked divergence between the two coun-
tries in the tiend of government expenditure and private
capital expenditures. In New Zealand both components
rose in 1952/53 and again in 1953/54. In Australia
government expenditure fell in both years, reflecting a
decline in capital expenditures and in 1953/54 in mili-
tary expenditures as well. Private capital expenditures
fell sharply in 1952/53, reflecting the recession in
industiial output that began in 1951/52, but rose a
little the following year.

In both countries there was a sharp fall in consump-
tion in 1952/53 followed by an equally sharp rise in
1953/54.. The main {actor explaining the fall in con-
sumption in 1952/53 in both ecountries was the rela-
tively high level reached in 1951/52. This was itself a
reflection of exceptionally large farm incomes in the
preceding year, to which spending made only a delayed
adjustment. In addition, the restriction of imports in
1952/53 may have tended to reduce the available sup-
ply of certain consumer goods. In hoth countries the
increase in consumption in 1953/54 was more or less
consistent with higher levels of activity and incomes in
the non-farm sector. In Australia the relaxation of im-
port controls may have contiibuted to raising the level
of consumption, while in New Zealand the substantial
incresse in real wages tended to raise labour income
relative to national produet.

Production and employment

In 1952/53 there was a decided increase in farm
output in Australia and some rise in New Zealand as
well, so that changes in the farm sector served to coun-
teract the contraction (in Australia) or stagnation (in
New Zealand} in manufacturing output. In 1953/54
in both countries farm output was slightly above the
level of the previous year. The changes in agricultural
production are shown below (1951/52=100):

1949/ 50 1950/51
Australia:
All commodities . . .. 115 108
Food . e 118 110
New Zealand:
All commodities. .. .. 97 100
Food . 97 100

1951/52 1953/5. 1953/5%
160 118 119
100 118 120
100 105 107
100 106 107

Source: Food and Agriculture Organization of the United Nations.

* However, because of deterioration in the Australian balance
of payments in the course of 1954 the Government in October of
that year reimposed most of the import restrictions that had heen
removed the previous April,

** The high level of accumulation in New Zealand is not fully
apparent in the table becnuse accumulation of business inven-
tories was purtly offset by the drawing down of the huge stocks of
wool built up during the water-front strike in the previous year.
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Table 14. Indices of Retail Prices, Real Wage Rates, and Export and Import Prices
in Australia and New Zealand, 1949/50 to 1953/54
(1951 /52 =100}

Counlry end year

Relatl

Neal

Ezxport

Import

prices wage rates prices prices
Australiab:
1949/50 . 71.5 95.5 85.0 74.5
1956/51 .. 815 100.5 151.5 900
1951 /52 100.0 100.0 100.0 100.0
1952/53 . 106.0 101.5 105.0 g92.0
1953/54 . .. ... 1312.0 102.0 103.0 915
New Zealande:
1949/50 . 83.5 99.0 6.0 775
1950/51. .. .. 89.5 i00.5 1270 84.0
1961/62. .. ... 100.0 100.0 100.0 100.0
1952/53. .. .. 106.0 990 96.5 102.5
1953/54 111.0 103.0 106.¢ 98.5

Source: Australin: Commonweaith Burcau of
Census and Statistics, Monthly Review of Business
Statistics; New Zealand: Census and Statistics De-
partment, Monthly Abstract of Statistics.

n For both Australa and New Zealand, wage

No index of industrial production is available for
Australia but a decline of nearly 5 per cent in employ-
ment in factories in 1952/53 and an increase of more
than 5 per cent in 1953/54 give some measure of the
recession and recovery in industrial activity during the
period. In New Zealand, factory output in 1952/53 was
sbout the same as in the preceding year but in 1953 /54
it resumed its upward course.

1049/509 1950/61
Australias ... oL 947 98.7

New Zeglande . . . . 967 98.2

Source: Australin: Monthly Review of Business
Stutistics (Canberra); New Zealand: Monthly Ab-
stract of Statisties (Wellington).

Prices and wages

The movement of domestic prices in both countries
has been closely correlated with that of import prices,
which until 1951/52 had risen virtually without inter-
ruption for many years. Subsequently, import prices
began to level off or decline. However, consumer prices
and wages continued to rise in 1952/53 and in 1953 /54
in both countries (see table 14). In Australia the rate
of increase in 1952/53 was still fairly high (about 10
per cent), reflecting in part earlier increases in import
prices. The rate of increase was considerably reduced
the following year. In New Zealand, on the other hand,
the 1952/53 rale of increase in consumer prices was
maintained in 1953/54, the rise in the latter year being
largely wage-induced.

rates represent neminat weekly rates for aduolt
males.

b Figures relate to twelve months ending 30 June
of the year indicated

e Figures relate to twelve months ending
31 March of the year indicated.

The recession in Australia in 1952/53 was accom-
panied by an appreciable decline in employment and
by a sharp rise in unemployment {rom the very low
level of previous years. Despite the recovery in 1953/
54, employment was barely equal to that of 1951/52.
In New Zealand, where unemployment has consistently
been extremely low, there was no faltering in the rate
of increase in employment. Indices of employment are
shown helow (1951/52=100):

1951/52 1952/53 1953/ 54
100.6 97.0 99.4
100.0 102.0 105.0

& Wage and salary workers, excluding houschold
demestic and rural workers.
b Txeluding farming, fishiog, bunting, Lrapping.

DEVELOPMENTS IN JAPAN

In 1953, as compared-with 1952, industrial produc-
tion increased by about 22 per cent (see table 15}, and
constiuction activity registered a small gain over the
previous year. Agricultural production, on the other
hand, fell shaiply, owing lo a decline of about 20 per
cent in rice output. As a result, gross national product
in 1953 showed an increase of only about 10 per cent
in real terms. All the demand components contributed
to this increase except the real balance of expoits and
imports, which changed from a smal] surplus in 1952
to a substantial deficit in 1953, largely as a result of
the increase in imports. The rise in real consumption
was proportionately less than that in gross national
product, The marked deterioration in the balance of
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payments towards the end of 1953 prompted the Gov-
ernment to adopt a deflationary policy in 1954.26

Table 15. Japan: Indices of Industrial and Agricul-
tural Production, Retail Prices and Earnings,
1950 to 1954
(1952 =160)

Ttein 1850 185¢ 4952 1552 1954

Industrial produetion». ... 67 91 100 122 130
Agricultural produetiont 86 90 100 88 ...
Retail prices ... 82 95 100 107 113
Real earnings=... ... . . 82 89 100 109 110

Sourge: Bank of Japan, Economic Statistics Monthly (Tokyo);
Economic Counsel Board, Japanese Economic Indicators (Tokyo).
Food und Agriculture Organization of the United Nations.

4 Including manufacturing, mining, clectricity and manu.
factured gas.

b Figures are for erop years, beginning in the year indicated.

¢ Monthly earnings in manufacluring, mining, commerce and
finance.

The increase of 7 per cent in industrial production
in 1954 was accounted for by the substantial increase
in government demand and by the continuation of in-
ventory accumulalion financed by the expansion of
bank credit. Agiicultural production increased, accord-
ing to preliminary estimates, by about 12 per cent,
mainly as a vesult of a larger rice crop. With the
changes in olher sectors of the economy, real gross
national product in 1954 showed a fuither substantial
inerease, which was, however, smaller than that of 1953,

% According to the official forceast, real gross national product
in 1954 was to increase by 3 per cent, which was to be zceounted
for entirely by a rise in agricultural production. The sim of the
defiationary poliey was te biing demand factors inte line with
this small increase in gross national product. Fhe real balance of
exports and imports was to rise, while a small increase in private
consumption (in propertion to the gain in gross national prod-
uct} was to be offsel by a decline in both private investment and
government expenditure.

On the demand side, the real balance of foreign trade
improved in 1954 although not to the extent expected.
During the first half of 1954 the volume of imports
rose sharply above the 1953 level, in spite of the an-
nounced cuts in allocation of foreign exchange at the
beginning of the year. Except for {oodstufls, which were
imported by the Government after the crop failure of
1953, the increase in imports was partly speculative
in nature and was financed by {oreign exchange left in
private hands under various export incentive schemes.
However, the volume of imports started to {all during
the second half of 1954. The reasons for this were more
strict control of imports, slackening in the rate of
increase in industrial production and a decrease in im-
ports of staple foods as a result of improved domestic
production. For the year as a whole, the volume of
imports was about 4 per cent higher than in 1953. By
contrast, for the same period the velume of exports
expanded more than 20 per cent. Invisible receipts,
other than special procurements, which declined
sharply, probably also increased.

Contrary to the [orecast, there was a substantial rise
in government expenditure as a result of increases in
expendilures on investment and armament. Private in-
vestment in fixed capital inereased, but constiuction
activity declined. Total private investment rose, partly
because of substantial accumulation of producer and
trader invenlories, which resulted from yather stable
consumption in the {ace of the rise in industrial output.

Consumption rose slightly in 1954, but less than in
proportion to the increase in gross national product.
The index of urban consumer prices rose significantly,
but veal eamnings of workers remained fairly stable.
The index of employment in enterprises enploying
more than thirty persons showed a small increase in

1954,
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CENTRALLY PLANNED ECONOMIES

In all centially planned economies of eastern
Furope,' important changes took place in 1954 in the
pattern of production, in the allocation of investment
among different industries and in the share of consump-
tion in national income. These changes were the result
of the new economic policies adopted during the second
half of 1953, with & view to eliminating certain dispro-
portions among various sectors of the economy which
had developed during the preceding period of rapid
industrialization. The main objectives of the policies
were to achieve in a period of two to three years a
substantial rise in output of industrial consumer goods
and agricultural products, and to increase output of
certain basie industries, such as fuel, power and mining,
which had lagged considerably behind the expansion
of manufacturing, especially the expansion of metal-
lurgical and engineering sectors of heavy industry. To
this end, resources were shifted f1om investment to con-
sumption, and consumer goods industries and agricul-
ture were assigned a higher priority in the investment
programme. At the same time disposable income of the
population was raised through increases in wages and
higher prices paid to peasants for government pur-
chases; retail prices in government and co-operative
trade were 1educed.

Although considerable progress was achieved, the
conversion of economies geared for many years to rapid
expansion of heavy industry proved to be difficult and
costly. The improvement in the supply of consumer
goods resulted in a substantial increase in real incomes
but was not commensurate with the rise in demand,
and scarcities of various consumer goods persisted.

The main obstacle to the further rise in output of
lght industry and food-processing industries was the
scarcity of raw materials due to the lag in agricultural
output, This problem, underlined by a disappointing
harvest in 1954, together with considerations related to
the military potential, prompted a reappraisal of eco-
nomic policies in some countries of the area. A new
policy was announced in the Union of Soviet Socialist
Republics at the beginning of 1955.

The new policy restores high prierity to the expan-
sion of heavy industry and puts less emphasis on the
development of light industry and food processing in-
dustries. However, it does not represent a return to the

t Fxcept Yugoslovia, which is dealt with separately.
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pattern of development preceding the changes intro-
duced in 1953, While agricultural production had been
neglected in that period, the new pronouncements gave
even wmore prominence to the development of agricul-
ture than it had received in 1953. The present policy
seems to reflect the view that further extensive develop-
ment of light industry and food processing industries
must be preceded by a huge expansion of agriculture,
and that until this objective has been achieved rapid
expansion of capacity in consumer goods industries at
the cost of slowing down expansion in heavy industry
would merely hamper the future development of the
economy.

In contiast to the centrally planned economies of
eastern Kurope, mainland China in 1954 continued to
expand its investment at a rapid rate. During the period
under review, there were no major changes in planning
and in carrying out the policy announced at the incep-
tion of the first five-vear plan in 1953. In 1953 and
1954, the rate of expansion in the output of heavy in-
dustry exceeded that in consumer goods industries.
However, production of consumer goods also rose sub-
stantially. Owing to drought in some areas and floods
in others, there was only a small increase in food pro-
duction. The increase in output of food and industrial
consumer goods together with the release of accumu-
lated stocks made possible an increase in real wages of
industrial workers and in peasants’ incomes. However,
as in the case of eastern European countries, although
for different reasons, the improvement in the supply of
consumer goods was not commensurate with the rise
in demand. Partial rationing of certain essentials (food
grains, vegetable oils and cotton cloth) was introduced
in urban areas and in certain rural areas in the latter
part of 1953 and in 1954. Retail prices remained
approximately unchanged in the period under review.

In Yugoslavia, the recovery in agricultural produe-
tion in 1953 and the sharp decline in 1954 were im-
portant influences in shaping the economic situation in
the period under review. Industrial production rose
substantially in both years, following a two-year period
of stagnation. The rise in investment and in exports,
and in the latter part of the year the effect of the very
poor harvest, gave rise to inflationary pressures in 1954,
and real wages declined slightly. In order to counteract
inflationary pressures, the Government at the end of
the year imposed controls on profits of industrial enter-
prises, investment and exports.
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Eastern European Countries and Mainland China

Magor CrANGES 1v Economic AcTiviTy,
1953 anp 1954

Industrial production

Industrial production continued to increase in 1954
in all the centrally planned economies.? In the Union
of Soviet Socialist Republics, the annual increase of
13 per cent in 1954 exceeded those of 1953 and 1952,
In all other countries of this group, the rates of in-
crease were substantially smaller than in the preced-
ing peried (table 16).

Table 16. Indices of Industrial Production in
Centrally Planned Economies, 1951 to 1954

{(Preceding year=100)

Country 1854 13952 1953 1954
Bulgaria. ... .......... 119 118 112 109
China, mainland>. ....... 137v 137 133 123
Czechoslovakia. .. .... .. 115 118 110 104
Germany, eastern. .. ..... 122 116 118 110
Hungary................ 130 124 112 103
Poland. .....,... .. .... 124 120 118 111

Romania ... .. ......... 129 123 114 107
Union of Soviet
Socialist Republics. . ... 116 111 112 113

Source: Reports on fullilment of plans.

® Excleding cutput of individual craftsmen and hondicraft
co-operatives.
Average annual rate of increase during 1949-52.
¢ Preliminary estimate.

The reasons for this decline in the rate of expansion
were not the sarme in mainland China as in the other
centrally planned economies. In mainland China in-
dustrial production {excluding output of handicrafts-
men and handicralt co-operatives) increased by 23 per
cent in 1954 as compared with a 33 per cent inerease
in 1953. The decline in the rate of increase was partly

*'The countries analysed in this section do not publish regular
statistical series. All datn given in the chepter are derived from
quarterly and annual reports on fulfilment of plans, budgstary
statements and other official announcements published in the
government daily press and other periodicals. Most of the data
are given in percentage changes between the preceding year
and the current year. Absolute figures are given from time to
time for specific commodities,

In the centrally plenned economies of eastern Europe the
percentage changes in isdustrial production relnte to gross
output. Se long as the degree of deuble-counting involved in this
method of computatien remains unchanged, the indices of gross
nnd net output meve in a roughly parallel way. However, the
degree of double-counting may be affected by struetural changes
in the cconomy. The effect of these changes is likely to be small
over a shorl period, but it may be significant in longer-range
comparisons. In the Union of Soviet Socialist Republics, the
new index of industrial production used since 1952 is weighted
on the basis of prices as of 1 January of that year. This has
eliminated a major defect of the old index, in which the weight-
ing was based on 1926/27 prices. The new index has not been
extended beck for the years preceding 1952 The concept of
national income used in these countries corresponds to net

due to the fact that by 1954 most idle capacity had been
brought into use. But it was also due to the effect of
changes in the structure of investment. In earlier years,
as well as in 1953, the Government had devoted a large
part of its investment programme to the restoration and
reconstruction of existing productive capacity, with the
result that investment expenditure brought about a
rapid expansion in production. The new investment
programme under the first five-year plan, which began
in late 1953, concentrated on construeting new large-
scale heavy industries, based to a large extent on capital
equipment imported from the Union of Soviet Socialist
Republics. A large part of this new construction was
not yet completed and thus could not be used for pro-
duction in 1954,

Among the remaining countries of this group, the
decline in the rate of increase from 1953 to 1954 was
rather moderate in Bulgaria and eastern Germany but
elsewhere it was drastic—in Czechoslovakia from 10 to
4 per cent, in Hungary from 12 to 3 per cent, in
Romania from 14 to 7 per cent and in Poland from 18
to 11 per cent. The decline in the annual rate of growth
of industrial production was related to the new policies
adopted in 1953, which involved a slowing down of the
process of industrialization, a reduced share of invest
ment and an enhanced share of consumption in national
income, However, these changes in policy were in part
attributable to the lag in output of industrial and agri.
cultural raw materials as well as in the production of
fuel and power, and to the growing difficulty of adding
to the industrial labour force; these tended to retard
the advance of industrial production. In some countries
inadequate supplies of imported raw materials were
a further factor. These persisting bottlenecks were to a
large extent responsible for the dificulties encountered
in attempting to reach the targets set for 1954 in several
countries of this group.

output, inclusive of indirect texes, of industry, agriculture,
transport, communications and trade, Only percentage changes
measured in constant prices are published.

For mainfand Chins, no national income data are published.
A rough indication of changes in national income is provided
by the official index of total output of industry and agriculture.
Litle informuation is available on ihe method of construeting
this index although output data for individual commodities in
both sectors are published. According to official statements,
considerable effort is being made to improve the quality snd
the eoverage of statistical information.

The publications most frequently used in the chapter are the
following Bulgarin: Rabatnichesko Delo (Sofin); mainland
China: Jin Min Erh Pae snd People’s China {Peking) ; Czecho-
slovakia: Rudé Prdvo and Crechosloval: Economic Bulletin
(Prague) ; eastern Germany: Newes Deutschland and Die
Wirtschaft {Berlin) ; Hungary: Szabad Nep, Statisztilatl Szemie
und Hungarian Bulletin (Budapest) ; Polend: Trybune Ludu,
Nowe Drogi and Gospodarka Planowa (Warsaw); Romania:
Scinteia and Probleme Economice {Bucharest) ; Unijon of Soviet
Socialist Republics: Pravde, Foprosy Elonemili, Statistichesicy
Vestnile and Planovoe Khozyaistvo {Moscow).
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In some countries the shift of resources from invest-
ment to consumer goods industries, required by the new
policies, was not accomplished without some difficulty
and dislocation. The smooth flow of raw materials and
semi-fabricated goods through the productive process
was interrupted, leading to undue accumulation of
stocks at some stages and bottlenecks at othexrs. In the
first quarter of the year, the severe weather created
special problems in the supply of fuel and power. In
these circumstances, though productivity was improved
and costs reduced, what was accomplished in this re-
gard fell considerably short of the plan in most coun-
tries of the group.

The most serious difficulties were experienced in
Czechoslovakia and Hungary. In these two countries a
drastic upward revision of the targets for heavy indus-
try in 1950 involved major alterations in the structure
of their economies, and the change of policy in 1953
and its consequences were therefore more pronounced
than in other countries. In both countries the plans for
fuel, coal and engineering were not fulfilled, which
created difliculties in other industries. In Czechoslo-
vakia, there was a further revision of plans in the course
of the year, involving the scaling down of targets. The
hottlenecks in coal, ore, rolled steel and some other
industries prevented the fulfilment of export targets
and thus adversely affected imports of raw materials
and food. In Hungary, the dislocation resulting from
the shift in policy was even greater, and thus the te-
quired transfer of resources was much more difficult to
achieve. The output of consumer goods increased sub-
stantially but that of producers’ goods fell, productivity
declined and costs increased.

In Bulgaiia and Romania, which are the lenst indus-
trialized countries of this group, and in Poland, where
the original plan had not been altered, the changes
introduced in 1954 were much more moderate than in
Czechoslovakia and Hungary.

The output of consumer goods increased substantially
in all the centrally planned economies. In the ecastern
Luropean countries, the increases were particularly
striking with respect to durable consumer goods, which
had been produced on a very small scale in the preced-
ing period. In most countries the output of consumer
goods incteased in 1954 either at a higher rate than
that of producers’ goods, or at the same rate, as is
apparent {1om the incomplete data set out in table 17.
No aggregate data are available for Bulgatia and the
Union of Soviet Socialist Republics, However, the in-
dices for specific goods seem to indicate that in these
counhiies also the increases in the output of consumer
zoods were very substantial, although it is not certain
whether the difference between the 1ates of increase in
the two seclors was narrowed. In mainland China the
output of pioducers’ goods continued 1o increase at a
higher 1ate than that of consumer goods although the
latter also showed substantial increases.

Table 17. Indices of Qutput of Consumer and
Producers’ Goods in Centrally Planned Economies
of Eastern Europe, 1954

(1953 =100}
Consttiner  Producers’

Counlry Talal geods goade
Czechoslovakia .. .. ...... 104 105 104
Germany, eastern . .. ... 11l 116 e
Hungary .. ... ... . 103 1100 g
Poland. ..... ........... 111 111 lils
Romanmia. ... ... ........ M7 111 104

Source: Reports on {ulfilment of plans.

s Light industry only; in the focd processing industry 112,

b Including consumer goods produced by heavy industry.

e Based on official statements that the rales ef increuse were
nppl&oximateiy the same for produters’ goods as for consumer
goods,

The increase in the output of consumer goods was
made possible in all centrally planned economies by
a more complete utilization of existing capacity as
well as by new capacilty coming into use. In eastern
European countries, an improved supply of agricul-
tural raw materials from the 1953 harvest, higher im-
pouts of raw malerials for use in light industry, the
larger share of fuel, power and labour allocated to
consumer goods industries, and probably also the draw-
ing down of reserve stocks, helped to account for the
increase. Although the 1ise in investment in consumer
goods industries could not have an appreciable effect
on output in 1954, the higher prioiity given to these
industiies in the distribulion of resources made for
better utilization of capacity and accelerated the com-
pletion of plants in process of construction. For durable
consumer goods, the increase in output was achieved
in part by devoting more capacity in heavy industry
to their production.

Employment and productivity

In the Union of Soviet Socialist Republics and in
mainland China, industrial employment increased at
the same rate as in 1953, While the rate of inciease was
slightly higher in Bulgaria, in the remaining countries
of the group it was lower then in the preceding year.
In several countries, especially in Crechoslovakia, east-
ern Germany and Hungary, labour was in shoxt supply
in some sectors of the economy.® This was partly owing
to the fact that, in conformity with the new economie
policy, further withdrawals of manpower from agri-
culture were restricted. Moreover, some labour flowed
back to the rural azeas as a result of various advantages
accorded to peasants under the new policy.

Qutput per man increased more than in 1953 (table
18) in the Union of Soviet Socialist Republics and in
mainland China. In most of the other countries the
increases were much smaller than in eailier years. In

2 Tn Hungary, the reorganization in industry and in adminis-
trative service gave risc to some temporary unemployment.
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Table 18. Indices of Industrial Employment and Quiput per Man in Centrally Planned Economies,
1951 10 1954
{Pieceding year=100)
TIndusirial employmenis Quiput per mans
Country

1951 1952 1853 1954 1951 1952 1853 1854
Bulgaria. A 104 106 105 106 114 111 167 102
Ching, mainjand . ... . 122 115 - . . 113 Ce
Czechoslovakia 105 1031 103 102 110 116 107 102
Germany, eastern . 112 105 loTe 105¢ 113w 113 100 104
Hungary ... ... 114 112 108 1050 114 111 104 98.5
Poland. .. .. 169 106 106 104 14 113 111 107
Romania.. . .................. 117 109 .8 104 110 113 103
Union of Soviet Socialist Republics. . 106 104 106 1060 119 107 106 107

Source: Reports on Tulfilment of plans.

2 In some instances indiees of employment in industry are
derived from indices of production and of outpul per man; in
others it is the index of culput per man which is derived

Bulgaria the rise in output per man was only 2 per cent,
compared with 14, 11 and 7 per cent increases in the
preceding three years, while in Hungary output per
man fell by 1.5 per cent as compared with 1953, In
most of the countries of this group the targets set for
output per man were not fullilled. This was partly the
effect of a severe winter in 1953/54, which in many
counliies led o shortages of {uel and power and caused
interruption of work. Probably a more important factor
was the slowing down of production because of the
structural changes necessitated by the shift towards
consumer oulput.

Agricultural production

Agricultural production generally increased in 1953.
The greatest increase took place in Hungary, which had
suffered a disastrous decline in 1952; there agricul-
tural production rose by about 28 per cent in 1953.
Livestock numbers, however, were lower than in 1952
In Czechosiovakia, all crops except wheat, oats and
rape-seed were substantially higher than in 1952, but,
as in Hungary, the number and yield of livestock were
reduced. In Bulgaria and Romania crops increased
substantiaily, and livestock numbers increased slighily.
In the Union of Soviet Socialist Republics the grain
crop was lower than in 1952, the potato crop unchanged
and cirops of colton, sugar-beeis, sunflower seeds and
vegelables higher; livestock numbers increased sub-
stantially, In mainland China, total agricultural pro-
duction increased by 1.5 per cent above the 1932 level.
Production of food grains increased only slichtly. The
increase in the output of sugar.cane, tobacco, some
important oil-bearing crops and livestock was oflset by
a large decline in cutput of cotton. In Poland the giain
crop was lower, mainly because of a decline in coarse
grains, while output of sugar-beets and potaioes rose
and there was an increase in livestock numbers.

b Nationalized industry only.

© Total employment increased by ene per cent.
4 Total employment increased by 12 per cent.
¢ Total employment increased by 4 per cent

In 1954, as a result of bad weather in eastern Europe,
grain crops were smaller in most countries of the ares.
The sharpest declines took place in Bulgaria and in
Hungary where bread grains fell about 11 per cent.
The grain crep as a whole {ell less, since in Hungary the
output of maize was higher and in Bulgaria the output
of coarse grain remained unchanged. Cattle numbers
remained unchanged in both countries, but the number
of hogs incieased in Hungary. In eastern Germany out-
put of grains and pulses declined by 2 per cent, while
potatoes, sugar-beels and fodder crops increased by 20,
19 and 39 per cent; livestock remained unchanged,
except that the number of sheep rose by 11 per cent.
In Romania bread grains declined, but the maize crop
was substantially higher, and agricultural output ap-
pears 1o have risen in total. In Cezechoslovakia crops
were lower, but output of livestock products rose by 5
per cent. Cattle and sheep numbers were unchanged,
but the number ol hogs increased.

In the Union of Soviet Socialist Republics total agri-
cultural produection was very slightly above 1953. The
grain crop was somewhat better than in 1953 despite a
substantial {&11 in ciops in the southern Ukraine and in
the Volga region due to bad weather; the output of
colton, {lax,! potatoes and vegetables was higher than
in 1953. Livestock numbers incieased—cattle by 3 per
cent, hogs by 7 per cent and sheep by 2 per cent, In
mainland China, output of food grains increased by 3
per cent, mainly as a result of an increase in the owtput
of wheat. Produclion of cotton in 1954 remained at the
level of 19533, but other industrial crops, as well as
livestock products, continued to show conlinuous sub-
stantial increases. Only in Poland was agricultural pro-
duetion appreciably higler in 1954 than in 1953 ; ciops

* The incresse in the crop of flax represented only a slight
recovery from the sharp decline in the period 1651 to 1953,
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Table 19. Indices of National Income and Investinent in Centrally Planned Economies, 1951 to 1954
{Preceding year=100)
National income Tnuesiment
Coundry
1854 1952 1953 1954 1951 1952 1853 1956
Bulgaria. . e 136 116 - 141 114 111 OB~
China, mainland . .. .. .. .. e 111w 113e .. 118 131
Czechoslovakia . 110 115 105 ... 117 100 160
Germany, eastern . . 116 111 106= 141 135 121 1054
Hungary . .. .. 123 105 112 cas 145 125 107e 67
Poland .. .. . 112 110 110 107 138 122 115 102
Romaaia...... . .. ... ... .. ... 131 136 128
Union of Soviet Socialist Republics. . 112 111 108 111 112 111 104 115

Seurce: Reports on fulfilment of plans.

» Derived from data on planned total investment and on per-
centage fulfilment of the plan.

weze higher by 6.7 per cent, grains alone by 10 per
cent,® livestock production by 2.4 per cent and total
agricultural output by 4.8 per cent.

National income and Invesiment

In the Union of Soviet Socialist Republics and in
mainland China, national income increased in 1954 at
a higher 1ate than in 1953, The rates of increase for the
Union of Soviet Socialist Republics were 11 per cent
as compared with 8 per cent in 1953, and for mainland
China 12.6 per cent® as compared with 11.4 per cent
(table 19). In most other countries the rate of increase
slackened perceptibly. In Poland it fell from 10 per
cent in 1953 to 7 per cent in 1954, Very tentative esti-
mates for other countries of the group suggest that in
eastern Germany and Romania national income in-

® This represented in part a recovery from the poor harvest

in 1953.
% For mainland China, the index of total cutput in sgriculture
and industry was used as an indicator of changes in national

income.

b Preliminary estimate, Total output of agricultureand industry.

¢ Partly estimated

d Six months. According to some official sources the increase
was only 3 per cent,

creased, but at a lower rate than in the previous year;
in Czechoslovakia and Hungary national income in-
creased little, if at all, and in Hungary it may have
declined.

Investment in fixed capital in 1954 increased in both
the Union of Soviet Socialist Republics and mainland
China. In the Soviet Union investment increased by 15
per cent as compared with the exceptionally low rate of
4 per cent in 1953, hut the 1ate of increase was not much
higher than that achieved in 1951 and in 1952. In main.
land China, owing to the acceleration of industrializa-
tion under the five-year plan, investment in fixed capi-
tal, which had increased by about 18 per cent in 1953,
showed a further farge increase of about 31 per cent in
1954.

In other countries of this group, investment in fixed
capital either declined, remained unchanged or in-
cressed at a much slower rate than in 1953, In eastern
Germany investment in fixed capital in the first helf

Table 20. Indices of Investument in Selected Sectors of the Centrally Planned Economies
of Eastern Europe, 1954

{Preceding year = 100}

Czechoslovakion  Fuslern Germuany Poland® Romaniu A58
Hem {Full year} (Firsl half) {Full year) (Fall yeur) (Firsl half)

Total 100 1054 162 114
Light industry s 27 16'?} 14
Food processing industry . o 280 ... 181 148
Agriculture. .. . . 200 . 137 160 153
Trade 230
Housing 139 198 121- 120

Source: Reperts on [ulfilment of plans.
s The index for social and culturnf services was

b The indes for social and cultural services was
123,

¢ The index for transport was 108,

d Aecording to other officizl sources, 3 per cent
only. For the year as a whole, investment in the .
food pracessing industry increased by 56 per cent,
in light industry by 11 per cent, and in housing by
13 per eent. No dsta on total investment were
published.

e Housing and public utilities.
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of the year increased by 5 per cent as compared with
21 per cent in 1953 as a whole. In Poland investment
rose by 2 per cent, as compared with 15 per cent in
1953, In Czechoslovakia in both 1953 and 1954 invest-
ment remained at the level of 1952, In Bulgaria invest-
ment declined by 2 per cent in 1954, as compared with
an increase of 11 per cent in 1953. Hungary was the
only country of the group where investment declined
sharply, in fact by as much as 33 per cent.

The changes in investment in eastern Europe de-
scribed above were mainly the ouicome of the decision
to increase the share of consumption in national in-
come. However, in some countries investment plans
were not {ulfilled, partly at least because of the diffi-
culties inherent in bringing about shifts in the distri-
bution of investment. The fragmentary data presented
in table 20 give a gencral indication of the direction
and magnitude of these shifts.

The very large increases in investment in light in-
dustry and in food processing industries, agriculture
and housing in eastern European countries, when set
against the increases in total investment, show that the
rate of Increase in heavy industry was lower than the
average. This difference was nol necessaiily very con-
siderable. The sectors in which the sharpest increases
took place claimed less than 20 per cent of the total
in 19537 and consequently a sharp rise in investment in
these seclors would not depress substantially the rate of
increase in investment in heavy industry as compared
with the average rate.

It seems, however, that in some countries investment
in heavy industry did in fact decline. In Hungary there
was obviously a decline, since total investment was
drastically reduced while substantial increases took
place in agriculture, housing and other consumer goods
sectors. The small increase in total investment in
Poland, in the face of substantial increases in certain
consumer sectors, indieates a decline in investment in
heavy industry. It is also possible thal total investment
in heavy industry declined in eastern Germany and in
Czechoslovakia despite the f{act that investment in
power and mining increased in both countries. In east-
ern Germany it was officially stated that the shayp in-
creases in investment in consumer industries and in coal
and powey in the frst quarter of 1954 were made pos-
sible by a 49 per cent decline in investment in the
metallurgical industry and by a 68 per cent decline in
investment in the engineering industry. In Czechoslo-
vakia total investment {or the year as a whole remained

*For instance, in Polund in 1953 investment in agriculture
absorbed 9 per cent of the total, light industries 7 per cent; in
the Union of Soviet Socialist Republics, food processing and
Hght industry 5 per cent, and agriculiure 8 per cent, In Romanie
the plan for 1951 1o 1955 allocated 9 per cent of total investment
to Jight industry and 10 per cent to agriculture. In most of the
countries investment in heavy indusiry claimed 40 to 50 per
cent of the total

at the 1953 level, while investment in censumer goods
industries and in agriculture incieased sharply. This
would indicate a {all in investment in heavy industry
although investment in power stalions increased by 7
per cent. In the Union of Soviel Secialist Republics,
where investment in heavy industry increased in 1954,
an estimate based on the data for the first half of 1954
seems to indicate that this increase must have been very
small by comparison with a 15 per cent increase in
total investment. In mainland China, where the policy
of rapid industrialization continued in 1954, invest-
ment in heavy industry increased much more than did
investment in consumer goods industries and agricul-
ture.

In the Soviet Union, where national income increased
by 11 per cent and investment by 15 per cent in 1954,
investment absorbed a larger share of national income
than in 1953.% The same was true of mainland China.
In most other centrally planned economies, the share
of investment declined, in accordance with the policy
announced in 1953,

In eastern Luropean countries other than the Union
of Soviet Socialist Republics, the effect of these changes
in investment on that part of national inceme available
for consumption was enhanced by a decline in military
expenditure. In most cases this decline was very slight.
However, in the Union of Soviet Socialist Republics,
where budgeted military expenditure was lower by
about 10 per cent in 1954 than in 1953, this decline
could easily have offset the effect of the rise in invest.
ment and brought about an increase in the share of
consumption in national income.®

Demand-supply position

In 1954, in all centrally planned economies, there
were important changes in both demand and supply.
However, developments in the eastern Lurepean cen-
trally planned economies and in mainland China dif-
fered considerably, panlly in reflection of different
policies applied in 1954, While mainland China con-
tinued to pursue a policy of rapid industrialization, in
most eastern European countries this policy was at
Ieast temporarily relaxed.

In the latter countries, the supply of consumer goods
increased substantially as a result ol expanded output
of light industry and the food processing industiies, a
sharp rise in output of durable consumer goods, an
tmprovement in agricultural output because of the bet-
ter 1953 harvest, which aflected supply during the
grealer part of 1954, and also a diawing down of in-
ventories. The increase in the market supply of con-

8¥n 1953 the share of investment in national income was
sharply reduced; the incresse in 1954 restored the 1952 ratio,

*In the budget for 1955, militery expenditures were raised
by abeut 12 per cent.
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sumer goods, as reflected in dala on retail sales in State
and co-operative trade, is shown in table 21.

Table 2]. Indices of Volume of Retail Sales in State
and Co-operative Trade in Centrally Planned
Eeconomies, 1954

(1953 =100}

Couniry Indez
Bulgarias. ... ..., .. ... oo 129
China, mainland®, . . ... .. ... ... .. ... 118
Czechoslovakiav .. . . ... . ... ... . . 120
Germany, eastern® . . ... ... ... ... .. ... 114
Hungatry. ... .. ... .. .. ... ... 121
Poland. O 3 £
Romania . ... ..... .. .......... ... .. . 1i5
Union of Soviet Socialist Republies . ..... .. ... 118

Soree: Reports on fulfilment of plans.
s Six months.
b Ineluding private trade.

In several countries sales in rural districts increased
more than sales as a whole, which no doubt reflected the
effort to divert a larger proportion of industrial goods
to rural areas in order to encourage larger output and
deliveries of agricultural products. However, this in-
crease may reflect also the fact that retail sales include,
in addition to consumer goods, certain investment
goods, such as building materials, cement and some
farm implements, sold to agricultural producers. The
increased sales of such goods could not significantly
influence the over-all index, but might have had an
impoitant effect on the trend of sales in rural areas.

Although in pievious years data on retail sales in
State and co-operative trade might have reflected in
part a shift from private trade, either in urban areas
ot on farm markets or both, this does not seem to have
heen the case in 1954. Indeed, sales on farm markets
increased in all countries of this group, and private
trade by handicraftsmen and small retailers was en-
couraged in several countries. The growth of private
trade was especially important in eastern Germany,
where it represented a significant proportion of all
trade, and in Hungary, where handicraftsmens’ output
and sales increased substantially in 1954. The 1ise in
supply on [arm markels was particularly large in Bul-
garia, Romania and Hungary.

In most of the countries, sales of industrial consumer
goods increased proportionally more than sales of food.
The large rates of increase in supply of durable goods
in several countries must be considered in relation to
the rather low volume of owtput during the preceding
period, There was, however, a substantial increase in
absolute terms in the supply of such staples as textiles
and footwear in most countries of this group.*®

¥ In Romania there was only a moderate inerease in the

supply of these goods; sales of food increased more than sales
of industrial consumer goods.

In 1954, as in 1953, retail prices of consumer goods
in State and co-operative trade were reduced. In the
Union of Soviet Socialist Republics, eastern Germany
and Hungary, prices were reduced much less than in
1953, while in Czechoslovakia and Poland they were
reduced more than in 1953.2* In Hungary, Romania
and Bulgaiia, at least in the first half of 1954, prices
of several foods on farm markets were lower than in
the corresponding period of 1953, In Bulgaria the
decline amounted to about 10 per cent.

Despite the increase in supply ol consumer goods
in all countries of easlern Europe, there was no signifi-
cant improvement in the refation of supply to demand.
In fact, in some countries the pressure of demand upon
supply seems to have increased. The increase in demand
in 1954 reflected a substantial rise in the incomes of the
population as a result of various measures intzoduced
in the latter part of 1953 and in 1954. Money wages
were raised, and furthermore there was unautheorized
over-spending of wage {unds by State enterprises. In-
come taxes aznd subscriptions to loans were reduced.
Simultaneously, the incomes of peasants were substan.
tially increased by the 1ise in prices paid for deliveries
or contractnal purchases by government agencies, by
the reduction in delivery quotas, which left a larger
share of output for sale at higher prices in the fiee
market, and by the reduction in taxation.

In all countries of the group except the Union of
Soviet Socialist Republics and Poland, the rise in wages
far exceeded the increase in productivity in industry.
The disparity between changes in produetivity and
money incomes was not limited to industry. Indeed, the
vise in prices paid to peasants by government puichas-
ing agencies, the reduction in 1axes and other measuzes
introduced in 1953 and 1954 in all eastern European
countries increased peasant money income per unit of
output. [t follows that the average money income of the
popuiation increased more than average productivity,
a disparity which tended to create an unbalance between
demand and supply. The price reduclions on consumer
goods in government and co-operative tiade that took
place in 1953 and 1954 were in some countiies an even
more important influence tending in the same divection.

Since the Government claimed a smaller share of the
national product for investment and military expendi-
ture, a larger share of output was available for con-
sumption. However, it appears that at the price levels
established and maintained in 1954, the shift in the
compesition of output in favour of consumers did not
match the shift in purchasing power described above.
In these circumstances, demand continued to press upon
supply and in some countries the pressure was accentu-
ated, especlally as compared with the second half of
1953,

¥ Tn Czechoslovakie prices were reduced by about 10 per

cent, in Poland by 6 per cent and in the USSR by 4 per cent
in 1954.
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It seems probable thal in severa! countries the new
income-price relationships were not introduced on the
basis of careful planning of supply and demand but
rather were conceived of—at least in part—as o means
of encouraging higher production in agricullure and
in industry. In the Union of Sovict Socialist Republies
it was officially stated that piices were reduced as a
matter of policy even though the lower prices were not
fully warranted by the supply situation.

These developments took place against a background
of rising real incomes and consumption, and in these
circumstances there was a tendency {or demand to shift
towards better quality products. Thus, the pressure of
demand expressed itself in specific shortages of certain
foodstulls and industrial consumer goods. Prices in
government trade were maintained at the yeduced level,
but in some countries the pressure of demand led to
an increase in prices of cerlain goods on free markets
and encouraged black market operations. In some coun-
tries manufactwed goods were purchased by specu-
lators for tesale at higher prices, and in the rural areas
itlegal slaughtering’® and sale of livestock took place.

While in all couniries ol the group there weie short-
ages of some industrial consumer goods, in most coun-
tries the prineipal shorlages were in foodstulfs, prin-
cipally animal products, {ruils and some vegetables.
In Hungary, {or example, prices of these {oodstufls 1ose
on larm markets. In Poland there was an extension of
black market operalions in meat, especially in the
second hall ol the year,

Romania and eastern Germany, the only two coun-
tries of the group in which rationing was maintained in
1954, had both anneunced their intention of abolishing
it in the course of the year. However, in eastein Ger-
many the supply-demand situation did not improve
enough to permit derationing. In Romania, the sub-
stantial increase in the outpul of Tood and industiial
consumer goods, logether with the fact thal prices were
not much redueed, brought supply and demand into
hetter balance than in several other counlries. When
rationing was abolished®® at the end of the yem, prices
of most consumer goods were raised to the level of {ree
sale prices, which weie substantially higher, while
prices of some {vodsiufls (meat, beans, eggs, milk) were
raised above the free sale prices. However, prices of
some indusirial consumer goods, farm implements and
building materials were set at a Tevel about 10 1o 20 per
cent below former [ree sale piices. The eflect on real
wages of the inciease in prices of goods previously
1ationed was at least in pait compensated {or by 2 rise
in wages, honnses, pensions and other payments to
wage and salary earncrs. The exlent of this compensa-
tion cannot be asceitained for lack of adequate data,

* Before fulfilment of delivery quotas

2 Although rationing and the system of dual prices were
abolished, special coupons wese introduced for wape earners,
entitling them to priority purchases of bread.

especially with respect to the share of rationed supply
in total purchases of wage earners. For the peasants,
the reduction of about 10 to 20 per cent in the prices
of manufactured goods and of various agricultural
implements represented a net gain,

In mainland China, changes in the relationship be-
tween demand and supply were different {rom those in
the centrally planned economies of ecastern Europe.
Moreover, the situation changed notably in the course
of the period under review. During 1952 and maost of
1953 the rise in government investment and military
expenditure was accompanied by an increase in the
supply of consumer goods approximately suflicient to
meet the growing demand. The velume of total retail
tarnover increased by about 20 per cent in each of these
two years. However, the situation changed in 1954, The
large increase in consumer income, arising out of a
sharp rise in government investment expenditure, not
fully financed by taxation, was not matched by the rise
in supply of consumer goods. On the one hand, the
increase in production of industrial consumer goods
was smaller than for total industiial produclion, as a
result of the Government’s policy ol speeding up the
raie of industrialization; on the other hand, the plan
tor agriculture was not {ulfitled because ol bad weather.

Retail sales increased by ahout 18 per cent in 1954,
This was made possible by the substantial inerease in
output of industrial consumer goods and, in many in-
stances, also by 1unning down reseive stocks. However,
there was an unbalanee between demand for, and sup-
ply of, some staples, such as cotton cloth, vegetable oil
and food grains ™ In large cities, moreover, the pressure
of demand upeon the supply of food was aceentuated
by a considerable inciease in demand resulting from
rapid expansion of industiial employment, which ab-
sorbed a large influx of smiplus 1ural labour. There-
fore, in November 1953, the Government introduced
in the large cities and certain rural areas a scheme of
paztial rationing of food grains and vegetabie oils,’®
[ollowed by iationing of cotton cloth in Seplember
1954, Average retail prices®® in eight large cilies re-
mained practically stable from 1952 10 1954

In spile of the deficiencies described, real incomes
increased substantizlly in all countries of the gioup in
1954, Money wages 1ose in Bulgaria by 5 per cent, in

Y The domestic supply of certain agricultural staples could
not have been appreciably alfected by changes in exports since
the volume of exports of these products did not increase sig-
nificantly during this period.

18 The scheme of rationing adopled for food grains and vege-
table oils was confined to Jarge cities and certain 1ural arcas
The articles rationed varied in dilferent regions: fov instance,
in the nerth region wheat flour was rationed but not rice,
whereas in the south region the reverse was true.

% Retail price indices are based nupon “parity savings units’
or “parity woge units” im eight large cities The parity units
consist of 0 number of commedities, in {ixed proportion, which
reflect local consumption habits; {or instance, in Shanghai: rice,
eoal briquettes, vegetable oil and cotton fabrics; in Peking:
millet, wheat flour and colton fabrics
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eastern Germany by @ per cent and in Romania by 8
per cent. Since prices declined, the increases in 1eal
wages in these countries were larger* In Czechoslo-
vakia real wages increased by 20 per cent: in Hungary
by 15 per cent. In Poland real wages 1ose by 12 per cent
in 1954, while the average 1eal income of peasants rose
by 11 per cent, reflecting the increase in faim output
and in the prices received, as well as the reduction in
prices paid for manufactured goods. In the Union of
Soviet Socialist Republics 1eal wages increased by 5
per cent mainly as a 1esult of price 1eductions. Since
employment increased by more than 4 per cent, the
real wage bill rose by about 10 per cent. Total income
of the population increased by 11 per cent in real
terms, which indicates an approximately parallel in-
crease in the real income of peasants and that of the
urban population.

The particulariy sharp rise in real wages in Czecho-
slovakia, Hungary and Poland represents in part a
recovery from the decline that had occurred between
1950 and the latter part of 1953, Differences in the rates
of increase in real wages among the countries of eastern
Europe reflect the variety of their experience in foreign
trade as it affected the supply of consumer goods, in
agricultural production, which fluctuated sharply in
some couniries, as well as in the extent of the shift
from investment to consumption that took place in 1954.

In mainland China, real wages of industrial workers
increased by 5 per cent in both years. Incomes of
peasants also increased, reflecting the rise in output
and in prices paid by government purchasing agencies.
The rise in real incomes was made pessible by an im-
provement in supply of consumer goods arising from
both an increase in output and the release of govern-
ment stacks accumulated during the preceding years.

PLANS AND POLICIES

In 1954 the economic policies pursued in eastern
Kuropean countries differed in many important respects
from those followed in mainland China. While eastern
European policies underwent considerable modification
in 1953 and again in 1954, mainland China continued
to follow the policy laid down at the inception of the
current five-year plan of development. In view of these
differences, mainland China is treated separately from
the rest of the group in the following discussion.

Until the end of 1954 all centrally planned economies
of eastern Europe continued to follow the economie
policies introduced during the second half of 1953.
However, because of difficulties encountered in raising
agricultural production, increased attention was de-
voted to problems of agriculture.

I the case of scarcities the increases in real wages would
not necessarily indieate a corresponding increase in consump-
tion. The case is similar o o deeline in ration prices net asso-
cinted with an incresse in the Tation.

In some countries further incentives were given to
peasants in the form of higher piices for certain de-
liveries, or reduction in quolas, as well as in the form
of prioxily sales of manufactured goods for fulfilment
af deliveries. In several counliies special attenlion was
given to extending the area under cultivation, Czecho-
slovakia and Poland announced plans to 1eclaim aban-
dened land, but in these two countiies this policy could
have enly limited scope. In the Union of Soviet Socialist
Republics, however, it was decided to plough 13 million
hectares of fallow and virgin lands in the eastern part
of the country. This operation, which required huge
capital investmment and the resettlement of about
200,000 workers, was successfully carried out, and the
original target substantially exceeded. By the end of
the year 17.6 million hectares®® had been claimed for
cultivation, which was equal to about 11 per cent of the
previous sown area of the Soviet Union.

In most countries which have announced their plans,
the policy pursued in 1954 is to be continued in 1955,
As in 1954, the new annual plans give priority to
expansion in output of consnmer goods, raw materials,
fuel and power—sectors which had lagged behind dur-
ing the preceding period of rapid industrialization,

Industrial production is planned to increase in
1955 by 7 per cent in Czechoslovakia, by 9 per cent
in Poland and the Union of Soviet Socialist Republics
and by about 10 per cent in eastern Germany. In Czecho-
slovakia, Germany, Hungary and Poland the output of
consumer goods is to increase in 1955 at a faster rate
than that of investment goods.® However, the relation-
ship between the rates of increase for consumer and
investment goods planned for 1955 is generally con-
sidered rather exceptional in the light of long-range
objectives. It is intended primarily to bring about a
better balance between the two types of output during
a two-year or three-year period.

In most countries of the area 1955 is the last year
of the long-term plans of development now in progress,
Czechoslovakia and Hungary, whose long-term plans
ended in 1953 and 1954, respectively, decided to post-
pone the beginning of their new long-term plans until
1856 in order that they might be inaugurated simul-
taneously with those of other countries.*® The new five-
year plans for 1956 to 1960 are to be prepared in closer
co-ordination, on the basis of division of lahour among
the countries of the group, and are to take into account
such factors as availability of local resources of raw
materials, fuel and power, as well as transportation

** Only 3.6 million hectares were sctually sown in 1954

* In Czechoslovakin, for instance, the planned increase in the
food industry is 9.5 per cent Light industry is to raise the out-
put of goods for domestic consumption by 22 per cent, which
may imply some reduction in exports. In Peland the target for
investment goods is ¢ 6 per cent increase, while the output of
consumer goods is to incresse by 11 per cent

? In Bulgaria the current five-year plan was inaugurated in
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Table 22. Planned Expenditure on the Development of the National Economy in the
Union of Soviet Socialist Republies, 1954 and 1955°

It 1954 1255 1855
o routlen e e AR (s34 100

Totai 3267 100.0 335.2 100.0 102.6

Heavy industry ... ...... 133.2 40.8 163.6 48.8 122.8
Congumer goods industries and

trade. .. ...l 36.7 11.2 279 8.3 76.0

Agriculture. .. . ... .. ..., 511 15.6 65.2 19.5 127.6

Tramsport . ....... . ... .. 38.8 11.9 40.5 12,1 104.4

Others........ .. e 66.9 20.5 38.0 11.3 56.8

Source: Pravda (Mescow)}, 28 April 19545 11
Tebruary 1955.

2The data shown in this table cover not only
allocations from the budget but also planned ex-
enditures to be financed from funds aceumulated
y industries. In addition ¢ investment, alloca.
tions for the naticnal economy include all curreat
expenses of machine and tractor stations,subsidies,
expenses of technical training in factories, expendi-

costs and other elemen!s determining comparative costs.
Greater economic integration may imply in some coun-
tries more emphasis on the development of agriculture
and consumer goods industries, for export as well as
for domestic consunmption, and a slower rate of growth
of cerlain segments of heavy industry whose products
could readily be purchased at lower cost from other
countries.

At the time when these programmes were formulated,
it was stated that the policies adopted in 1953 were to
continue, at least during past of the new five-year plans.
However, at the end of 1954, an important change took
place in the economic policy of the Union of Soviet
Socialist Republics. Hungary also announced its inten-
tion of changing its policy. It was not known at the
time of writing whether and to what extenl simila
policies would be adopted in other countries.

The new policy of the Union of Soviet Socialist Re-
publics stiongly reasserts the priority of heavy indus-
try, rejecting the view that at the present stage of
development light industry should expand more rapidly
than other industry. In official statements this poliey is
linked to requirements of development as well as to
considerations related lo military polential. Accord-
ingly, funds allocated for development of heavy in-
dustiy in 1955 are sharply increased, both in absolute
terms and in relation lo other industries, and those
allocated for military expenditures also 1aised. Simul-
taneously, loan subscriptions, reduced in 1953 and in
1954, are almost doubled, bringing them to their 1952
level, and—contrary to the practice of the past few
years—the new budgel does not provide for reductions
in retail prices in 1955, However, although the em-
phasis on vapid expansion of production of consume:
goods is abandoned, even more stress than previously
is put on the expansion of agriculture.

ture on inventions and experiments net covered
in the budget for educsation and other unspecified
items. The data for 1954 are planned expenditure,
not actual expendiure.

bThe total aliocation of 74.4 hillion roubles for
1954 included 23.3 billion roubles for procurement
of agricultural produets. This sum was deducted in
order to make the 1954 figures comparable with
those for 1955.

The shift in the priorities assigned to various sectors
of the economy is 1eflected in the distribution of funds
allocated for the development of the national economy,
both from the budget and from the retained profits and
amortization funds of industries and enterprises (table
22). The data in the table are in current prices, and,
beeause of the reduction in prices of investment goods
and in freight 1ates announced for 1955, they de net
reflect exactly the changes in real outlays.

The striking features of the new financial plan are
the 23 per cent increase in expenditure on heavy in-
dustry, the 28 per cent increase in expenditure on
agriculture and the 24 per cent decline in allocations
for consumer goods industries and trade. Even more
indicative is the change in the share of expenditure
allocated to various sectois. The share of heavy indus-
try is raised from 41 to about 49 pex cent, that of agii-
culture {rom about 16 to 20 per cent while that of
consumer goods and trade is reduced from 11 to 8 per
cent. No detailed information on the distribution of
investment in 1955 has been published. However, the
data on investment show a shift similar to that shown
in total allocations {o: the national economy. Total
investment in 1955 is to be 167.2 bhillien 10ubles, com-
pared with 184.9 billion planned for 1954, but this
apparen! decrease rellects in part the reduction in the
price of investment goods. Investment in heavy industry
is planned to increase from 90 billion roubles to 93.5
billion, raising ils share of total investment from 49 to
55 per cent.

Military expenditures, which are not included in the
expenditure [or the national economy, had been reduced
by 10 billion roubles in 1954, but in 1955 they are to
increase from 100 billion to 112 hillion in current
prices, the increase in constant prices being still larger.

The greater emphasis assigned to agrieviiure s re-
flected in a new six-year plan of deveiopment. Detailed
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measuies for its implementation have been announced.
The main targets in this plan, covering the period 1955

to 1960, are shown in the following table (1954=100):

Al mrains 0 .. o .0 131w
N%aize... e u L. BODw
Meatand fats, . . ... . . . .. .. .. ... ... 200
Pork .. .. 200
Beef . o P (¢
Ewos. ... oo . 220
Wool.. . . . . . ... ... .. 18

» Estimated on the hasis o average biological yield (standing
erop} in 1949-52, the latest data avaifable Until 1953 estimates
of the harvest were made on the basis of biclogical yield, but in
that year it was announced that futuze estimates would be on
the basis of barn yield.

b Fstimated on the basis of the planned increase in area sown
assuming unchanged yields, :

The output of grain is planned to rise to 2 minimnm
of 164 million tons in 1960, compared with an average
of 125 million tons in 1949-52, that is, an inerease of
about 30 per cent.*® The rise in output is to be achieved
in several ways. A considerable extension of the area
under grain is planned, mostly on newly cultivated
lands. In 1955, 20 million hectares of new land are to
be sown, end the new area is to be increased by 1960 to
28 million hectaies, representing 25 per cent of the
area under grain in 1954. Output of grain on newly
cultivated land in the eastern ferritories is scheduled
to reach 29.5 million tons in 1960, about 18 per cent of
the aggregate grain output scheduled for that year.

In addition, yields are to be incieased by greater use
of fertilizers and by further mechanization, which is
designed to lessen delays and consequent loss in har-
vesling operations. Iinally, an increase in the area
under maize with yields per hectare more than double
those of wheat—from about 3.5 million hectares in 1953
to 28 million hectares in 1960—is to raise sharply the
total cutput of grain.

A large pait of the additional output of grain is to
be used {or {eeding livestock. In addition, the plan pro-
vides lor about a fivefold increase in the ontput of
ather feeding stuffs, such as concentiates, silage and
roat fodders, in 1960 as compared with 1953,

Thus, it appears that the new policy represents only
in part a retuin to the policy pursued before 1953, when
heavy industry was emphasized to the neglect of both
consumer goods industries and agriculture. The new
policy is in part determined by deficiencies in the sup-
ply of agricultural raw mateiials which set fairly nar-
rew limits to the potential expansion in culput of many
consumer goods. In this situation, reducing the rate ol

**The new target is in fact much lower than the targes of
174 million to 187 million tons set for 1955 in the current five-
year plan,

1T the stated goal is expressed in terms of barn harvest,
the planned increase would be much larzer, sirce losses due to
delay in harvesting are very substential, making up ss much
as 25 per cent of biological yield in certain koflthozes and
sovlchozes.

increase in heavy industry would simply slow down the
rate of development of the economy as a whole. The
need to make huge additions to the stock of farm im-
plements® if the plans for agricuitural production are
to be fulfilled may be an element in the decision to
1enew the emphasis on heavy industry. Apart from the
purely cconomic reasons motivating this change in
policy, there were, as already stated, considerations
1elated to the military potential. Finally, it is possible
that the present emphasis on heavy industry in the
Union of Soviet Socialist Republics may also be related
to the proposed co-ordination ol the economic plans of
the area, if it is assumed that the Soviet Union intends
to increase the exchange of the products of heavy in-
dustiy against consumer goods and agricultural raw
matetials from other countries of the group.

In contrast to the situation in the centrally planned
economies of eastern Europe, the economic policy in
mainland China has not undergone any essential change
during the period under 1eview. The five-year plan of
development now in progiess covers the period fiom
1953 to 1957. The cential theme of this plan is con-
centration on investment in heavy industries, fuel and
power, and related transport. Among consumer goods
indusities, it is only in textiles that fairly heavy invest-
ment is under way. As for other consumer goods in-
dustries, the present medium-scale and small-scale pro-
duction, including handicrallts, is being maintained with
little additienal capital investment, and much of the
improvement in production is expected fo resull from
other {actors, such as the adoption of new techniques,
moie compleie utilization of existing capacity and the
enlargement of productive units through co-operation
of handicraftsmen.*!

In 1954 about half of all investment was devoted to
industry and, among investments in industry, 80 per
cent to heavy manufacturing industries, fuel and power.
Under the five-year plan 156 large-scale enterprises are
to be construcied or renovated, with the help of capital
equipment imperted from the Union of Soviet Socialist
Republics. The carrying out of this programme will re-
quire an appreciable increase in expenditure for invest-
ment during the remaining three years of the plan.

Completion of the investment progiamme is intended
to bring about, by 1957, matked changes in the strue-
ture and organization of the economy. In fact, during

* For instance, in 1954 out of o total output of 137,000 trac.
tors (measured in terms of units of fifteen horsepower) 115,000
were sent to the new territeries, leaving only ahout 22,000 for
replacement and modernization for the rest of the country This
is an insignificent percentage of the more than one milljon
tractors used in agriculture

** Whenever possible, mechenized or semi-mechanized pro-
duction is introduced to replace production by hand tools. Dur-
ing the past two years, there has been o rapid increase in the
number of handicraft co-operatives in different trades. Tt is
planned to complete the organization of handicraft co-operatives
throughout the country by the middle of the second five-year
plan, that is, about 1969
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Table 23, Mainland China: Indices of Actual and Planned Production of Sieel, Coal
and Electricity, 1953 to 1957
(1952 == 100)

Indez of produclion

Average yearly

rale of tncrease

Industry (octonn) oy (phoaredy 1953 and 1954
Steel. ... ... . . .. B k. 5 1 161 460 27
Ceal. . ... e e e 109 129 160 13
Electricity ... ... ... .. . ... . 126 146 200 21

Souree: People's Daily (Peking),

v Actual production in 1954 was, in ahsolute
terms, as follows: steel, 2 2 million metric tons;

the first two years of the plan, the share of industrial
production {excluding oulput of handicraftsmen and
handicralt co-operatives) in total output rose from 27
per cent in 1952, the year hefoie the beginning of the
plan, to 33 per cent in 1954; in the same period the
share of preducers’ goods in indusirial output rose
from 29 per cent to 42 per cent. Simultaneously, the
extension of the State and eco-operative sector®® in-
creased its share in the value of production from 58 pe:
cent in 1952 to 71 per cent in 1954,

While the targets under the first five-year plan of
mainland China have not been explicilly stated, in gen-
eral terms the objective of the plan is to achieve by 1957
the over-all position which industry in the Soviet Union
had altained in 1932 alter complelion of its first five-
year plan. This will requiie in the yemaining years of
the plan steady expansion and an increasing divessifica-
tton of industrial oulput as well as a conlinued high
rate of increase in the outpul of producers’ goods rela-
live lo consumer goods. It is expected that the rate of
increase of industrial production {excluding handi-
cralts and handicralt co-operatives} will remain ap-
proximately that of 195, that is, 23 per cent, which
was substantially lower than the average rate of in-
crease of 37 per cent duzing the reconstruction period,
1949-52, and lower than the 33 per cent rale of in.
crease in the first year of the plan. The maintenance
of the 1954 rate for 1955 Lo 1957 is to be made pessible
by the fact that many new laclovies in heavy industiy
will be completed and put into operation in thal periad.
Thus, il the targels of the plan are achieved in 1957,
the level ol industiial produciion will be about three
times higher than in 1952, Actual and planned produc-
tion of zleel. coal and electiicily is shown in table 23.

In regard to agricultuie, the five-year plan originally
envisaged an anruat rale of increase of 6 per cent in
food graing and of 9 per cent in collon. Owing to un-
favowmable weather, these goals were not realized in
1953, and in 1954 the targel for {ood grains was 1e-
duced to 3 pev cent, which was in {act achieved. In 1953
and 1954 the cotton crop was Jower than in 1952, as a

** 1t is not planned to nationalize all privete eaterprises dur-
ing the fhrst &ve-year plan. However, these enterprises will be
gradually transformed inte mixed State-privale enterprises or
put to work entirely on governinent conlracts.

ccal, 82 million metric tons; electricity, 10.8
bitlion kilowatt-hours.

b According to some indications, the fulfilment
of these targets may be extended beyond 1957.

result of poor weather, The revised targets for 1955 are
an increase in eutput of food grains by 6 per cent and
in output of cotton by 20 per cent.*® In addition, sulr
stantial increases in the preduction of vegetable oils,
tobacco, tea, jute and livestock are alse planned for
1955.

The increase in agricultural production is to be
achieved through an expansion of the area sown to food
grains, which it is planned to increase by 6.5 million
hectares, vepresenting about 6 per cent of the existing
cultivated land, This land is mostly virgin land on
which large-scale State {arms will be established. Vari-
ous methods will be adopted to inciease yields, such as
improvements in iriigation and in the supply of agricul-
sural implements and of cheap lertilizers. It is expected
alzo that expanding the scope of mutual aid teams,
which are te be transformed gradually into agricultural
producers’ co-operalives, will contribute to raising agri-
enltaral production.®” The target is 1o increase the scope
of co-eperative tarming to cover all rural households,
and ol agricullural produceis’ co-operatives to cover
50 per cenl by the end of 1957,

The Stale and co-operative sector of trade is to be
further expanded dwing the first five-year plan. In
domestic trade, the share of government trading com-
panies and co-operalives had already increased from 70
per cenl in 1933 to 80 per cent in 1954 in wholesale
trade, and {rom 38 per cent Lo 50 per cent in retail
turnover. Supply and marketing co-operatives are to be
further expanded, especially in rural areas, hut retail
tiade will not be entirely nationalized. However, profit
margins of private taders will be controlied and, in
the case of some daily necessities such as rice and clolh,
traders will act as government agents. In {oreign trade,
ile share of the State and co-operative sector already
amounts lo 97 pey cent, and it is planned to achieve a
complete State monopoly in this field,

* Actual production in 1954 was about 170 million metrie
tons for food grains and abowt 1.2 million mehie tens for raw
cotlon.

**There was a Turther growth in co-operative farming from
1953 to 1954, In 1953 about 43 per cent of rural houscholds
were cngaged in co-operative farming, but agricultural pro-
ducers’ eo-operatives constituted less than one per cent In 1954
the proportien of rural houscholds engeged in co-operative
farming rose 1o 60 per cent, and there was also a further expan-
siont of producers’ co-operatives
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Yugoslavia

The economic situation in Yugoslavia in 1953 and
1954 was influenced by sharp fluctuations in agricul-
tural output, which after recovering in 1953 from the
extremely low lovel of 1952, again declined substan-
tially in 1954. A rise in investment in fixed capital and
a decline in import balances were important elements
in the inflationary situation which developed in 1954.

Industrial production,® which in 1951 and 1952 had
declined by 3 per cent and one per cent respectively,
rose by 11 per cent in 1953 and by 14 per cent in 1954
{table 24), This reversal in trend was to a large extent
the 1esult of the fact that various investment projects
undertaken under the five-year plan were completed
and came into production in 1953 and 1954.

In contrast to the developments in previous yeais,
output of consumer goods increased in 1954 at a higher
rate thar that of capital goods. Employment in indus-
try increased at a higher rate than industrial produc-
tion, from which it follows that output per man declined
in 1954

Agricultural production, which fell sharply in 1952,
increased in 1953 by more than 30 per cent. In 1954,
because of a poor harvest, the grain output fell by more
than 30 per cent, but this decline was partly compen-
sated for by an 11 per cent increase in livestock and by
some increases in certain industrial crops. The sharp
fluctuations in output of grain® during the past five
years are shown by the following index (1949==100):

1950 . .o 63
1951 ... . . e .o ... 106
1952 . .o R =
1953 . o e oo 103
1954 L T

28 fvclusive of armament industries, shipbuilding and motion
picture industries,

*®This wes accounted for by interruptions in work during
tha first quarter of the year because of wenther-induced deficien-
cies in the supply of power and possibly also by the initially
low level of productivity in new plants which came into opera-
tion in large numbers in the course of the year.

# Whent, vye, berley, oats, maize, Based on data from the
following source: Indeks, Ne, 11 (November 1954) snd No. 2
{February 1955), and Statistical Yearbook of Yugoslevia, 1954
{Belgrade}.

Despite the decline in agricultural production, the
national product increased in 1954 as a result of in-
creases in industrial preduction, building, transport
and trade. A rough estimate of these changes indicates
a 4 per cent increase in national income compared with
a 9 per cent increase in real terms in 1953. Consump-
tion also increased in 1954 although at a slower 1ate.

Investment in fixed capital increased substantially
in 1954.% Military expenditure remained unchanged
or was lower. However, there was a substantial rise,
in real terms, in exports while imports changed very
slightly. A 1ough estimate of the sum of the changes
in fixed investment, expenditure for armament and in
the balance of exposts and imports would indicate an
increase of the order of 7 per cent compared with
1953, thus increasing their share in national income,
Since the additional income generated by this expendi-
ture was not accompanied by a proportionate increase
in the supply of consumer goods, its rise had ar in-
flationary effect. This inflationary tendency was miti-
gated in 1954 by the liquidation of stocks of food de-
rived from the 1953 harvest and of stocks of industrial
consumer goods accumulated in 1953 because of inade-
quate demand, The influence of this reduction in stocks
was apparent during the fizst hall of the year; during
the second half imports of foods increased. Thus, con-
sumption appears to have increased slightly in 1954,
despite a bad harvest.

As a resull of inflationary pressures the cost of lving
rose throughout the year, and by December 1934 was
ahout 10 per cent above December 1953, although for
the year as a whole it was ahout 2 per cent below the
level of 1953. Real wages, which increased during the
first half of 1954 compared with the corresponding
period of 1953, declined during the second half of
1954 and fell below the level reached during the sec-
ond half of 1953.

It foltlows {1om the preceding analysis that the chiel
factors which contributed to the rise in inflationary
piessures in 1954 were a sharp rise in investment in

2 Tor the first ten months of the year the increase was about
17 per cent in real terms,

Table 24. Yugoslavia: Iudices of Industrial Production and Employment, 1951 to 1954
(Preceding year = 100)

Hem 1951 1952 195% 1554

Industrial productions 97 99 111 114
Capital goeds . e 104 110 130 104
Raw materials and semi-manufsctured goods 96 102 108 115
Consumer goods. ... ... 98 87 114 115
Industrial employment® 03 108 116

Source: Indels, No. 2 (Belgrade, February 1955).

» Exclusive of armament industsies, shipbuilding

and the motion piciure industries. Printing is
included in 1954 anly.
b Wage earncrs only.
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fixed capital, & sharp decline in net imports and a fall
in agricultural production. The expansion of exporis
wag, of least during the first hall of the year, encour-
aged by the Government with a view to reducing the
persisting deficit in the balance of payments. During
the second half of 1954, restrictions on exports were
introduced in order lo protect the domestie suppiy—
export quotas were established for textiles and some
other industrial goods as well as for live cattle and
meat products. The inflationary effect of the rise in
{ereign balance would have been much smaller if the
largets set for investment in the plan for 1954 had
not been considerably exceeded. The substantial in-
crease in investment in fixed capital was financed by
ploughing back large profits realized by enterprises
as well as by expansion of eredit.” The decentraliza-
tion introduced in the course of the past few years had
given considerable autonomy to enterprises and per-
mitted them to determine their prices and the use to
be made of net profits, Sinee many enterprises enjoyed
a monopolistic or quasi-monopolistic position, partly
because of import restrictions, they could often raise
their prices well above cost and realize higher profits
at the expense of less favourably situated sectors of

2% In 1954 eredit was allocated among enterprises on the basis
of their profits and the interest they were prepared to pay in
excess of the fixed minimum. This obviously gave an additional
stimulus to investment by enterprises with high profits arising
out of their monopolistic position.

the cconomy. In the export industries subsidies in
various forms, ineluding [avourable exchange roles,
were important elements in the high level of profits,
The difficulties arising from this situation led the fed-
eval authorities al the end of the year to reassert their
right to control the distribution of income through
eredit and fiscal policies in order to correct the dis-
tortien resulting from monopoly profits. Various
measures tending to control profits and investment were
adoplted. A considerable part of the profits realized
in excess of the plan in 1954 was {rozen. At the same
time, the surrender quotas of foreign currency,® which
had been 50 to 60 per cent of the export proceeds, were
raised to 80 to 90 per cent in order to reduce export
profits.

In addition to these measures, which were designed
to check inflationary pressures in 1955, the Govern-
ment planned to increase substantially the import of
food, financed by foreign aid, thus alleviating the sup-
ply sitnation until the harvest.

2 Foreign currency is surrendered to the Government at the
officinl rate of 300 dinars to the United States doliar. The cur-
rency left at the disposal of exporting firms may be exchanged
at the free rate, which is about three times as high In addition,
the new exchange regulations incresse the differentisl between
hard and seft currencies in order to channel exports to hard
currency areas, and introduce & system of priorities under which
the eentral authorities allocate foreign exchange in such a way
8s to {avour essential imports.



Chapter 3

ECONOMICALLY UNDER-DEVELOPED COUNTRIES

This chapter deals with major economic liends in
1953 and 1954 in economically under-developed coun-
tries. The first section of the chapter contains an intro-
ductory statement summarizing general trends, with
particular emphasis on the impact of the slump that
occurred in 1951 and 1952 in prices of raw materials.
The second section presenis a survey of economic de-
velopments in a group of selected Asian and Latin
American countries producing food and raw materials,
The third section continues for 1953 and 1954 the
analysis of major economic changes in a group of live

Latin American countiies {Argentina, Brazil, Chile,
Cuba and Mexico) which has appeared regularly in
preceding issues of the World Economic Report.
Finally, a special section is devoted this year to a study
of inflation in Chile between 1940 and 1953. This is
intended to be a case study of the general problem
of inflationary price increases in countries with rapidly
rising non-agricultural incomes and employment, a de-
velopment which has been noted on several occasions
in this report in connexion with the analysis of current
trends in economically under-developed countries.

General Trends, 1953 and 1954

While the countries discussed in this chapter are
designated broadly as under-developed economies, they
constitule a fairly heterogeneous group. There is wide
diversity among individual countries in regard to such
factors as the degiee of economic development, the
compositien of output and the structure of foreign
trade. The impact upon the economies of individual
countries of the post-Korean slump in raw material
markets differed considerably according to the nature
and the degree of diversification of their expoiis, the
timing of the decline in expoit demand and the extent
to which factors of domestic origin (for example, pri-
vate and public investment, and government economic
policies) provided an offset to the fall in incomes re-
sulting from adverse developments in [oreign irade.
Moreover, as most of these countiies have a persistent
food deficit which is offset by imports, fluctuations in
domestic production of food were an important ¢lement
in changes in the balances of payments and the levels
of real consumption. This was particularly true of coun-
tries whose foreign trade plays a relalively small past
in total economic activity. Because of these divergen-
cies, both with regard to structural and short-run fae-
tors, the following appiaisal of economic tendencies in
this group of countries can be made only in very bioad
terms; it should be borne in mind that in seme cases
developments deviated substantially from the pattern
described.

It was shown in IForld Economic Report, 1952-53
that in most major primary producing countries of
Latin America and Asia the effects in 1952 of the col-
lapse of the raw malterial boom were limited. Produc-
tion of export commodities, in particular these of agri-
cultural origin, was maintained or continued to rise,
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in a delayed response to the piice increases of 1950 and
1951, In the face of a general decline in exports, this
resulted, in some instances, in accumulation of unsold
inventories. In a number of cases invenlory accumula-
tion was due to government policy in exporting coun-
tries, and was made possible by special governmental
financing. The impact of reduced demand and prices
was also softened by the fact that the level of govern-
ment expenditures, both on cuirent account and on
development, temained about the same. Private invest-
ment wag also maintained, or even increased, and pri-
vale incomes and consumption were generally higher,
There was, however, a substantial decline in profils in
export industries and trade. The delayed effect of the
slump was shown particularly in the fact that imports
did not generally [all, owing to the time lag, and even
rose in o number ol countiies, with a 1esulting diop
in real trade balances. Decause of delerioration in the
terms of trade, there was an even greater fall in money
halances, leading to foreign exchange difficulties.

The {ull impact of the slump was felt, with few ex-
ceptions, in 1953, The pattein of developments in that
year may be described broadly as follows. The deterio-
ration in the terms of trade continued, owing to a fur-
ther fall in export prices. At the same time, the volume
of exports was only slightly aflected; in some cases it
was sustained by liquidation at lower piices of pre-
viously accumulated inventories, Imports fell shaiply,
reflecting in part the decline in piivate incomes but
chiefly the general tightening of import restrictions,
following the deterioration in the foreign exchange
position in 1952, Real balances of tizde generally in-
creased. There was a drop in private and public in-
vestment, both because the decline in profits and in
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Table 25. Indices of Prices of Sclected Raw Materinls and Foods, 1950 to 1954

(1952=100)
Product und deseription 1950 1951 1952 1953 1054
Wheat:
Canada, export price to non-signatories of International Wheat Agreement. . ... 92 102 100 92 8
Rice:
Burma, {0.b., white, export price. ... ... ... .. ... ... 76 B0 100 104 05
Thailand, { o.b., charges and premiuvm, export price . ... ... 0o 80 83 100 105 Ggn
Sugar:
Cuba, 96° eentrifugal, {.0.b., expozts to United States .. ............ ... 95 95 100 101 98
Cuba, 96° centrifugal, .o.b., exporis to rest of world . » 119 136 100 81 78
Philippines, 96° eentrifugal, exports to United States ... ... ..., ... 99 95 160 107  105»
Cog'ee:
rozil, Santos No. 4, Santos . YN £ 98 100 109 152
Colombia, ordinary, Medellin, in peso 71 93 100 07 1500
Tea:
Ceylon, Colombo, market price, including export duty and taxes... .. .. ........ 119 116 100 111 151
Cocoa:
Brazil, Balin . 84 98 100 91 148
Cotion:
Brazil, type 5, Sfo Paule ... . . . . 86 123 109 B 73
Peru, type 5, Lima, including export tax. ... .. .. A .. 100 9% 103=
United States, middling 15/16, average of 10 markets 94 108 100 85 88
Wool:
United States, greasy, raw 56's, Boston. ... ... . s 116 174 100 101 99
Jute:
India, first grade, Caleulta e e e e 111 181 100 83 91
Pakistan, middle white, including duties, Narayanganj. . . . ... 000 104 167 100 87 94w
CD Ta,
ndonesia, 93 per cent sundried A, Bjakarta . . . 146 146 100 139 127w
Philippines, Manila .. . . . . 146 147 106 149 1380
Rubber:
Ceylon, R3S, {.0b., Colombo, including’daties ... ... ... ... ... ..., 102 161 100 06 a5
Malays, No. 1, RSS, in bales, {.0.b., Singapore 113 177 100 T0 70
Petroleum:
Venezuela, [.o.b, Arend-Aruba, 36 10 369 grade. . . ... oo i 106 105 100 101 110
Tin:
Malaya, Singapore, ex-wotks .. . 7 116 100 76 74
United States, grade A, New York 80 106 100 9 77
Copper:
Chile, {.0.b., exporls te United States. .. .. . 63 79 100 108 90
Lead:
United States, domestie, pig, common grade, New York. . ..o o a1 106 100 B2 85
Zinc:
Mexico, block or pig, {0, exports to United;States. . .. .. .. 62 112 100 70 63w

Source: Uniled Nations, Monthly Bulletingof Statisticss;Inter-
national  Manctary  Fund, Internationol  Financial Statistics
{(Washingtes, D.CY: International Cotlen Advisory Commiltee,
Quarterly Dulletin (Washington, D.C}; Migenting: Ministry of
Technical Affairs, Sintesis Pstadistica Mensual de lo Repiiblica
Argenting {Buenos Aires); Malaya: Secretarint of the Inter-
nalional Rubber Study Group, Rebber Statistivel Bulletin
(London). Prices are expressed in United States dollars unless
otherwise noted

government revenue reduced the supply of investment
funds and because restrictions on impoits affected the
supply of capital goods. As a result of adverse develep-
ments in the foreign trade sector and the decline in
investment activities, deflationary tendencies appeared
in a number of countries. Private incomes and real

» Six menths.

b [even months

® Nine months.

4 The piice decline was particularly sharp in the second part
of the year, corresponding to a phase of active liquidation which
extended into 1954,

» Ten months.

consumption declined. though the decline was miti-
gated, on the demand side, by a fall in the burden of
real taxation and, on the supply side, by an inciease
in domestic oulput of food in most food-deficit coun-
tries. Thus, 1953 may be considered a year in which
most of the countries producing raw materials under-
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went a process of deflationary adjustment to the 1aw
material slump, which was reflected in declines in in-
vestment, incomes and consumption.

Deflationary tendencies were generally checked in
1954, though on the basis of the available information,
the situation may be more aptly described as a halt in
the process of deterioration rather than a marked im-
provement., The declining trend in the terms of trade
was either arrested or reversed, as a result of a general
strengthening of prices of industrial raw matezials in
the course of 1954 (see table 25). There were no
marked tendencies o1 pronounced changes in the vol-
ume of trade. Exports and imports continued on the
whole at the 1953 level. However, in some countries
the cessation of inventory decumulation was refiected
in a decline in exports, and in others there was a slight
relaxation of import restrictions—made possible by im-
provement in the balance of payments position—in
order to alleviate the shortages brought about by dras-
tic cuts in imports in 1953, There were no major
changes in investment. Real consumption was generally
maintained and in some cases improved slightly.

As mentioned above, the described pattern of de-
velopmenis was not general. It reflects most closely
developments in countries which are predominantly
exporters of industrial raw materials, the prices of
which fuctuated widely, and in some cases violently,
during the upward and downward phases of the price
evele of 1950 to 1953 There were marked deviations
from this pattern. Thus, because of special market con-
ditions, some 1aw materials followed the described pat-
tern of price fluctuations to a very limited degree (for
example, petroleum)} or with a considerable time lag
{copper in Chile). Moreover, prices of some exports
were insulated against {luctuations in world markets
by special contractual agreements (such as sugar ex-
ports of Cuba and the Philippines under the United
States quota). As a result, adverse eflects of the general

* Prices of sugar in the world market—aside from that covered
by special asgreements—moved substantially along the same
paitern,

slump in raw materials upon the economies of export-
ing countries were either attenuated or delayed.® A
number of commodities, in particular food grains
{wheat and rice), followed another price pattern?®
These commodities were allected only slightly, if at
all, by the piice declines of 1951 and 1952. Thus, eco-
nomie changes in 1951 and 1952 in the countries under
discussion which export food grains (Argentina, Buima
and Thailand) were largely independent of the pzice
evcle in raw materials, and weie aflected primarily by
a number of factors of domestic origin; in Argentins,
for example, export earnings fell sharply in that period
as a result of a succession of poor crops which reduced
supplies for export. In 1953, export demand for food
grains, particularly rice, weakened noticeably and, in
contrast to the tendency in prices of industrial raw
materials, there was a substantial decline in their ex-
pert prices in 1954.% Because of various offsetting fac-
tors, the decline in export demand had little effect on
the level of economic activities in countries exporting
food grains in 1953. In 1954, all these countries suf-
fered a substantial fall in their terms of trade and a
deterioration in their balance of paymenis position;
in one instance—Thailand--the slump in the export sec-
tor resulted in the appearance of deflationary tendencies
in the economy,

* Developments in Chile in 1953 and 1954 present a rough
analogy to those which had taken place in most raw material
producing countries in 1952 and 1933

* There were also divergent movements in 1953 and 1954 in
the prices of coffee, tea and coprz. The price of coffee, which
had remained relatively stable until 1953, rose substantially in
the course of that year; the rise proved to be short-lived and a
sharp reaction set in early in 1954, Ten prices rose in 1953 and
1954, Prices of copra rose in 1953 and declined in 1954. The
effects of these price movements upon the ecomemies of the
major cxporters of these commodities (Brazil, Ceylon, the
Philippines and Indonesin) are deseribed helow.

* The rensons for the weskening in feod groin markets are,
onn the one hand, heavy accumulstions of stocks in the chief
exporting counttles (for example, whent in Canada and the
United States, rice in Burma and Thailand), and, on the other
hand, substantial recovery of output in the normally food-defigit
countries of Asia, owing not only to continued rehabilitation
of agriculture and to measures encouraging predustion but also
to favourable weather which resulled in a succession of good
erops,

Major Economic Changes in Selected Countries Producing Raw Materials
and Food, 1953 and 1954

Changes in economic activity in & number of coun-
tries producing raw materials and food, with particular
emphasis on the impact vpon their economies of
changes in the world demand for their exports, are dis-
cussed in this section. The countries were selected with
a view to securing reasonably broad coverage without
regard to geographical location, namely Burma, Ceylon,
China: Taiwan, India, Indonesia, Malaya, Pakistan, the
Philippines and Thailard in south-eastern Asia and
the Far East, and Bolivia, Peru and Venezuela in Latin

America, Tixports of these countries cover a wide range
of industrial raw materials, such as non-ferrous metals
and minerals, petroleum, rubber, fibres and vegetable
oils, and certain foodstufls, such as rice, tea and sugar.
For the purpose of this discussion the following group-
ing was adopted. The first group comprises all coun-
tries listed above, with the exception of Burma, Thai-
land and India. Burma and Thailand, which are pre-
dominantly exporiers of rice, are treated as a separate
group, since the export demand for rice had a pattern
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Table 26. Indices of Unit Values and Terms of Trade of Selected Countries Exporting
Raw Materials and Food, 1951 to 1954

(1952=100}
1953 1950
Group, counlry and flem 1951 1952
Full year  Full year Fiest half  Second half  Fall year Firsl half  Second half  Full year
Countries exporting raw materials
and food other than rice:
Bolivia:
Exportst.. ... . ... e 105 100 99 79 89 86
Importse. .. .o ovvnunr oo, 101 100 96 95 96 95
erms of trade. .. ... ... 104 100 103 83 93 90
Ceylon:
Exports . . 129 100 103 100 102 106 1104 113
Impoits. . a3 100 92 S0 g1 90 884 89
‘erms of trade - 139 100 112 111 112 118 1354 127
Indonesia:
Fxportsv. ... ... ......... 138 100 93 80 86 80 82
Importse .. .......... . 95 100 93 g0 91 89 88
Terms of trade . . ... .. 140 100 100 80 94, S0 93
Malaya:
Esports. . .. .. 138 100 87 73 80 12 75
Imports. .. o U 5 b4 100 96 91 93 85 83e
Terms of trade . .. ... 124 100 ol 80 86 84 Glo
Pakistan:
Exports 136 100 71 70 70 76 74 75
Importss ... .. ... 101 100 90 90 90 89 89 89
P Terms of trade 135 100 79 77 78 85 23 84
erit:
Exports® 121 100 89 88 89 96 G50
Importse ... ... . A 100 98 Ii 97 96 G6e
Terms of irade 127 100 91 91 91 100 9Gu
Philippines:
Exports oo 128 100 127 118 122 116 102 109
Immports. .. .. .. . . 102 100 98 93 05 Qb 89 91
'l‘crms of trade . 125 1600 130 127 128 123 115 120
Fenezuela:
Exports® 100 100 93 103 10 110 110 110
Importse .. . 96 160 a8 97 98 97 96 96
. rFerms of trade 104 100 10 106 103 ild 114 114
Countries exporting rice:
Burma:
Exports 81 100 109 104 106 87 704
Imports .o 102 100 80 93 87 81 80
Terms of trade . 79 100 136 112 122 107 Gid
Thailand:
Exports'. 101 100 100 95 98 85
Imports® S 97 100 90 90 90 90
Terms of tzade 164 100 112 106 109 95

Source: United Nations, Monthly Bulletin of Statistics, and esti-
mates ¢f Bureau of Economic Allairs based on efficial national
statistics; International Monetary Fund, International Financial
Statistics.

" Provisional.

b Valued in United States doliars.
of its own. India, where the level of economic activity
and consumplion is dependent to a much lesser extent
on expoils, is also discussed in a separate section.

COUNTRIES EXPORTING RAW MATERIALS ARND FOOB OTHER
THAN RICE

In most countries of this group, namely, Bolivia,
Cevion, Indonesia, Malaya, Pakistan and Peru, develop-
ments during 1953 and 1954 followed a broadly similm
pattern. These countries are primarily exporters of
industrial raw materials, prices of which generally

° lstitzated on the basis of the expost prices of countries
which are main sources of supply of imports.

4 Five months only.
* Third quarter only
" Based on the dollar export prices of rice, rubber and tin.

showed a sharp decline in 1951 and 1952. The declining
trend of prices continued during 1953 and part of
19545 this trend was arrested, howeves, in the latter

*There were nolable exceptions. Thus, prices of tes, copra
and pelm oil, which account {or a substantial part ol the exports
of Ceylon and Indonesia, rose in 1933, and prices of petroleum
and wool, which are cxperied by Pers, remained relatively
stable in that yea:. This diffcrence was reflected in the rela-
tively small decline in the 1933 export prices of Indonesia and
Peru, and in the slight incresse in the prices of the experts of
Ceylon, where the rise in the price of tea more than offset the
decline in the price of rubber exports Indonesio also benefited
in 1933 from favourable prices for iin, under a coniract with
1he United Siates



64

Part Y. Major national economic changes

Table 27. Value of Foreign Trade of Selected Countries Exporting Raw Materials and Food, 1951 10 1954

(Millions of indicated currency units at 1952 prices)®

1953 18548
Group, counlry, tem 1351 4952
and currency Fuil year  Full year Firat Second Fuil First Second Full
half half year half half year
Countries exporting raw materials and
Jood other than rice:
Bolivig {United States dollar)
Exports. ... . ... C 145 142 70 70 140
Tmports.. . ..o o e e 90 93 30 40 70
]}"{eal balanee ... ... . 55 49 40 30 0
Ceylon {(rupee):
Exports.. .. ........... ... ... 1475 1,502 730 805 1,535 790 810 1,600
Imports. . ..., 1,680 1,705 885 880 1765 780 790 1,570
Eeal bn]ance e o, 205 —203 —155 —T5 —230 10 20 a0
Inc%nes:at {United States éoliar): 035 034 als 540 055 480 250
Xporls. P R e 3 {8 280¢
Imports e S 920 348 385 440 825 385 180
lgml balance . T 15 —~14 30 160 130 95 100«
Malaya (Malayan dol ar) -
Exports. ... . ‘ . 4,400 3,917 1,830 1,955 3,785 2,025 1,085
Imports. . .. . 4260 3, 873 1,705 1,770 3,475 1,755 965+
ﬁeal balance. .. ... . 140 44 125 185 310 270 120-
Palkistan (zupee):
Exports. . .................... 185D 1,762 1,145 920 2,065 845 740 1,585
Imports... . D W} 2,022 590 695 1,285 550 655 1,205
lgeal balance . .. o 120 —260 555 225 780 205 85 380
Peﬁ: (Ultmed States doliar) 205 234, 110 140 250 110 80
xporis .. ... e 2 - 2 u
Imports .. .. .. .. e 275 288 150 150 300 130 70¢
eal balanee .. ... . . . .. -T0 —54 —40 —10 — 50 —20 10«
Philippines (peso):
Exports. .. ... ... 640 704 305 335 640 365 380 745
Imports. . ‘ e e 945 860 480 455 935 505 550 1,065
ﬁeal balanee . . ......... .. —305 —156 - 175 120 - 295 - 140 —170 —310
Venezueln {United States doliar): :
Exports.. . . Cee oL 1,345 1,453 705 730 1,435 760 775 1,535
Tmports.. ... . ... ... .. ..., 665 723 370 385 755 400 450 850
eal balance . .. . . . . 680 730 335 345 680 360 325 685
Countries exporting rice:
Burme (kyat):
Exports. ... ... ............ 1225 1,256 645 425 1,070 740 5304
Impoits .. ... . . ‘ ‘ 640 914 460 505 965 560 5554
Igeal balance. o o 585 342 185 —80 105 180 -— 254
Thf::,land (United States dallar}: 265 390 170 6 150
xports. . .. .. .. 2 ’ 160 330
Imports . T 280 306 215 190 405 180
ﬁenl balance. . e 85 23 —45 e 30 - T5 —30

Sonrce: United Nations, Bonrthly Bulletin of Statistics; Inter-
national Monetary Tund, International Financial Statistics; and
foreign trade accounts of the vatious countries. i

» Tigures in constant prices were obtained by deflating ‘the
values of imports and exports by their approprinte price indices
as given in fable 26 Imports are on c.if,, end exports on fo0.b,

patt of 1954 as a result of the strengthening of export
demand for, and prices of, most of these commodities

{see table 25 above)}.

Sinee import prices generally fell less than export
prices during the period 1952 to 1954, the terms of
trade deteriorated in 1952 and 1953 in all these coun-

basis in all ecountries except Bolivia, the P]nilgpmea and Vene-
zuela, whete both iriperts and exports are f o

b Provisional.
¢ Third quarter only,
4 Five months only,

tries, with the exception of Ceylon {see tahle 26). In
1954, the declining trend in the terms of trade was
arresled; they remained at the 1953 level, or impioved
—for example, in the case of Pakistan and Peru—as a
result of the rise in prices of industrial fibres.

The decline in export prices in 1958 and 1954 was
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not generally accompanied by a rise in the volume of
exporis (sce table 27}.° Production of some important
raw materials, like rubber, textile fibres and metals,
declined in the period under 1eview, in some cases, how-
ever, after o considerable time lag.” This lrend was
arrested and partly reversed in the course of 1954,

Imporis were generally lower in 1953 and in 1954.7
The decline in imports, which affected both investment
and consumption goods, was grealer than the drep
in the level of incomes would by itself have brought
about. A large part of the [all was caused by new
import restrictions imposed by governments after
the collapse of the raw material boom and, in the
cases of {ood impoiling countries, by an increase in
domestic [ood production. As a result the real bal-
ances ol exports and imports, with a few exceplions,
showed a distinct improvement in both years. Since the
improvement in rezl balances generally more than off-
set the deterioration in the terms of tiade, the money
balances of most countries rose iz 1953 and 1954.°

Investment in fixed capital tended to Tall in 1953 and
1954, 1eflecting the effect of restiictions on imporls of

® Industrinl production in most of the importing industrial
countries was higher in 1953 and 1954, but increased industrial
output was to a large extent supporied by drawing upon pre-
vicusly accumulated inventories.

* Mining production in Bolivia and Peru, which showed little
change in 1953, began to {all in 1954 In Pakistan, production
of gotton and jute rose in 1952/53, reflecting 10 some extent the
influcnee of export suhsidies, but fell in 1953/54, owing chiefly
to sovernment action restricting cultivation of fbres in favour
of jood crops

* Peru and Ceylon, whose imports rose slighily in 1953, were
exceplions 1o the general tresd. In the f{onmer, the rise in im-
perls wes to some extent related to aaticipated devaluation of
the sof, which took place in the course of that year, while in
Ceylon it was accounted for by larger imports of {ood grains

Y This was not the case in 1953 in Malaya and Pers, where
money trade balanees deteriorated slightly during the year.

capital goods, on the one hand, and the fall in export
profits and in public revenue from foreign trade, on
the other.* Little direct statistical informalion iz avail-
abie as regards changes in inventories; in a number of
cases, export inventories were apparently reduced.’?
Az a resule of severe culs in imports there was prob-
ably a decline in inventories of imported goods.t

The deflationary eflect of the {all in export incomes®?
and of the decline in investmenl, together with a redue-
tion in imports, had a general adverse effect on con-
sumptien in 1953.%* But for the increase in the produe-
tion of food creps (table 28}.%% induced mainly by the
drop in prices of export crops, the eflect on consumption
would have been even greater. Aetually, there was only
2 slight reduction in real consumplion in some coun-
tries, and some rise in consumplion in others—Ceylon,
Indonresia and possibly Malaya, In the latter two coun-
tries, the 1ise in local production of [ood crops appa-
renily oflset the adveise eflect of declining export in-
comes on the level of consumplion in 1953, During
1954, as a result of improved foreign tiade conditions

** However, in Bolivia, Ceylon and Pakistan there was an in-
crease in publie investment.

Y1 1n Pakistan there was in both years a substantial reduction
of stecks of cotton and jute accumulated in 1052,

* However, there was appurently some hoarding of consumer
goods, both domestie and imported, in 1958 in Peru and Bolivia
in anticipation of the deprecistion of the currency.

#In Indonesia and Malaya the substantial decline in the
incomes of the small rubber planters directly affected their con-
sumption. In Malaya, morcover, there was a reduction in wages.

*1n Indonesia and Pakistan, the cuts in #mports of manu.
factared consumer goods were offzet to some extent by the rise
in domestic cutput. This was particularly the case in Pakistan,
where there was o substantinl rise in the output of textiles,
stimulated by the scarcity of imparted goods

¥ Pakistan is & notable exception; as a result of rovernment
policy in subsidizing exports, the shift {rom export te food crops
did not take place untii 1953/54, end the domestic supply of
food inereased only in 1954

Table 28. Indices of Agrieultnral Production in Selecled Countries Exporting Raw Materials and Food,
1956/51 to 1953/54
(1951/52 = 160)

Tolaf agriculfural production Food
Group and counlry
19a0/51 1951/52 1952/53 1853/54= 1950/51 I964/52 1952/53 1953 /54

Countries exporting raw malerials and

food other than rice:

Ceylon. . . 93 100 96 101 96 100 97 104

Tndonesia 92 100 100 100 95 100 102 105

Malaya® . 113 100 99 98 109 160 108 107

Pakistan. . 100 100 101 98 101 160 99 102

Perue o 96 100 101 106 97 100 100 105

Philippines ... a3 100 101 1056 97 160 101 105

Venezuela 97 100 106 - 97 160 106 o
Countries exporting rice:

Burma . o 95 100 105 102 041 100 103 101

Thailand . 9 106 95 105 95 160 05 106

Sonrce: Food and Agriculture Organization of the United
Natiens; Venezucla: Feonomic Commission for Latin America,
Eeconomic Survey of Latin America, 1953 {Uniled Nations pub-
lication: sales number 1954.1L.G.1)

3 Provisional.
b Federation of Malaya
e Data for calendar years 1930, 1951, 1952 and 1953
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Table 29. Indices of Cost of Living in Selected Countries Exporting Raw Materials and Food, 1951 to 1954

{1952 =100)
1953 15548
Croup, couniry and ilcm 1451 1852
Full year  Full year Firat half  Second half  Full year Pirgt half  Second half  Full year
Countries exporting raw materials
and food other than rice:
Bolivia {1a Paz):
General. .. ........ e 81 100 154 250 202 a2 5040
Food. . IR i 100 158 254 206 406 5370
Ceylon (Colomim)
General . . . 101 100 100 103 102 161 101 101
Food. . . 102 100 103 109 106 106 106 106
Indonesia (D_}ai{arta)
Food........ . 95 100 105 108 106 111 115 113
Malaya (Kuala Lumpur)
General................. 59 160 97 97 97 93 89 91
Tood (rice and rice equivalent) 95 100 106 109 107 99 95 97
Pakistan {Kamchl}
General . . 160 110 111 111 169 109 169
Food.. . 96 100 108 108 108 105 106 106
Peru (Lima):
General .. ....... ....... 9% 100 106 112 109 114 116 115
Food. . ceve.. 93 100 108 115 111 117 121 119
thlzppmes (Mamia)
eneral. 104 160 94 93 54 90 94 92
Food. . 104 160 91 90 90 86 91 88
Venezuela (Cmacas)
General. .. .. e 99 100 99 98 59 98 100 99
Food . ... ............. 98 100 96 95 95 94 99 97
Countries exporting rice:
Burma (Rangoon):
General e 104 100 o6 o8 97 92 95¢
Food. . 104 100 95 98 91 94 96
Thailand (Bangkok}
General................. 90 100 105 114 110 114 104 109
Food ... ......... ... ., 89 100 105 115 110 114 99 106

Source; United Nations, Monthly Bulletin of Statistics; and
Federation of Malaya, Monthly ~Statistical Bulletin (Kuala
Lumpur}.

and a further increase in local food production, the
declining tzend in consumption was arrested, and there
was some evidence of rising consumption in most coun-
tries of the group.*®

In all these countries food prices and cost of living
indices rose in 1953.Y7 In 1954, the rising trend was
arrested in most countiries; prices remained fairly stable
at the level of the second half of 1953, and in some
cases, even showed a tendency to decline. Prices con-
tinued to rvise, however, in Bolivia, Indonesia and Peru
(see table 20). The principal factors in price increases
in 1953 were a reduction in the volume of imports of
consumer goods because of import restrictions and, in
the case of the food importing countries, a rise in the

" In Bolivia, an important contributing element in 1954 was
o food grant under the United States aid pregramme,

' The official cost of living indices reflect price movements in
the capital cities and may not be representative of the trend of
prices in the interior.

s Provisional.
b Third quarter only.
¢ Five months only,

import prices of rice. Moreover, in some countries food
subsidies were withdrawn (Ceylon) or indirect taxes
raised (Puakistan} in an effort to improve the budgetary
situation, and in others there was a rise in import prices
as a result of the depreciation of the rates of exchange
(Bolivia and Peru) . The rise in prices in 1953 was gen-
erally moderate; increases in the food price index
ranged from 6 per cent in Ceylon and Indenesia to 11
per cent in Peru. In Bolivia there was a sharp rise in
prices in 1953 and an equally steep increase in 1954.
Here inflationary pressure vesulting from acute short-
ages of food and manufactured consumer goods was
amrmvat(,d by the depreciation of the eurrency and
an active cost-wage spiral,*®

** The sharp fall in imports in 1953 affected not only finished

consumer goods but alse raw materials and supplies for domestic
mdustry, as a result of which industrial output fefl substantially
in 1953. In addition, the available supply of consumer poods
was reduced by speculative hoarding. Some aspects of Bolivian
inflation closely resemble those analysed in a study of inflation
in Chile, presented later in this chapter.
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Because of the nature of their principal exports
{petroleum, copra, coconut oil and sugar) and certain
other factors, developments in the economies of the
Philippines, Venezuela and Taiwan showed a diflerent
pattern.

In the Philippines and Venezuela, the effects of the
raw material slump were relatively moderate. Prices
of the major exports of these countries {copra and
coconut oil in the Philippines, petroleum in Vene-
zuela) did not {all in 1953. In 1954, following the
decline in the prices of copra and coconut oil after
the middle of 1953, there was a decrease in the export
unit values of the Philippines, while the rise in pelro-
feum prices was reflected in a further increase in the
export prices of Venezuela. In both years the Philip-
pines benefited from favourable prices ol sugar undes
its export guota to the United States.?® Since the imporl
prices of these countries declined in 1953 and 1954,
their terms of trade, unlike those of the group of coun-
tries previously discussed, were throughout this period
well above the 1952 level, though in the Philippines
there was a mild deterioration in the terms of trade in

1954,

In both countries, rising export prices were accom-
panied in 1953 by only a small decline in their physical
exports so that the foreign exchange earnings of these
countries increased in 1953. This enabled them to in-
crease the volume of their imports,*™ and their real bal-
ances of trade declined during the year, Exports and
imports continued to rise in both countries in 1954,
with the result that the real trade balance remained un-
changed in Venezuela, while in the Philippines, where
the increase in imports was apparently larger than
in exports, there was a further decline in the real
balance.

'* The price of sugar exports to the United States was main-
tained well above world market prices, which continued to
decline in 1953 and 1954.

**In the Philippines, some of the inecrease in imports was
apparently due to buying in anticipation of stricter exchange
controis.

Total investment in the two countries probably did
not change much during the peried under review. In
both, there was some incrense in fixed capital invest.
ment in the export industries (sugar in the Philippines,
oil and iron ore in Venezuela) but this was partly, if
not wholly, oflset by a fall in public investment and a
decline in residential construction in 1953 and 1954,
Government current expenditures tended in general to
be stable. Consumplion increased in both countries in
line with the rise in domestic incomes. The main con-
tributing factor to this increase was the improvement
in the supply of consumer geods, made possible by
larger imports and a rise in the domestic production
of food. The increase in supplies, together with falling
import prices, accounted for a slight decline in the
cost of living in both countries,

In China: Taiwan, changes in the foreign trade sector
were also influenced by special factois not connected
with the raw material slump. Moreover, the economic
situation was dominated by such internal factors as a
rising budget deficit and an increase in domestic
investment, particularly speculative investment in
inventories.

The changes in the volume of exports—consisting of
sugal, rice, tea, {ruits and some industrial goods—were
largely determined in 1953 and 1954, as in earlier
yeats, by the progress achieved in raising the output
of these goods (see table 30). While prices of most
export commodities, as in other countries exporting raw
materials, fell in 1953 and 1954, the volume of exports
rose steadily in both years, reflecting the recovery and
expansion of domestic agricultural and industrial pro-
duction.”* Commercial imports moved broadly in line
with export proceeds, but imports under the United
States aid programme increased sharply, amounting to
40 per cent of the total value of imports in 1953 and
to 45 per cent in 1954, As a result, in both years there
was & large import surplus.

' Exports of sugar fell sharply in 1954; while prices were

maintained, the decline greatly allected total export proceeds
in that yea:. '

Table 30. China: Taiwan: Selected Indicators of Economic Activity, 1951 to 1954

Fem and unit 15861 1952 1953 1654
Agricuitural production (1952 =100):»

Total. . .. ... ... 9] 100 111 113
Food e 92 100 112 113
Cost of living, Taipeht (1952=100). . 77 100 118 120

Foreign trade (millions of new Taiwan dollars):
Exports .............. ... C 1,084 1,468 1,984 1,451
Imposts ... .. ... . . .. L ~ 1,688 —-2,533 — 2,754 —3,304
coreign Operations Administration aid . ... —500 765 —1,099 —1,496
Balance. o ! —1,065 ~ 770 —-1,853

Source: Food and Agriculture Organization of the
United Nations; Ministry of Economic Affairs,
Economic  Reference Dafa  (Taipeh); Economic
Stabilization Board, Industry of Free China {Taipeh).

» Crop year ending in the year indicated.
b Cost of living index for civil servents in Taipeh.
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The basic inflationary factors in Taiwan after 1949
were a rising budget deficit, resulting from large mili-
tary expenditures, and a tendency to reinvest in com-
modities the liquid funds thereby introduced into the
economy. Cheap bank credit granted for financing the
investment of public and private corporations was an
additional source of such funds. The pressure thus
everted upon domestic prices continwed during 1953
and 1654.

The rise in prices, which had subsided for a brief
period during 1952, resumed its course in the first half
of 1953. The increase in the budget deficit and in in-
vestment in fixed capital and inventories by public and
privale corporations was not accompanied by an in-
crease in the supply of consumer goods. In fact, im-
ports of consumer goods declined as a result of a fall
in imports under the United States aid programme dur-
ing the early months of 1953 and reduced allocations
of foreign exchange for commercial imports, In addi-
tion, the supply of rice, depleted by excessive exports
in 1952, was further adversely affected by a smaller
spring crop in 1953. As a result, prices tended to rise,
leading to renewed hoarding of rice and of some im-
ported commodities, During the first half of 1953, the
cost of living index in Taipeh rose by 12 per cent over
the 1952 level.

From July 1953 to June 1954, the budget deficit and
investment in fxed capital and inventories continued
to rise, though the rate was slower in the latter, owing
to a siricter credit policy. This was, however, oftset by
an increase in imposts of essential commodities under
the United States aid programme and by an increase
in the rice crops. As s result, inflationary pressure once
again subsided and the cost of living index remained
stable.

COUNTRIES EXPORFING RICE

The principal factor in changes in economic condi-
tions in 1953 and 1954 in Burma and Thailand was the
decline in export demand for rice, owing to general
improvement in domestic output of food in the main
rice importing countries of the area (in particular,
India, Indonesia and Malaya) ® In both Burma and
Thailand, the result of this decline in demand was, in
1953, a fall in exports of rice and an accumulation of
stocks while prices were generally maintained. In 1954,
the export price of rice was substantially reduced in
bath countries in an allempt to stimulate exporls (see
table 25). Exports of rice rose in Buima, as a result
of special contracts for bulk sales concluded with some

3 The increaze in cutput resulted, in part, frem the substi-
tution of food crops, especiably rice—whose price had rizen in
1951 and 1952—fer the export crops which had been affecied by
the shump in raw materials and, in part, from generally {avour-
able weather conditions in the 1952/53 and 1953/54 crop years,
The only important exeeption in the latter year was Japan, whose
rice crop was much smaller becanse of typhoon damage.

of the importing countries.® In Thailand, however,
there was a further decline in exports,® and a marked
accumulation of inventories of rice.*®

In 1953 in both Burma and Thailand, but particu-
larly in Burma, the general level of economic activity,
and of privale income and consumpiion, was only
slightly affected by adverse developments in the export
sector. The fall in exports was primarily reflected in
Huctuations in government trading profits® In both
countries, government expenditure on economic devel-
opment was increased in 1953, in spite of the substan-
tial drop in revenue and in foreign exchange receipts.

Generally sustained private incomes and the increase
in public investment were reflected in a rise in imports
of both consumer goods and capital equipment. As a
result, in both countries the real balances of exports
and imports declined, and in Thailand, in spite of an
improvement in the terms of trade,® there was a marked
deterioration in the balance of paymenis by the end

of 1953.

In 1954, continued adverse developments in the ex-
port sectors were associated with divergent trends in
the domestic economies of Burma and Thailand. In the
former, government expenditures on both current and
capital account roge in the face of a further decline in
trading profits. Imports of both capital equipment and
consumer goods increased substantially, but because
of larger exports the real balance rose slightly. While
this rise was oflset by a {all in inventories—the counter-
part of increased exports—private incomes were sus-
tained by the maintenance of the level of public invest-
ment. Real consumption apparently rose as a result of
lower prices of rice and larger supplies of imported
manufactured consumer goods. The situation was dif-
ferent in Thailand, where dellationary tendencies ap-
peared in 1954, In an effort to check a further rise in,
the budget deficit, there was a cutback in government
development expenditures, which was reflected in a
decline in imports of capital goods.*® As 4 result of the
fall in exports and in government activities there was
n decline in private incomes and in demand, particu-

# Contracts were concluded with Ceylen, India and Japan.
The sales ngreement with India covered the delivery in 1954 of
900,000 tons of tice a1 a price 20 per cent below that of 1953,

**In order to stimulate private exports, government controls
on private irade in rice were further relaxed, and the fall in
export prices was offset by an increase in effective exchange
rates payable lo exporters

** 'The steep rise in inventories was due to the fact that the
fail in exports coincided with an exceptionally good rice harvest
in 1953/54. The rice crop in Burma in that year was somewhat
smaller.

** This was particularly the case in Burma, where export trade
in rice is practically a government monopoly,

*TThe improvement in the terms of trade in 1953 was due
primarily to a decline in the prices of imports; in fact, export
priees in Thailand—which is also an exporter of rubber and tin
~ietl shightly,

*# Imports of consumer goods also fcil somewhat after import
restrictions were tightened towards the end of 1953 and during
1854 in an effort to check the deterioration in the balance of
paymenis position
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Table 31. India: Selected Indicators of Economic Activity, 1951 to 1954

Item and unit 1951 1552 1553 495840
Agricultural production (3951/52 100) b
Food grains ‘ e 99 100 111 127
Othercmps 96 100 94 98
Total. . o8 160 05 117
Industrial pmductmu (195‘7 100}
Cement .. . 90 100 107 i24
Coal . o 95 160 99 101
Steel m"or.s 95 100 95 106
Cotton cloth . e 91 100 107 109
Jute manufactures . . .. . .. 92 160 91 97
Total . 91 106 105 113
Foreign traa'e (ml]lmnb of 195‘3 zupees) ¢
Exports. . 6,480 6,185 6,225 6,400
Imports ... ... 8,685 8,032 6,375 6,655
Real balance —2,205 -1,847 - 150 - 165
Foreign trade {1952 =100} :
Export unit value 124 100 85 86
Import unit value. 98 100 91 88
erms of trade. . 126 100 94 98

Source: Government of India, Manthly Abstract of
Statisties (New Delhi)

s Provisional.

b Data represent crop years ending in the year
stated. Crops harvested at the end of 1952 and 1953
are generally available for consumption in the fol-
lowing calendar vears, and are assumed to be in-

larly for manufactured consumer goods. In Burma,
where the real balance of trade rose, and in Thailand,
where it 1emained about the same, the balance of pay-
ments deteriorated in 1954, In both countries this re-
flected the decline in their terms of trade as a result
of the fall in export prices and, in the case of Burma,
the substantial increase in imports,

Changes in the cost of living in the two countries in
the period under review showed divergent trends. In
Barma, the cost of Hving continued to decline slightly
in 1953 and 1954; in Theiland, consumer prices rose
in 1953, levelled off in the fArst half of 1954 and de-
clined appreciably in the second half of the year {see
table 29). The slight decline in prices in Buwrma, in
the face of a rising volume of Investment, was mainly
due to the fall in prices of imported consumer goods
combined with u slable domestic price of rice® In
Thailand, where trade in 1ice is shared by private
exporters, the price of rice to consumers is not insulated
to the same extent as in Borma [rowm [actuations in
expoit demand and changes in domestic supply. Thus,
in 1653 the increase in private incomes resuiting from
higher investment aclivities, and the smaller 1952/53
rice erop, resulted in a 1ise in food priees ™ The sub-
stantin]l increase in rice output in 1953/54, together

* Both procurement prices and those paid by urban censiners
werc kept stable

" Ag to prices of imporied goods, the fell in the foreisn prices
of imports was probably more than offset by the depreciation
of the eifective rate of exchange in 1953 and 1954.

eluded in the gross national product for 1953 and
1954, respectively.

o [ sports and export unit values adjusted to in-
clude export duties. Lixports and imports include
sea, air and land trade defl Falcd by unit value indices.
Unit value indices are based on scaborne and air-
borne trade which represents over 90 per cont of
total trade

with the deflationary effect of the {all in export incomes
and the reduction in the scale of public investment,
had the effect of first checking and then reversing this
trend in the course of 1954.

Economic crances 1N Inpia

The predominant factor in the economic situatien in
India in 1953 and 1954 was the substantial increase in
crops of food grains in both years. As a result of an
increase in acreage, exceptionally favomiable weather
and improvements brought about by implementation
of agricultural development projects under the five-
year plan, output of {ood grains increased by 11 per
cent in 1952/53 and by a f{uither 15 per cemt in
1953/54, when production was more than 25 per cent
ahove the abnormally low oulput of 1950/51 and
1951/52 (see table 31). Production of cotion was un-
changed in 1952/53 and rose sharply in 1953/54, but
there was a drop in the oulput of raw jute and sugar in
both years. This fall refiected a shilt to cultivation of
food grains as a result of unfaveurable jute and sugar
prices. Industiial production in large-scale industry
rose 5 per eent in 1953 and ahbout 8 per cent in 1924,
As a result of these changes, the national product of
India rose by about 4 per cent in 1953 and further by
more than 7 per cent in 1954, As increases in industrial
production resulled in the main [rem higher produc
tivily, employment of labour in lazge-scale industry
during 1953 and 1954 did not change appreciably.
Urban unemployment, reflecting disparity between the
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expansion of available employment opportunities and
the labour force available for hire in industry and other
urban occupations, 1ose sharply in 1953 and 1954,
continuing o trend which has become apparent since
1952,

The real balance of exports and imports increased
rapidly in 1953 owing to a sherp decline in imports
while the volume of exports was practically unchanged;
increases in exporls of tea and cotlon textiles were bal-
anced by a decline in exports of jute manufactures. The
principal element in the decline in imports was a sub-
stantial fall in impoits of food grains and raw cotton
made possible by a rise in domestic output, The terms
of trade deteriorated further in 1953 as a result of a
sharp decline in export prices, especially of jute and
colton textiles, As this was more than offset by the
sieep 1ise in real balances, money trade balances im-
proved considerably in that year. In 1954 the volume
of both exporls and imports rose slightly, and the real
balance of trade remained at about the 1953 level.
There was 2 slight improvement in terms of trade and
money balances ®

Investment in fixed capital remained unchanged in
1953 and rose substantially in 1954, In both years pub-
lic investment in projects under the five-year plan con-
tinued to gain, oflsetting in 1953 the decline in private
investment. The 1ise in public investment was par-
ticularly large in 1954, rellecting a further substantial
increase in public construction under the plan, espe-
cially in irrigation projects and road building. There
was appaiently some rise in private investment as well.
Since imposts of capital goods during this period re-
mained relatively stable, the increase in investment was
met in the main by higher domestic output of capital
goods.

Investment in inventories fell in 1953 but rose in
1954. In 1953, there was an accumulation of stocks of
cotton textiles, since higher domestic output was not
matched by similar incieases in domestic consumption
and exporis; this, however, was more than offset by a
decline in investment in inventories of sugar and jule
manufactures, The drop in the former was caused by
the poor sugat-cane crop; the decrease in the latter
reflected reduction in stocks to meet export and domes-
tic demand in the face of a decline in cutput. In 1954,
investment in inventories as a whole rose in spite of
the fact that stocks of industrial 1aw materials in fac-
tories declined. This was largely accounted for by
increases in public and private stocks of impozrted food
grains.®* On the one hand, the Government sought to
build up food stocks as a reserve against future emer-
gencies; on the other hand, there was a building up

2! The sharp advance in the export price of tea was largely
offset by declines in the export prices of pepper and cotton
textiles.

* Sugar stocks also rose somewhat as a result of higher gov.
ernment imports to meet shortages created by the decline in
domestic output.

of stocks in private trade {following the gradual trans.
fer of the trade in food grains to private channels, a
process which was substantially completed by the end
of 1954.

Government expenditure on current account, includ-
ing military expenditures, continued to increase in 1953
and 1954, as the activities of the central and state gov-
ernments continued to expand.

In both 1953 and 1954 there was a substantial rise
in real consumption. The 1ise in output of food grains,
which made possible higher consumption of feod in
the countiyside, was the key factor in the increase.®
The rise in real consumption in 1953 was apparently
smaller than that in the national product. Real income
of the urban population in that year was adversely af-
fected by the abolition of food subsidies in large urban
centres, where prices of {ood grains, the most important
item in consumption, actually rose.” In small towns
where rationing was abolished, food prices in the free
market did not fall. This may be explained by the fact
that in spite of larger crops, the marketable supply of
food grains in 1953 was not appreciably higher than
in the previous year. There was a rise in consumption
of food grains in the rural areas, especially in the case
of subsistence farmers and agricultural labourers
whose consumption had fallen considerably during the
previous years of poor crops; moreover, the market
supply was further affected by the decline in imports
and the building up of inventories in private trade as
a result of derationing.®® In 1954, further improvement
in the supply of food grains was a2 major factor in the
increase in consumption, both in urban and rural areas,
while eonsumption of manufactured goods appears to
have risen only slightly.

Thus, the small increase in the national product in
1953 was the result of a rise in the real balance of for-
eign trade, current government expenditure and per-
sonal consumption, which more than ofiset the decline
in inventory investment, while investment in fixed capi-
tal remained unchanged. In 1954, all components ex-
cept the real balance of exports and imports contrib-
uted to the rise in the national product.

In 1953, the rise in piices of food grains resulting
from the aholition of food subsidies was reflected in
an increase in the cost of living in large urban centres,
In 1954, the significant downward movement in grain
prices resulted in a decline in cost of living indices in
most of the urhan centres; the prices of manufactured
consumption goods were generally unchanged during
this period.

# The adverse effect on zesl income of the substantial decline
in terms of trede was rather limited in view of the reduction
in export duties,

* Discontinuance of food subsidies was related to the fall in
government receipts, which was largely a result of a reduction
in export duties while other tax receipts remained about the
same.

** However, grain prices began to fall by the end of 1953 with
the prospect of still another excellent harvest in food grains,
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Major Economic Changes in Selected Latin American Countries,
1953 and 1954

Although the five Latin American countries discussed
in this section—Argentina, Brazil, Chile, Cuba and
Mexico—are in the same geographical area, they pre-
sent wide diversity in the structural characteristics of
their economies and the nature of their exports, so that
the developments described below also reflect to some
extent those in other countries producing food and raw
materials, The more detailed analysis of developments
in these countries thus supplements the broader survey
given in the preceding section. The discussion is di-
vided into three parts: The first deals with changes
in the components of gross national product in 1953
and in 1954, the second describes parallel changes ac.
cording to the principal producing sectors of the econo-
mies and the third discusses changes in prices and
wages.

CHANGES IN PRINCIPAL COMPONENTS OF GROSS NATIONAL
PRODUCT

Developments in 1953

One of the characteristic changes in the components
of gross national product in 1953 was an almost general
increase in the real balance of exports and imports,
which was due to the cumulative effect of changes in
both exports and imports (see table 32). While the

weakening in the export demand for industrial raw
malerials {metals and fibres) continued, exports were
sustained by liquidation at Jower prices of export in-
ventories accumulated in previous vears. There were,
in addition, some special favourable factors in individ-
ual countries,® with the result that the volume of ex
ports rose in all countries, with the notable exception
of Chile.*” Real imports, on the other hand, either de-
clined, in some cases sharply (for example, in Brazil
and Cuba}, or failed to rise (in Chile and Mexico)}, a5 2
result of a tightening of import restrictions because of
foreign exchange difficulties.

Changes in the terms of trade in 1953 did not {ollow
a definite trend (see table 33). The terms of trade im-

@ Thus, the bumper erop of 1952/53 in Argentine enabled
that country 1o resume Jarge-scale shipments of grain and oil-
sceds, znd the active demand for coffee helped to strengthen
the exports of Brazil and Mexico; in the lalter country, larger
shipments of coffee offset a substential drep in expors of non-
{errous metals (lerd and zine} and cotton,

" As mentioned in World Ecoromic Report, 1952.53, the
timing of the impact of the slumyp in raw matericls upon indi-
viduel commodities and upon primary producing countries was
uneven. In Chile, the impact was felt only in 1953, with the
decline in the export demand for eopper and a fall in its price
from the high levels of 1952, Chile, like other raw material
producing countries in similar cireumstances, responded to the
drop in prices by withholding sales and accumulating substantial
inventories of copper.

Table 32, Components of Gross National Product of Selected Latin American
Countries, 1951 to 1953
{In 1950 prices, as percentage of total 1952 gross national preduct)

Sum of personal N Balanee of
Grosx ot an, Government Grozs inge. {ment, 'x and fmports

Couney ondsear  retignl  “elangel ™ mpendioreen i and ot Pt
Argenting:

1951 ... .. 1072 7.3 1i.6 21.8 —3.5

1952. . ..., 100.0 72.0 10.4 19.3 -1.6

1953 ... 1055 75.3 9.4 175 3.3
Brazil:

1I951....... 950 68.5 11.3 16.6 1.4

1952 ... ... 1000 3.0 11.3 18.1 —2.4

1953 ... . 164.0 75.8 1.7 149 16
Chile:

1951 ... 95.1 771 110 11.3 —4.3

1952, ... 1000 80.3 11.8 125 - 4.6

1953, . . 106.0 83.4 13.9 14.0 -53
Cuba:

1951, . .. 94.5 60.3 11.2 114 5.0

1952 .. .. 1000 76.3 10.7 83 3.7

1653 oo 89.5 39.1 10.6 S0 10.8
Mexico:

1951 . .. 98.5 76.9 5.7 181 —2.2

1952 ... 1000 76.8 6.4 17.6 -8

1953. ... 980 75.6 6.2 16.2 —

Source: United Nations Bureau of Economic Affairs, computed from official national statisties.
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Table 33. Indices of Unit Values and Terms of Trade of Selected Latin American
Countries, 1951 to 1954

(1952 =100}
10944 1952 4953 1854
Caunlry and iemn Pull Full First
year year Firat half  Second half  Full year half
Argentina:
Ixportse .. ... . . 112 100 08
Importss . ... .. ... 79 100 it
Terms of trade .. 141 100 127
Brazil:
Exportse. . ............ 106 100 96 102 a8 104
Imports=. . . ....... . 90 100 94 92 93 89
Terms of trade . .. .. 118 100 102 111 105 117
Chile:
Exporise . .. ... ... 48 100 103 94
{mportss e 092 100 94 92
Terms of trade . . . 36 100 130 102
Cuba:
Exports ... .. ... .. 108 100 84 88 86
Imports ... ....... . 100 106 9% 95 97
crms of trade .. .. . 108 100 a5 93 89
Mlexico:
Exports>. . ... .. ... . 89 100 89 81 85 89
Importse . ... L 102 100 162 95 98 98
Terms of trade . .. .. a7 100 87 85 87 91

Source: Computed by the United Nations Bureau
of Leonomic Affairs on the basis of data {rom the
following sourees: Statisticel Office of the United
Nations; Argentina: United Nations, Feonomic
Commission for Latin America (ECLA); Brazil:

-proved in Aigentina, Brazil and Chile and deteriorated
in Cuba and Mexico. In the fist group of countries,
the impiovement in the terms of trade was largely due
to a decline in the prices of imports,®™ while increases
or decreases in the prices of exports were moderate.”
In the second group of countries, the termns of tiade of
Cuba were aflected by a decline in sugar prices,*® and
those of Mexico, by the fall of the prices of base metals.

The changes in the real balances of expoits and im-
ports, combined with the changes in the texms of trade,
resulted in an improvement in the balance of payments
position of Argentina, Brazil and Cuba, though in the
case of the latler country, deterioration in the terms
of trade had largely offset the 1ise in quantum balances,

3 The sharp decline in 1953 import unit velues in Argentina
as compared with 1952 largely reflected the drop in import
prices from the exceptionally high levels of 1652 The resulling
steep rise in the terms of trade in 1953 should Le interpreted in
the same centext; in fact, the terms of trade in 1953 were about
10 per cent lower then in 1951,

% n Brazil the rise in the price of collee helped to offset the
decline in export prices resubting from the liguidation of in-
ventories of other exports (in particular, colton) at substantially
lower prices, and in Chile the decline in export demand for
copper was resisied by maintaining prices and withholding
shipments, so that it was reflected only in the sharp fall in the
volume of exports.

“ While prices of shipments of Cuban sugar under the United
States import quets were maintained, average export prices de-
clined in 1953, as a result of o furthber drop in the prices of
sugar shipments outside the United States quota

Ministry of Finance, Mensario Estatistice (Rio de

Janeire); Chile: Central Statistical Office, Estad-

fstica Chilena (Santiogo); Mexico: Nationn! Bank

for Foreign Trade, Comercio Exterior (Mexico, D T).
» Valued in United States dollars.

There was a deterioration in the money balances of
Mexico and also of Chile; in the latter country, the
slight imprevement in the terms of trade was more than
offset by the sharp decline in real trade balances.

With the exception of Chile, investment in fixed cap-
ital declined in all these countries. The decline in
private investment reflected the generally low level of
business anticipations in the previous year, while in-
vestment finance was unfavourably affected by the fall
in profits in foreign trade. Public investment was simi-
larly affected by the deciease in government revenue
from export and impoit duties as a result of lower
export prices and the decline in impoxts. In some coun-
tries—DBrazil, for example—a contributing factor was the
shoitage of imported capital goods because of import
restrictions.

As in 1952, an important element in changes in total
investment were lhe changes in export inventories. In
Argentina, Brazil and Cuba, the Hquidation of inven-
tories of export goods (wool in Argentina, cotton,
cocoa and other exports—other than coffee—in Brazil,
sugav in Cuba) brought total investment in these coun-
tries to a level substantially below that of 19521 Only

1 There were also some offsetting factors: in Argentina, in-
vestmment in farm products rose because of replenishment of
depleted stocks of food grains and oilseeds, and in Mexico
there was, apparently, some accumulation of invemtories of
manufactured goeds because of smaller consumer demand,
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in Chile where, in addition to the rise in investment in
fixed capital, there was also heavy accumulation of
unsold stocks of copper, was there a net rise in total
investment,

There appear to have been no substantial changes in
government expenditures on goods and services on cur-
rent account, except in Argentina, where the policy of
budgetary retrenchment also appears to have been car-
ried out with respect to current government operations.

The movement of the “active” components of gross
national product, described above, may be broadly
summarized as follows. In all countries except Chile
the improvement in real halances was offset to a greater
or lesser extent by a decline in total investment, in
which liquidation of inventories of export goods played
& considerable part. Thus, the over-all contribution of
the changes in these components of the gross national
product in 1953 was either negative (in Cuba and
Mexico) or relatively small (in Argentina and Brazil) ;
the net balances of these components rose significantly
only in Chile, where changes in both trade balances
and total investment were against the general trend.

In addition to the {actors described above, real con-
sumption was affected by the effects on private in-
comes of changes in taxation and terms of trade, and
in supplies, primarily of food. In general, the changes
in 1953 in the burden of real taxation, that is, the
net balance in real terms of public receipts and pay-
ments in the privale sector, favoured private incomes;
in countries where the terms of trade fell, the ¢fect on
private incomes was damped to a larger or smaller
extent by a decline in real government revenue from
taxation of foreign trade and profits. In general, the
supply situation was also a favourable factor in the
changes in real consumption. Food supplies were gen-
erally satisfactory because of better crops and adequate
food imports. However, in countries where imports had
been sharply cut in 1953—Brazil, for example—short-
ages of raw materials and industrial supplies appeared,
and consumption of imported manufactured goods by
higher income groups also declined.

Ameong the individual countries, real private incomes
and consumption in Cuba and Mexico reflected the de-
flationary effects of the fall in the net sum of real trade
balances and total investment, especially since the de-
cline in the terms of trade was not fully offset by the
reduced burden of taxation.** In both countries, real
consumption declined. Because of the poor crop which
resulted {rom drought conditions over extensive areas,
there were some shortages of food staples (corn and
beans) in Mexico in the early part of 1953; these
were, however, made good in the course of the year by
greater imports of food and a much larger crop in

** In Cuba, however, the effect on consumption was mitigated
by the fact that the deterioration in the terms of 1rade primarily
affected income from profits.

1953/54. In Cuba, the supply situation with regard
to both food and consumer goods was satisfactory be-
cause of a rise in the domestic output of rice and of
domestic substitutes for imported manufactured goods,
which offset the decline in imports,

In the group of countries in which the net sum of
the active components of national product increased
(Argentina, Brazil and Chile), private income and
consumption rose, In Argenting, the decrease in the
burden of real taxation reflected to a large extent the
cost of government support of domestic prices of grain
in the face of falling export prices. In line with gov-
ernment policy of providing adequate incentives to
raise Argentine agricultural output, prices paid to grain
and oil-seed farmers for deliveries to the government
export monopoly had been substantially increased for
the 1952/53 crops (this was reflected in a marked deficit
in the 1953 accounts of the export monopoly}. The
increase resulted, in fact, in 2 substantial rise in
“parity” farm prices, that is, farm prices measured in
purchasing power of non-farm consumer goods. Thus,
the record grain harvest of 1952/53 resulted in a sharp
rise of real farm incomes in 1953. As real incomes of
urban labour remained on the whole unchanged,*
total private incomes were substantially above those
of 1952. Consumption of both food and manufactured
goods rose. While there were some sporadic scarcities
during the year, consumption of meat in the urban
centres was higher than in 19524

Consumption of manufactured goods, on the other
hand, was only slightly higher than in 1952. This may
be explained by the fact that urban incomes failed to
increase, while the rise in agricultural incomes was not
reflected in a corresponding increase in rural consump-
tion of manufactured goods until the latter part of the
year—apparently because of the time lag in the adjust-
ment of demand.*® In Brazil, private incomes benefited
from the improvement of the terms of trade while the
burden of real taxation remained about the same. How-
ever, since the benefits of the improvement in terms of
trade accrued primarily to incomes from profits, and
since inflationary pressure appeared as a result of
shortages of food in the early part of the year, real
consumption, though higher than in 1952, lagged be-
hind the rise in national product. In Chile, the decline
in export demand and the resulting accumulation of
inventories affected mostly net public revenues, which
fell substantially as a result of the decline in govern-

“* The decline in employment and man-hours worked in in-
dustry was roughly offset by the slight rise in real wages of
industria} labour

* The rise in consumplion was made possible by a number
of government measures for improving the meat supply in
urhan eenires, such as tightening the enforceniont of controlled
slaughterings, raising official prices of meat cattle, and some
diversion of export meat 10 domestic consumption

**The operntion of a similar time lag, in reverse, could he
observed in the preceding year, when the sharp decline in rural
real incomes did not result in a corresponding drop in con-
sumption of manufactured consumer goods.
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ment profits on sales of copper*® Real consumption
rose in both food and manufactured goods; the rise in
consumption of food was made possible by larger
imports.

As a result of changes in the various components de-
scribed above, gross national product rose in Argentina,
Brazil and Chile and declined in Cuba and Mexico (see
table 32). In the former countries, the increases ranged
from 4 to 6 per cent. There was a sharp drop in Cuba,
while national product in Mexico showed only a slight
decline.

Developments in 1954

Tt was noted above that in 1953 in most couniries
there was a tendency towards a rise in real export bal.
ances, the contributing factors being liquidation of
export inventories and tightening of restriction on im-
ports. This trend was largely arrested in 1954. The
volume of exports rose only slightly in Argentina, re-
mained about the same in Mexico and fell in Brazil and
Cuba.?” In the two latter countries, the process of
liquidation of export inventories which had been an
important element in sustaining the level of exports in
1953 was reversed, and there was considerable accu-
mulation of inventories of export commodities in 1954.
As to imports, in some countries {Argentina and Brazil)
scarcities in a number of import items—a result of the
cuts in imports in 1953—led to a relaxation of restric-
tions: this was made possible by the improvement in
the foreign exchange situation. In Cuba and Mexico
imports remained at about their former level. On bal-
ance, real trade balances declined in Argentina, Brazil
and Cuba, particularly in the last two countries, and
remained unchanged in Mexico. In Chile, because of
the time lag in the impact of the raw material slump,
referred to earlier, developments in foreign trade were
again contrary to the general trend. Exports rose as a
result of liquidation of copper inventories, and there
was a significant fall in imports following the tighten-
ing of import restrictions because of foreign exchange
difficulties. The real trade balance rose sharply.

There was no uniform pattern of changes in the terms
of trade, mainly because prices of the principal exports
of the area had shown divergent tendencies during
1954; prices of imports did not change significantly
and tended on the whole to decline slightly. The terms
of trade of Mexico were only slightly below the level
in 1953,%° and those of Cuba remained about the same.

4 The situation was similar to that of 1952, when the rise in
prices and in the volume of exports of copper wos reflected in an
incresse in povernment profits, without significantly affecting
private consumption.

7 Tp Brazil, sharp reaction in world coffee prices during 1954
led te m contraction of exports, in an attempt to regist the price
decline; Cuban sugar exports slso fell off substantially, com-
pared with 1953.

3 The wenkening of the demand for Mexican exports of non-
ferrous metals and cotton was largely checked in 1954; in addi-
tion Mexico benefited from the rise in the prices of coffee.

The steep rise in coffee prices in late 1953 and early
1954 was reflected in the improvement of the terms of
trade of Brazil. On the other hand, there was a sub-
stantial deterioration in the texrms of trade of Argentina,
because of weakening in the prices of food grains, and
the fall in export prices of copper resulted in a decline
in the terms of tzade of Chile. The changes in both
directions in the terms of trade of the countries of the
group, with the exception of Argentina, were confined
within relatively small limits. In most cases the balance
of payments position was affected mainly by the
changes in real balances of exports and imports men-
tioned above. There was some deterioration in the hal-
ance of payments on current account in all countries
except Mexico; this decline was particularly pro-
nounced in Argentina,*® Brazil and Cuba, and there was
consequent pressure on foreign exchange reserves.

Investment in fixed capital generally showed an im-
provement over 1953 ; fixed capital investment rose in
all countries except Chile. A contributing factor in the
gain was the relaxation of restrictions on imports of
capital goods. In some countries {Cuba, Mexico) there
was also a rise in the volume of public investment.®®
Investment in inventories reflected developments in the
export sector. For reasons described above, there was -
accumulation of inventories of coffee in Brazil, while
the decline in export demand for sugar resulted in
added accumulation of sugar inventories in Cuba in
spite of a further restriction of output in 1953/54. In
Chile, on the other hand, copper inventories, while still
of substantial magnitude, were lower than in 1953,%
and in Argentina there was 2 drop in grain inventories
as a result of continued shipments during the year.*
If changes in inventories are taken into account, total
investment rose in Brazil, Cuba and Mexico, probably
remained asbout the same in Argentina and declined
considerably in Chile.

Summing up the changes in the two components,
there was, on balance, a generally unchanged position
in all countries except Chile, where there was ap-
parently a slight decline. This indicates that in 1954
declining tendencies in national produet, incomes and
consumption in a number of countries, which originated
gither in the foreign trade or in the investment sectors
of the economies, had been checked. They emerged,
however, in Chile.

On the basis of the information available at time
of writing, only tentative conclusions may be reached

* As noted, the chief factor in the deterioration in the case
of Argentina was the sharp decline in the terms of trade.

T Cuba, this resulted from the efforts of the Gevernment
10 offset the decline in the export sector by compensatory spend-
ing on developmental activities,

1 This decline was due largely to u sale to the United States,
under special agreement, of 100,000 short tons from the 1953
stockpile.

2 Apparently there was elso some liquidation of inventories
of menufsctured goods in Argenting and Mexico.
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as to developments with regard to real consumption,
As in 1953, private incomes were Sustained in most
countries by the decline in the net payments to govern-
ment by the private sector. Thus, in Argentina, the
deterioration in the terms of trade resulting from a
decline in the prices of its principal exports was re-
flected primarily in a drop in government profits, and
in Brazil and Cuba there was a further decline in the
real burden of taxation. The supply situation was gen-
erally satisfactory. In Argentina, there was a further
rise in the supply of meat to urban centres at controlled
prices and there was an increase in foed crops in Brazil,
Cuba and Mexico. In Chile, despite foreign exchange
difficulties, the decline in 1953/54 food crops was bal-
anced by larger imports of food. Real consumption
rose in Argentina, Brazil and Mexico and appears to
have been maintained in Chile and Cuba.

On the basis of the changes in the main components
described above, in 1954 gross national product showed
a further rise in Argentina and Brazil, recovered in
Mexico, was probably unchanged in Cuba and declined
somewhat in Chile.

PRODUCTION TRENDS

Fluctuations in agricultural outpat were a dominant
factor in the changes in national product in Argentina
and Cuba in 1953 and 1954. Both countries experienced
sharp fluctuations in agricultural produetion, compared
with 1952, though in opposite directions. In Argentina,
favourable weather conditions combined with an in-
crease in the sown area to cause a sharp improvement
in output of food grains and oil-seeds in the two sue-
cessive crop years 1952/53 and 1953/54, though the
latter failed to match the record output of the former
year {see table 34). In Cuba, where a policy of restrict-
ing output had been adopted following the accumula-
tion of sugar inventories in 1952, there was a sharp de-
cline in sugar-cane production in 1953 and a further

fall in 1954.;% in the latter year, the moderate drop in
the output of sugar-cane was balanced by a rise in other
crops (rice in particular) so that the over-all level of
agricultural production remained unchanged. The de-
scribed fluctuations in crops in Argentina and Cuba
which in both countries affected their principal exports
determined to a large extent the general economic situa-
tion of these countries in 1953 and 1954. In Argentina,
an important element in the domestic food supply situa-
tion was the continued improvement in the output of
meat in both years.

Changes in agricultural output in the other countries
of the group were of more limited scope. In Brazil, pro-
duction continued to rise in both years. In Chile, there
was an improvement in over-all output in the 1952/53
crop year and a slight fall in 1953 /54, while the reverse
was true in Mexico,"* Of the chief export crops, the
1953/54 cotton crop in Brazil was sharply reduced;
the cutback was related to serious marketing diffculties
in 1952 and 1953 which resulted in accumulation of
inventories and subsequent liquidation at lower prices.
In Mexico, where no special marketing problems were
experienced in cotton exports, output of cotton in both
crop years was at a slightly lower level, but was fol-
lowed by an extremely sharp rise—about 30 per cent
above the average of the two preceding crops—in
1954/55. There was no significant change in the ont.
put of coffee in Brazil; however, as in most coffee
producing countries other than Brazil, output of coflee
continued to rise in Mexico in response to the favour-
able price situation.

* Qutpat of sugar in Cuba was cut back from the record figure
of about 7 million tons in 1952 to 5 million tens in 1953 and
4.75 million in 1934. There was a further restriction of output
to 4.4 million tons in 1935,

““In Mexice, the 1952/53 output was allected by a protracted
drouglt in large arcas of the country, which resulted in exten-
sive damage to the major food ereps. The situation improved
in 1953/54, and there wos o {urther sharp gain in both food and
export crops in 1954/55,

Table 34. Indices of Agricultural Production in Selected Latin Ameriean Countries,
1950/51 1o 1954 /550
(1951/52=100)

Counlry 1950/51 1951752 1352/53 1953/54 1954/55
Argentima ... ... ... ... . . . 145 100 181 169 .
Biazil . S e 101 100 107 108 1180
Chile e 99 100 109 107 .
Cubae. . e 84 100 78 78v ..
Mexico. ... .. ... . . . .. ... 96 160 97 101k 11ge

Sourrce: United Nations Burcau of Economie
Afluirs, computed from official natienal statistics.

* The crop year and the calendar years which it
overlaps do not correspond uniformly in the various
countries of the group. In Argentina, Chile and
Cuba, there is a rough coincidence in terms of out-
put, on the one hand, and income and consumption
cflect, on the other, between & given crop year and
the calendar year indicated by the second part of

the crop year (for example, crop year 1953 /54 and
calendai year 1934} In Brazil and Mexico, the
income and consumption eflects of a given crop
year are spread over both ealendar years {for
example, the effects of the 1953 /54 crop were felt
in both 1953 and 1954).

b Preliminary index based on incomplete dala

¢ Weighted index of production of sugar-cane,
tobaceo, rice, colfee and dried beans.
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Table 35. Indices of Industrial Production in Selected Latin American Countries, 1951 to 1954

(1952 == 100)
1853 1954
Country and ifem 1041 1952 W ————ee
Full year Full year First half Second half  Full year First half  Second half
Arpentina:

‘otal industrial productions. . .. .. 107 100 94 104 99 98 113k
Manufacturing .. ... ... ... 107 100 93 103 98 96 112v
Extractive industedes. . ... .. ..... 95 100 106 108 107 109 107

Brazil;
Manuofacturinge.. . . . ... ... ... 95 100 104 110 107 113
Textiles . .. . ... ... 95 100 103 109 105 126
Mining ... ... ... ... ... 98 100 104 96 160 101
Chile:
Total industrial preductionde .. . ... 9l 100 104 115 110 106 121t
Manufacturinges . . . . ..., 90 100 103 111 107 105 117w
Textiles .. .. ....... . . ...... 93 100 102 114 108 . -
Extractive industries’ . . ... .. 101 100 101 81 91 87 93¢
Mexico:
Total industrial productioni ... ... 97 100 100 104 102 105
Manuvfacturing .. .. ... ... 105 100 98 101 99 104
Textiles . .. ... .. ... . ... ... 105 100 94 102 99 89
Mining, exclusive of oil! e 92 100 87 106 96 96
Source: Argentina: Ministry of Technical Affuirs, Sintesis Esta- 4 Including corstruction and energy; excluding mining.
distica Mensual de la Repiblica Argenting (Buenas Aires), July ¢ The rise of the indices for industrinl production and manu-

1954; Brazil: Getulio Vorgas Foundation, Cénjunture Econdmica
{Rio de Janeiro), December 1954; Chile: Cerntral Statistical
Office, Estadistica Chilena, Sinopsis, 1953 {(Suntinge}; Mexico:
Bank of Mexico, thirtieth and thirty-second annual reports
(Mexico, DF.}, 1952 and 1954,

= Including mining, ges and electricity.
b Two months,

© Indices ns ravised in the February 1955 issue of the source
indicated above. The revised index includes mining, construction
materials, iron end steel, paper, rubber, basic consumer geods
industries, construction and electric power.

Changes in industrial production reflected the gen-
eral economic trends in the countries of the group. In
Argentina and Mexico, industrial output was stagnant
during most of the period under review (see table 35).
This reflected the deflationary trends in Mexico, de-
scribed earlier, and the rather slow recovery in Argen.
tina from deflationary developments in 1952, In both
countries, there was a marked improvement in indus-
trial output and employment in the second half of 1954,
particularly in Argentina, under the stimulus of a con-
tinning high level of farm income and higher investment
activity. In Brazil and Chile, industrial output continued
to rise during the period under review.

In Chile and Mexico, the principal mining countries
of the group, there was a fall in output in 1953 ; activi-
ties in mining continued at approximately the same low
level during most of 1954, The fall in output in Chile
in 1953 was related to adverse developments in foreign
demand for copper accompanied by the accumulation
of inventories described above; in both years mining
output was handicapped by strikes which led to pro-
tracted shutdowns of some of the large mines. There
appears to have been a gain in mining output in the

facturing in 1951 and 1952 reflected to 3 large extent the sharp
inerease in output of the iron and steel industry, which has a
inzqc weight in this index,
Four months.

¢ Same voverage as the index of total industrial production,
but excluding construction.

bk Three months.

i Copper, gold and silver, nitrates, iodine, coal and ivon,

i Including energy cutput, mining and oil.

k Excluding processing and refining of oil.

laf;roductinn of metellic ores and metals, including precious
metals,

course of 1954, as a result of the improvement in ex-
port demand for non-ferrous metals.

PRICES AND WAGES

In 1951 and 1952, continued and, in some cases,
sharp increases in the cost of living had been a com-
mon feature of price developments in almost all coun-
tries of the group.’® These rises generally came to a
halt by the end of 1952 when there was a levelling off
in consumer prices; in some cases there was even a
slight fall {see table 36). The course of prices in
1953 and 1954 showed divergent trends. In Argentina,
Cuba and Mexico, consumer prices remained relatively
stable through most of the period. This was due in part
to continued stagnation of economic activity, particu.
laxly of industrial output and employment, and in part
to an increase in food supplies.®® In Brazil and Chile,
after the brief pause mentioned above, price increases
recornmenced. In both countries successive devaluations
of monetary units, which had taken place in 1953 and

3 Cuba, where price rises were halted in 1952, was sn excep-
tion to the genernl trend,

5¢ A contributing faector was n general decline in import prices
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1954, were an active factor in the rise; in particular,
increases in domestic import prices resulting from the
devaluations reactivated the cost-wage spirals which
had been previously in operation in these countries.
Finally, in the second half of 1954, there was a re-
crudescence of price increases in some of the countries
of the first group.

Among the individual countries, in Argentina the
cost-wage spiral which had been accelerated in 1952
by the rise in inflztionary pressures in the food sector
was checked completely in 1953. This was due, on the
one hand, to an increase in the supply of food, particu-
larly meat in urban centres, which resulted in a relaxa-
lien of pressure on food prices;*™ and, on the other
hand, to the fact that the level of wages and salaries
remained practically unchanged, in line with the gov-
ernment wage stabilization policy which was facilitated
by the fall in industrial production and the decline in
urban employment. After a slight initial drop, food
prices and the general level of the cost of living re-
mained relatively stable until mid-1954. A new upward
movement in the cost of living occurred at that time,
reflecting an increase in controlled prices of a number
of basic food and consumer items  (including bread,
meat and textiles), which was accompanied by a new
round of wage increases to industrial and agricultural
labour.

In Cuba, the level of consumer prices remained un-
changed throughout the period, though with a slight
tendency to decline; because of the persistence of de-

*"In spite of the rise in farm prices, prices of hasic staples

{meat, bread and flour, edible eils) to domestic consumers were
maeinteined by government subsidies.

flationary developments there was stagnation in con-
sumer demand. On the other hand, supplies of food
and manufactured goods were adequate, either because
of imports or because of increased domestic output,

In Mexico, the decline in economic activities in 1953
exerted a downward pressure upon both private incomes
and consumer demand. Shortages in food staples which
appeared in 1953 as 2 tesult of a poor harvest were
made up by large government imports of corn and
beans, and prices of these basic foodstuffs had been
kept from rising by government subsidies. Becanse of
deflationary developments in industry and stability in
food prices, the widespread wage adjustments which
had taken place in the course of the year did not result
in pressure on the general price structure. Pressure on
prices and wages appeared, however, in the second half
of 1954, {ollowing the devaluation of the Mexican peso
in April of that year. Compared with the magnitude of
the devaluation®™ and the consequent increase in domes-
tic prices of imports, the rise in the cost of living was
moderate. This was due to the fact that the impact of
devaluation was damped to a considerable extent by a
further improvement in the supply of food resulting
from an exceptionally good harvest; this made it pos-
sible to check the rise in prices by government controls.
The increase in the cost of living was accompanied by a
new round of adjustments in industrial wages.

In Brazil, the pressure on consumer prices subsided
somewhat in the lalter part of 1953 after a steep rise
in the first half of the year resulting from scarcities
of food in urban centres. However, a fresh impetus was

* The exchange rate wes reduced from 11.6 United States

cents per peso to B.0 cents, a devalustion of 31 per cent.

Table 36. Indices of Cost of Living in Selected Latin American Countries, 1951 to 1954
(1952 =100)

Counlry end index m5! 1350

1953 1054

Full year  Full year First half  Second half  Full year Firat balf  Second half  Full year
Argentina:»
>eneral 72 160 105 103 104 103 111w
Foad 69 100 166 99 i03 98 103¢
Braczil:e
General 85 160 119 124 122 136 150 143
Food 82 100 129 134 131 147 169 160
Chile:d
General 82 100 108 143 126 185 247 216
Tood . 8 100 100 144 122 160 264 227
Cuba:
Food 99 100 97 96 96 93 §2e
Mexico:?
Generale 88 100 a8 68 98 99 106 103
Food 86 100 96 96 96 97 103 99
Sonrge: United Nations, Monthly Bulletin of Statistics, except ¢ Sio Paule.
feed indices for Cuba, which are bused on Cuba Econdmice y 4 Santiago.

Financiera (Havanu).
v Buenos Aires.
b Five months.

¢ Four menths.
f Mexico City.
& Cost of food, soap, clothing and coal.
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given to the cost-wage spiral by the devaluation of the
cruzeiro in late 1953. The effect upon prices of con-
sumer goods was to some extent mitigated by the fact
that the devaluation in practice was accomplished by
introducing multiple exchange rates for exports and
impotts; essential irnports received preferential treat-
ment in the form of low import rates. Nevertheless, the
cost of living advanced shaiply in 1954, and a new
adjustment in wage rates took place by the middle of
the year.

In Chile, the characteristic cost-wage spiral, which
had been prevalent in that country for some time, also
took a sharp turn upwards by mid-1953, following a

Inflation in Chile,

Inflationary price increases in a number of economi-
cally less developed countries, frequently aggravated
by persistent price-wage spirals, have been described
on several occasions in the World Economic Repori,
particularly in connexion with the analysis of current
economic developments in Latin America. Such price
inczeases generally originated in rises in incomes and
employment in non-agricultural sectors, which were not
accompanied by an adequate rise in the supply of food,
primarily because of the lack of elasticity in agricul-
tural output. Thus, they reflected as much the effect of
developments in the current economic situation as the
existence of long-run structural factors which accounted
for the basic piice instability of the economies. The
following study was undertaken in an attempt to gain
a closer insight into the nature of the inflationary de-
velopments of the type described. The case of Chile,
where the progress of economic development in the last
few decades has been associated with a persistent rise
in prices, appears appropriate for a study of this kind.

Since the present study is intended to serve as an
illustration of the general problem, it does not attempt
to deel exhaustively with all aspects of the problem
of inflation as it has arisen in the particular setting of
Chile, and the conclusions that are drawn on the basis
of the available statistical information should be con-
sidered tentative. Nevertheless, the following analysis
and conclusions may be considered useful as a first
approach to an assessment of some of the factors
responsible for similar inflationary phenomena in coun-
tries in process of development.

THE COURSE OF PRICES

The depreciation of the Chilean peso has had a long

history, beginning in the eighteen seventies. At several
points in the process of currency depreciation, Chile
was forced off the gold standard, and the parity of the
Chilean peso was reduced in an aitempt at monetary
stabilization—generally short-lived and followed by an-
other phase of depreciation. The beginning of the latest

further substantial devaluation of the import exchange
rate.” There was a sharp rise in prices in the second
half of 1953, and further marked advances throughout
1954, The import 1ate was again devalued by the end
of the year.

After a decline of several years, real wages of labour
in Argentina advanced in 1953 and continued to rise
in 1954.%0 There was apparently also a slight gain in
real wages of urban labour in Chile and Mexico in
1953. On the basis of information available for 1954,
it would appear that there was some decline in real
wages in Chile, while in Brazil and Mexico the level
of 1eal wages remained unchanged.

1940 to 1953

inflationary phase, the nature of which is particularly
related to the object of the present study, may be
placed at about 1932. In that year, Chile had abandoned
the gold standard, following severe deflation resulting
from the collapse of world markets for its main exports
—nitrates and copper—in the depression of the early
nineteen thirties. This phase falls roughly inte two
periods: first, between 1932 and 1939, sporadic rises
(1932, 1933 and 1936, 1937) alternated with intervals
of relative price stability (1934 and 1935, and 1938 and
1939} ; the annual compound rate of price increase for
the period 1932 to 1939 was of the ordex of 7 per cent.
In the second period, from 1940 on, the rise in prices
was uninterrupted and at a faster rate. Price increases
in individual years ranged from 9 to 34 per cent, and
the annual compound rate of increase for the period
1940 to 1953 was of the order of 18 per cent {see table
37y

The early nineteen thirties in Chile marked a transi-
tion from an agricultural country whose monetary econ-
omy had been predominantly based on mineral exports
to one in a stage of relatively rapid development, in
the course of which it evolved to the present state of a
more diversified economy with a national preduct char-
acterized by large shares of industry, trade and other
services. Thus, the inflationary process which started in
1932 has taken place against a general economic back-
ground of sufficient continuity to have made it desirable,
from an analytical point of view, to begin the analysis
with that year. In view of the inadequacy of the basic

¥ Ty July 1953, most of the multiple exchange rales for im-
poits were abolished and repleced by a single rate of 110 pesos
te the United States dollar; this amounted to un effective de-
valuation in the previous average import rate of some 40 per
cent,

0 By the middle of 1954, s a result of ap adjustment in the
wages of agricultural Jabour, there was & substantial rise in real
wages in that category. ’

1 The rate of increase in prices accelerated considersbly after
the second half of 1953: frem July eof that year to the end
of December 1954, prices rose by 220 per cent

- PV
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Table 37, Chile: Indices of Cost of Living,
1929 to 1953

Cost of living Index Percentane
Year chanye orer
Murch 1928 = 100 1937 = 100 preceding year

1926 ..., . 101 1.0
1930........ .. ... 100 -1.0
1931 .. ... . .. 96 —4.0
1932, ... 104 8.0
1933..... .. ... . 130 25.0
1934 ... ... . 181 10
1935, ... 134 2.5
036.. .. ... ... . 145 8.0
1937, ... ... 163 160 125
938, ... ... 170 104 4.0
1939, ... .. ... 173 106 2.0
1940 . ... ... ... 195 119 120
19410 ... ... 224 137 15.0
1942 . ... ... .. 282 173 26.0
943, ... 328 201 16.0
1944 0 0 ... 367 225 11.0
1945, ... . ... 398 244 9.0
96 ... 0. 462 283 16.0
7. ... . .. 617 378 3.0
1948 ... ... 729 447 18.0
1940 . ... ... B64 526 186
1950 ... ... .. ... 995 609 15.0
1951 ... .0 1,224 750 23.0
1952 ... . ..., 1,488 911 22.0
1933 .. .. . .. 1,BOT 1,144 260

Source: 1928 to 1937: Central Siatistical Office, Estadistica
Chilena; 1937 to 1953: United Nations, Monthly Bulletin of
Statistics.

statistical data {or earlier years, however, it appeared
more expedient to Jimit the inquiry to the maost recent
period of continued price rise, which began in 1940
after a few vears (1937 to 1939) of relatively stable
prices; the years 1957 to 1939 were included for pur-
poses of comparison.®* The second column in table 37
gives the cost of living series [or the years 1937 to 1953
recalculated on a 1937 base, and the same year was
used as a base {or the other statistical series.

Tt should be noted, however, that some of the factors in
price increases during the period covered in this study were alse
present, though perbaps to a lesser degree, in earlier years.

% For the purpose of this analysis inflationary pressure is de-
fined as pressure on prices resulting from disequilibrium be-
tween effective demand for and supply of consumer goods and
services. Inflationary pressures arise i for n given increase in
effective demand {for example, beceuse of an increase in private
incomes) the supply of eonsumer goeds, particularly foed,
remains unchenged or rises at a slower rate. In the present case,
the relevant fectors in the inflationary situstion are not shert-run
shortages of supply (for example, such as arise from crop fail-
ure} but the Jong-run lack of elasticity in domestic output of
food, in response to rising demand of the nen-agticultural popu-
lation. Unless there is an adequate rise in imports to effset de-
ficiencies in domestic output—which implies a corresponding
expunsion in export earnings--secular disequilibrium between
demand for food nnd supplies is bound to eccur.

Price increases due to inflationary pressure generally result in
a redistribution of imcome in fuvour of profits and a fall in real
wages. Since profit-recetving groups have o lendency to save a
Targer part of their incomes, this is reflected statistically, other
things being equal, in & decline in the ratio of private consump-
tion to private income.

FACTORS IN THE INFLATIONARY PROCESS

The price increases in the period under review were
brought about by a combination of factors. There were,
first, inflationary pressures resulting from an inade-
quate rise in the supply of food in relation to the in-
crease in incomes of the non-agricultural population.s
There was the cost-inflating effect of the rise in prices
of imported goods.* Further, there was a chronic cost-
wage spiral which was activated from time to time by
pressure on real wages arising {rom the other types of
price increase.

The growth of production, and
pressure wpon the supply of food

Industrial production was the major factor in the rise
of the national product of Chile between 1937 and
1953. The rate of growth in this sector averaged about
4.5 per cent a year, with most of the increase in indus-
irial production concentiated during 1945 to 1953 (sec
table 38). Still another factor was the growth in trade
and services. In contrast, there was little change in min-
ing and agriculture. Output in mining fuctuated near
the level of the base year, while agricultural output at
the end of the period showed a relatively small rise
compared with 1937,

The discrepancy between growth in production, em-
ployment and incomes in industry and services, and
stagnation of agriculture, was responsible for the de.
velopment of basic strains in the Chilean economy re-
lated to the supply of food. Output in agriculture, ex-
cept for a few peak years, fluctuated within a relatively
small range of its level at the beginning of the period.®®
Since agricultural production in Chile is devoted
largely to food crops,® the stagnation of eutput affected
marketable surpluses of food for the urban population,
while, with the 1ise in output and employment in non-
agricultural occupations, the demand for food rose
sharply. Whereas the total population increased {rom
1937 to 1952 by 25 per cent, employment in non-agri-
cultural occupations rose by about 80 per cent during

* As o fuctor in domestic price increases, the rise in prices
of imports is clearly not characteristic of the present case, or, for
that matler, of under-developed countries generally. The rise in
import prices was, however, considered in the analysis as one
of the factors responsible for price increases {rom the cost side.

® In view of the wide fuctustions in agricultural cutpul in
individugl years owing to weather conditions, cvaluation of
changes in the evel of outpul over longer periods of time can
be made only by comparing the averape for several years at
the beginning and the end of the period involved, According to
the official fgures of ngricultural output given in table 38, the
annual average for 195053 was only 6 per cent wbove that
for 1937-40. According to the report of the joint mission to
Chile in 1952 of the Internatienal Bank for Reconstruetion and
Development and the Food and Agriculture Organization of the
United Nalions, there was o somewhat larger inerease in real
agricultural cutput from 1935-39 to 1945-49, of the order of 10
per cent {Adgricultural Economy ef Chile, Washington, D C,,
December 1952, page 74).

% On the basis of 1945-49 production, the composition of agri-
cultural output was as fellows: cereals about 48 per cent (of
which wheat accounted for more than three-fourths), other food
crops {pulses, potatoes and grapes} 24 per cent, pastoral pred-
ucts abeut 25 per cent and various industrial crops 4 per cent,
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Table 38. Chile: Indices of Production and Employment, 1938 to 1953

(1937=100}

Year Agricultural Industrial Mining Employment in

production produclions ﬂom&;ﬁ ‘ﬁ%ﬁsl
1938 ... .o 0 101 104 88 106
1939 ... .ol 104 103 87 169
1940 ... oo 102 114 95 121
1941 ..o 100 116 108 124
1942 . oo 97 115 105 127
194300000 93 111 103 133
1944 0 oL 109 114 102 138
1945 ... 102 130 103 142
1946, .. ..o 0L 103 138 93 151
947 99 137 105 153
1948 ..o o 109 141 111 157
1949 ...l 109 146 98 160
19500 .o 103 146 95 165
1950 .0 oo 105 167 102 174
1962, . .. 106 184 100 183
1953 ... oL 116 201 91 ,

Source: Upited Nations Bureau of Economic
Affairs, based on the following: Agriculture (craps
and livestock) : Reply of the Government of Chile
to the communication of the Secretary-General on
measures token by governments to deal with in-
flationary pressures, document ¥/2563; eand Cen-

the same period. Urban incomes and demand for food
rose correspondingly, and resulted in a widening foed
deficit which had to be covered by imports.

In view of the fact that similar phenomena may be
observed currently in a number of other countries in
process of economic development, it may be useful to
give a biief description of the mechanism involved.
The rise in employment in non-agricultural occupations
which is associated with economic development, results
in a transfer of labour from the reserveir of disguised
unemployment in the rural areas towards urban occu-
pations. Because of low produetivity in agriculture and
fow levels of food consumption on the farms, migration
of lehour towards the cities is no! accompanied by
simultaneous release of marketable food surpluses;
rather, it results in higher per capita food consump-
tion in the countryside. As a result, the demand for
food by the additions to the urban labour force adds to
the pressure upon food supplies, especially since, in
view of the low level of real consumption, a very large
proportion of the addition to the money incomes of
urban labour is likely to be spent on food.

In fact, the pressure upon the supply of food ante-
dates the period under review; it has been fell since
the quickened tempo of industrialization in the early
nineteen thirties.5” This may be illustrated by the situa-
tion in three staple foodstufls, wheat, meat and sugaz,
increase in the demand for which is generally associated

%" The situation with regard fo agricultural eutput was not
much more faveurable in the preceding decude The nverage
output fer the vears 1938 to 1940 was only about 8 per cent
higher than the 1928-30 average.

tral Statistical Office, Estadistica Chilena {the
latter also for indices of industry and mining);
employment in non-zgricultural occupations: So-
cial Seeurity Administration, Annarie Estadistica
{Santingo).

2 Tneluding construction, gas and electric energy.

with the growth of urban incomes. In the case of wheat,
from a country which had exported this commodity in
the nineteen twenties, Chile became an importing coun-
try with steadily rising imports. Imports of live cattle
also rose sharply in the face of a declining trend in
domestic production of meat; as to sugar, which is
almost entirely impoited, the pressure of mounting
imports upon the balance of payments resulted in
efforts on the part of the Government to develop a
national sugar industry based on domestically grown
sugar-beets."

The imbalance in the demand-supply situation re-
sulted in a chronic tendency towards pressure on food
prices, During most of the period under review, prices
of imported foodstuffs, among other essential imports,
had been effectively subsidized thiough the mechanism
of preferential exchange rates,” and this helped to re-
lieve the pressure upon prices. Nevertheless, there was
a tendency, during the period as a whole, for the rise
in prices of food to overtake price increases in manu-
factured goods, as can be seen from the changes in the
ratios of wholesale prices of agricultural products and
manufactured goods (table 39).™

® Praduction of meat has declined steadily since the late nine-
teen twenties. According to the secretariat of the Economic Com-
mission for Latin America, production in 1945-47 was some 10
per cent below the average of 1935-39 (Estudio Econdmice de
America Lating, 1949, New York, 1951, page 356).

" Sugar eonsumption rose {rom an average of 121,000 tons in
1937-40 to 181,600 tons in 1951-53, an increase of 50 per cent.

" See page 84

1 Price ratios have also been caleulated for cereals and tex-
tiles, which are representative commodities for eech sector (col-
umn 6 of table 39). Although there are some divergencies in
individual years, the two series show a fairly parallel trend.
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Table 39. Chile: Indices of Agricultural and Industrial Prices, 1938 to 1953

(1937=100)

W !zai}n;mi’c[ }V{?u ffsg {iz Ratio Wholesale Wholesale Ratin

Year ayl;lvr;ar} ei';ﬂt mﬁ:{{;c :;u ( 1)(_;;){2) IZ;E%-E’:I Pl!c‘i(_cf_?;;c:f (&)(?;)(5)

1938 .. ... 94 97 97 96 g1 106
193%. ... . .. 84 89 95 71 9 85
1940 .. . . .. 103 97 107 83 105 80
1941 ... .. .. .. 123 103 119 95 111 86
w42 .. oL 156 128 114 146 128 114
1943 . Ce e 168 144 117 161 136 119
1944 .00 . 183 112 113 163 140 117
19456 . . v 202 185 109 174 164 106
1946 . ... .. .. 239 219 109 224 181 124
1947 ..o L 328 279 118 294 222 133
1948, ... .. 376 344 110 368 310 119
1949 e 440 373 118 360 319 113
950 ... .. ... 506 418 121 426 371 115
1951 e e 644 524 123 577 461 125
1952 . ... 879 641 137 . 481 :

1853 ... ... ... 1,107 809 137 604

Source: United Nations Bureau of Economic Allairs, based on data from Central Statistical Office, Estadistica

Chilena.

The effect of import prices

Another factor in the price rise was the cost-inflating
effect of the inecrease in the price of imports, a major
part of which is accounted for by foods, manulactured
consumer goods and raw materials which enter into the
production of primary consumer goods (for example,
raw cotton) ’* Ilven in the absence of active inflationary

¥ The composition ¢f Chilean imporls in 1948-52 was as fol-
Jows: consumer poods 31.6 per cent, raw materials 21.1 per cent,
fuel 13.1 per cent, capital poods 34.2 per cent (Estudio Econd-
mico de America Lating, 195152, Mexico, DT, 1954, page 73).
An example of the dependence on imported raw materials is the
faet that all cotten consumed by domestic textile mills is im-
ported from abroad.

pressure, such increases in import prices, which raise
domestic costs of production, are bound to be reflected
in a rise of the cost of living.

It is necessary to distinguish two elements in the rise
of import prices, first, the tise in foreign prices of im-
poried goods, which is reflected in the unit value of
imports in gold pesos {or in its equivalent in United
States dollars} ;7 second, changes in the import rate of
exchange. The eflect of each of the two elements is

" Chilean foreign trade figures are given in gold pesos, the

latter being a unit of nccount for foreign trade which besrs a
constent relationship to the United States dollar {one United
States dollar equals 4 85 gold pesos).

Table 40. Chile: Indices of Import Prices, 1938 to 1953
{1937 ==100)

Average import
rale of ezchange

Wholesale prices

Import prices L
of imporis

in eurrent pesos

Year {zlggfff f‘}:::oﬂ:
1938 A . 113
1939 o ‘ ‘ ‘ 86
1940 o 105
1941 . G . 109
1942, S 148
1943 oo . . 172
1944 o e 186
1945, o 176
1946 o 183
/47 231
1948 o S 224
1949 . o 210
1950 S . . . 209
1951 o 243
1952 ‘ - o 264
1083 .. L 248

100 113 98
101 97 101
107 113 110
110 120 140
110 162 209
112 193 238
112 208 223
122 214 222
123 226 254
123 283 303
137 306 326
150 310 375
197 412 465
232 561 658
252 665 64
289 716 876

Source: United Nations Burezu of Economic
Affairs, based on deta from Central Statistical

Office, Estadistica Chilena: Customs Administration
of Chile, Boletin Oficial {Santiage).
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illustzated in table 40, which gives the “gold unit
values” of Chilean imports (column 1) and the average
import exchange rates {column 2)."* The product of
the two indices gives the unit value of imposts in cur-
rent pesos (column 3), the movement of which shows a
trend roughly parallel to that of the index of wholesale
prices of import commodities (column 4).7

Of the two elements, only the increase in foreign
prices is the active factor in the rise in the domestic
price level. As may be seen from the table, upward ad-
justments in import exchange rates were well behind the
increases in the domestic price level, in line with the
government objective of slowing down the rise in do-
mestic prices., Successive devaluations of the import
rate, which have been accelerated since 1948, may be
considered as having been imposed by continued pres-
sure of import demand upon the country’s foreign ex-
change position,

The cost-wage spiral and the
movement of real wages

Inflationary pressures originating in the food sector,
and the cost-inflating effect of increases in the foreign
prices of impoited goods, resulted either separately or

T Until the exchange reform of mid-1953, which introduced
a single import rate, foreign exchange for authorized imports
was sold by the Central Bank at multiple rates, with essential
imports {food staples and raw materials {or industry) benefiting
from preferential low rates. The average import rate is e
welghted average of various rates applied to different import
categories

in combination in recurzent pressuie on the domestic
price level. The characteristic continuity of Chilean
inflation during the entire period 1940 to 1953 resulted
from the persistent cost-wage spiral.

While the available statistics do not permit con-
struction of 2 complete comparable series for real
wages, ® it is nevertheless possible to provide a rough
appraisal of the general movement of real wages for
the period under review.

A series of legislative measures enacted in 1938 re-
sulted in a general increase in money wages and sal-
aries, the establishment of minimum wage and salary
rates and for all practical purposes a linking of salary
and wage levels in most occupations to the cost of liv-
ing. The effect of this legislation was to raise substan-
tially the average level of real earnings of Chilean wage
and salary earners between 1938 and 1940. The phase
of adjustment resulting from the legislation of 1938
may be considered completed by 1941, The average
level of real earnings of the employed population did
nol undergo any mejor changes during the following
years. After a succession of relatively minor advances
and declines until 1948, the level remained about the
same. During the period 1940 to 1952 as a whole, real
earnings showed a moderately rising trend (table 41).

% Departures from the trend in individucl years may be as-
eribed 1o the incidence of demand factors which either rein-
forced {for example, in 1941 and 1946) or attenuated the effect
on costs of the rise in import prices.

™ Prior to 1940, for example, statistical information is limited
to part of the total wage earning population (see table 41).

Table 41. Chile: Indices of Real Earnings of Wage and Salary Earners,” 1937 to 1952

(1940 =100}
Arerage
earninga, Average Wages in Wages in Wages in Wages in
Year w:i‘:ﬁi;: E(:[ml witges industry mtning T;:r;:zif agriculture
employeess

1037 T4 85

938 . 80 94

939 . . 93 104 e c
1940 . .. ... . 100 100 100 100 100 100
1941 0 109 167 107 101 104 107
1942 . o 102 160 160 98 88 100
1943 . o 101 103 103 104 78 103
1944 ‘ 15 108 108 112 87 107
1945 o 111 125 119 122 99 116
1946 ... ‘ 109 115 116 126 105 168
947 - 104 108 1608 115 85 102
1948 . o 105 114 116 112 92 106
1949 ‘ 105 114 116 116 100 102
1950 . . o 105 116 123 113 107 102
1951 . . 104 111 117 117 103 95
1952 . ... . 106 112 121 120 95 93

Source: United Nations Bureau of Lconomic
Affuirs, based on data from the following sources:
United Nations, Statistics of National Income and
Expenditure, Statistical Papers, series H: Inter-
nationa} Monetary Fund, IFC vort on the Process of
Inflation in Chile Together ﬂ(’ith Recommendations
{Washington, D G, 1950); Social Security Admin.

istration, Anuario Estadistico; Central Statistical

Office, Industrias (Santiago); Panoerama Econdmico
(Santiago).

» Compensation of salaried employees accounts
for almost half the combined wage and salary bill
in Chile, although numerically the “employee”

roup represents only about one-fith of the hired
fubour force (the figures for 1948 were 48 per cent
and 22 per cent, respectively).
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Table 42. Chile: Components of Gross National Product in Real Terms, and Ratio of
Consumption to Private Income, 1937 to 1953

Pereentage of gross national product Ratic
of real
Year Quantn Gopernment Total Consumplion consumplicn
balance expenditure on invesiment, and chanyes in 1o privale

of Lrade eurrent account  public and private inrentorics incomes

1937 . . . 14.2 7.0 8.1 0.7 76.1
1938 ... 115 7.0 8.3 73.1 85.8
1939 .. .... . ..... 101 7.5 8.4 73.9 83.3
1040 .. .. ... L. 9.7 7.7 8.8 73.8 85.2
1841 . 11.0 8.2 7.5 73.3 84.8
1942 . . . ... .. 131 8.2 6.1 72.6 86.9
1943 . . .0 13.0 9.2 5.8 72.0 88.3
1944 . . 130 9.0 6.9 71.1 86.9
1945 .. 11.5 9.4 7.6 714 86.7
1946 9.2 9.9 8.6 723 86.4
947 ..o 7.7 11.3 11.1 69.8 85.1
1948, ... ... 7.1 10.7 10.5 1.7 87.2
1949 . .. 3.0 9.5 13.2 74.3 87.9
1950 .. .. .. . 5.1 9.9 11.7 73.3 85.8
1951 .. ... .. 1.6 10.3 12.3 75.8 88.3
1952 ..., 1.4 10.5 12.9 75.2 86.4
1953, ... ... —1.7 1.7 13.7 76.3 88.5

Source: United Nations Burean of Economic
Affuirs, bosed on national statistics.

The figures for 1951 to 1953 differ from those
given in table 32, the divergence being particularly
great for the balance of exports and imports. The
major souree of discrepancy lies in the shift of the
price base year in table 32 from 1937 1o 1950, and
1z explained by the sharp decline in the terms of

Stability in the over-all level concenled divergent move-
ments in individual categories of wage and salary
earners, which depended largely on the strength of
their bargaining positions. Relatively large gains were
made by wage earners in industry and mining, whose
real earnings at the end of the period under review were
about 20 per cent above the level of 1940. On the other
hand, real wages of such categories as personal services
and agriculture showed a tendency to decline.

According to the incomplete statistical information
available, output per man appears lo have increased
slightly during the peried under review.”™ Since the
over-zall level of real wages during the same period
also showed a slightly rising trend, there was appa-
rently little deterioration, if any, in real wages in rela.
tion to productivily.’® The {act that the continued rise
in the cost of living {ailed to be reflected in any signifi-
cant redistribution of income against wages is charac-
teristic of a wage-cost spiral.

" Year-lo-year comparisons of productivily may be misleading
because of fluctuations in harvests. I{ the period 1950 10 1952
is compared with 1937 1o 1939, cutput per man shows a rise of
about 4 per cent. The rige was slightly higher when compared
with 1040 te 1942,

T From 1937 to 1941 output per man was relatively stable,
so that the wage adjustments of that period resulted in a sub-
stantial rise of real wages in relation to productivity. This re-
flected the redistribution of national income in favour of wages
achieved by the legislation of 1938

trade in 1950 in relation to 1937 (sec lable 43).
Another source of discrepancy is the fuct that, in
table 32, the components are related not to the
!llstsi;mal product of the year given but to that of

* Including net income of foreign mining com-
panies hefore remittances of profits abread.

THE COURSE OF INFLATION AS REFLECTED IN NATIONAL
PRODUCT AND CONSUMPTION

In the {ollowing paragraphs, the effects of these
developments are considered in terms of the structure
of the gross national product, particularly in the move-
ment of private consumption.

Reference is made to figures for 1937 to 1953 show-
ing the gross national product and its components in
real terms {table 42). The first three columns of the
table show the real balances of exports and imports,
government expenditures on current account, and in-
vestment in fixed capital and equipment. Private con-
sumplion of goods and services, given in the fourth col-
umn, was obtained as a residual. These figures, shown
as percentages of the gross national product lor the
appropriate year, are in constant 1937 prices.™

™ The value of the gross national product, quantum belance,
investment and gross private income inelude the operations of
foreign mining companics; thus, imports of these companies
and their exchange and profit remittances abroad are included
in the zecounts. Beenuse of the difficelly of separating private
and public investment activities (for example, in the handling
of investmenis hy mixed enterprises and quasi-governmental
agencies), total investment in fxed capital was computed on
the basis of domestic production and imports of capital goods;
datz for changes in inventories were not available. Thus, govern-
ment experditures on goods and services here relates te expendi-
tures on current account only. The consumptlion component,
which wos obtained as a residual, includes ehanges in inventeries.
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Significant structural changes occurred in the na-
tional product of Chile during the period under review.
Except for the interval between 1942 and 1945, which
was a period of war-time difficulties in supply of im-
ported goods, the contribution of the real balance of
exports and imports declined steadily., This reflected
the fact that, except {or the interiuption of the war-time
years, imports continued to rise in the face of the stag-
nation of exports after their drop from the high level
of 1937 (see table 43). Investment in fixed capital fol-
lowed a rising trend, again except for the war-time
interruption related to difficulties in supply of imported
capital goods. There was also a steady 1ise in govern.
ment expenditure on goods and services, a contributing
factor being a rise in government employment.®

If the war-time period, during which the relative
shares of all components showed little change, is ex-
cluded, changes in the three components may be sum-
marized by noting that the decline in the real balance
of exports and imports was offset by an increase in the
two other components. This shift reflected the process
of economic development referred to earlier, as a result
of which the Chilean economy tended to be increasingly
based on activities of domestic origin. The shift also
hiad a bearing upon the growth of demand for consumer
goods. In view of the relatively low wage content of out-
put in export industries (chiefly mining) as corapared
with other activities, an increase in the national product
implied a larger addition to wage incomes and conse-
quently to consumer démand.

%g 1o @ stetement by the Minister of Finance in
1048, the number of employees on the government payroll, ex-

eluding police and grmed forces, had increased 59 per cent as
compared with 1938

In addition to the ratio of real consumption to na-
tional product, another series was calculated for the
ratio of consumption to private income (see last column
of table 42). This was obtained by making appropriate
adjustments, on one hand, for gains and losses in real
income arising {rom changes in the “gold terms of
trade™®! and, on the other, for changes in real net taxa-
tion. A major element in government receipts was the
taxation of copper exports, either directly or through
the mechanism of differential rates. Aside from direct
taxation of profits of mining companies, the rate of
which had been raised considerably in 1943, substan-
tial profits were derived from official transactions in
foreign exchange. Under the system of differential rates,
the peso rate at which exchange was surrendered by the
mining companies to cover their operating costs and
taxes in Chile had remained unchanged in the face of
continued devaluation in the exchange 1ate for imports.
This source has been particulaily productive of revenue
since 1947; it provided the channel through which the
Government absorbed a major part of the continued
improvement in Chile’s terms of trade, as may be seen
by comparing the relative movements in the terms of
trade in gold pesos and in current pesos shown in table
43. Beginning with 1947, there is a sharp break in the
parallelism of the two series, the “paper” terms of trade
failing to share the improvement shown in the “gold”

1 The “gold terms of trade” or the ratio of export and import
prices in gold pesos represent the terms of exchange of Chile
with other countries. The “paper terms of trade”, or the ratio
of expert and import prices in current pesos, may be considered
an indication of the domestic terms of exchange between sellers
of export goods and domestic consumers of import goods (hoth
series are given in table 43). Only the first ratio is relevant in
this case.

Table 43. Chile: Indices of Quantum of Exports and of Imports, Unit Values and Terms of Trade,
1938 to 1953
(1937 =100)

Unit value of exports trnit value of (mports Terms of trade

Quanfum  Quantum

Year of exporls  of imparls In gald In current In gold In cureent In gold  Incurrent

pesos peros prsos petos posoy prios
1938 .. . .. e 90 103 80 79 113 113 71 70
1939 ... . .. e oo, B3 100 86 87 96 a7 90 90
1940 ... ... ... ....... 89 112 a3 a8 105 113 9 78
1041 .. ...oi e 96 1iz 85 04 109 120 8 78
1942 . ... ... ... 90 98 96 101 148 162 65 62
1943, ... ... .0 . 92 86 100 105 172 193 58 54
1044 . . e 90 91 105 119 186 208 56 a7
1945, .. . ... 98 100 109 143 176 214 62 67
1946, ... ..o 121 122 160 183 226 67 - 71
1947 93 132 154 155 231 283 67 55
1948, . ... e e o 95 136 178 178 224 306 79 58
1949, . ..., ....... ... . 88 164 178 186 210 310 85 60
50, .o R : & 134 179 215 209 412 86 52
1951, ... T 153 251 336 243 561 103 60
052 ... ... ... . ..... . B0 156 285 495 264 665 108 14
1953 .. ... .o 92 152 294 498 248 716 118 T0

Chilenn: Customs Administration of Chile, Boletin Oficial

Sgurce; United Nations Burenu of Kconomic Affairs, bused on
{Snatingo); Central Bank of Chile, Boletin Mensual (Santingo).

the following sources: Central Statistical Office, E'tadistica
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series. After 1951, the greater part of the further im-
provement in the terms of trade due to the rise of copper
prices was absorbed directly by the Government
through trading profits on sales of copper which it ob-
tained from the companies at a fixed price {precio
legal).

With regard to the statistical significance of the two
ratios of consumption to national product and to private
income, though it is tiue that values for individual
years may be affected by the changes in inventories,
which are included in the consumption component, over
longer periods of time they provide an adequate indica-
tion of the trends and are meaningful for the purpose
of this analysis,

If the general trend of the ratio of consumplion to
private income is considered, it will be seen that after a
sharp rise from 1937 to 1938, it fluctuated during the
rest of the period—one of continued rising prices—
arpund a fairly stable or perhaps moderately rising
trend (see table 42 and chart 1}. This would tend to
corroborate the conclusions reached earlier in con-
nexion with the diseussion of 1eal wages. Other things
being equal, the ratio of consumption to private income
follows the movement of real wages, in view of the
fact that the tendency to consume out of additional wage
incomes is generally higher. However, a more careful
examination of the data will take into account the fact
that, aside from changes in real wages, the ratio of con-
sumption lo private income was also affected by changes
in the terms of trade and in the rate of taxation of ex-
port profits, referred to above, which determined the
profit content of private incomes. Thus the two ratios
have to be considered in greater detail in relation to the
various factors invelved.

Three phases may be distinguished in this respect.
The first, 1937 to 1941, corresponds to the period of
wage and salary adjustments under the legislation of
1938. Both ratios showed a rise, The rise in the first
ratio reflected the increase in the general level of earn-
ings of wage and salary earners which, as noted earlier,
rose significantly in relation to output per man.®* Since
the level of taxation of mining profits was relatively
{ow, the sharp deterioralion in the terms of trade after
1937 was reflected in a correspondingly steep fall in
profit incomes, with the result that there was an even
larger rise in consumption in relation to private income.
The rise in consumption was made possible by an in-
crease in the supply of food and manufaclured goods.™
In the second phase, from 1942 to 1946, which corre-
sponds, roughly, to the war-time period, there were no

821t is assumed here, and in the following discussion, that
changes in the share of labour consumption—or its practieal
equivalent, the toir] real wage and salary bill—moved parallel
to totgl private consumption, an sssumption which is borne out
statistically.

¥ Between the two four-year periods, 1934-37 and 193841,
while domestic production of food remained practicully an-
changed, imports rese by about 12 per cent. Imporis of other
consumer goods rose by mere than 13 per cent.

major changes in the two ralios and neither showed a
definite trend. The movement of the ratio of consump-
tion to private incomes was aflected largely by changes
in the terms of trade.

Developments in the third phase, from 1947 onward,
are of special interest. There was continued improve-
ment in the terms of trade. Al the same time, taxation
of mining profits was increased considerably, and this
was reflected in a sharp rise in government tax re-
ceipts. Combined with the policy of subsidizing im-
poris of {ood and essential imports {{or example, raw
materials {or domestic manufacturing industries) by
means of low preferential rates of exchange, this re-
sulted in siphoning most of the gains from favourable
terms of trade into subsidizing consumption of lower
income groups.® Since the greater part of the improve-
ment in the terms of trade was absorhed by increased
taxalion of profits in mining and was channelled into
consumption, this eliminated the “profit effcet” of the
improvement upon the ratio of consumption to private
incomes noted in the earlier years. The ratio showed
a fairly horizontal trend in line with the stability of real
wages during this phase. On the other hand, the ratio
of consumption to physical product, since the latter
was not affected by the changes in the terms of trade,
tended to iise with the inciease in the gains {rom for-
eign trade8®

The over-all effect of government fiscal policy was
thus, first, to maintain roughly unchanged, in the face
of rising export prices, the relative shares of wages
and profts in national income and, second, to check
the tendency towards a redistribution of income against
wages which an unrelieved operation of the inflation-
ary process would have brought about,

THE MONETARY ASPECT 0F CHILEAN INFLATION

Although direct reference has not been made to the
policies pursued by monetary authorities and the com-
mexcial banking system in the course of the inflatien,
it is clear that these were implicit in the developments
analysed in the preceding sections. The expansion of
public development activities as well as of private in-
vestmenl implied the provision of necessary [unds;
on the other hand, the continuation of the cost-wage
spiral was contingent upen adequate monetary ex-
pansion to sustain the growth of the real national prod.
uct at 2 rising level of costs and prices. In both cases,
necessary elasticity of the money and credit system
was provided by means of flexible management of the

1 This amounted to increasing the supply of foreign exchange
in the hands of the Government, which permitted the mainte-
nanee of imports at a level adequate to sustain real consumption.

% 1t is assumed thet during this period output per man was
roughly unchunged. Had there been a decline in productivity,
the conclusions of this analysis would have been reinforeed,
In such case, the fact that real wages were maintained would
have meant that the fiscal policy of the Govermment, in addition
to counteracting the effect of infationnry pressure, also com-
pensated for the fall in productivity.
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Chart 1. Chile: Terms of Trade, Consumption and Earnings of Labour,
1937 to 1953
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Table 44, Chile: Indices of Industrial Production, 1938 to 1953

(1937 =100)
Tolal
Year Cement Stecls Eleclric Texliles Shoes indusirial
energy production

1938.................. 116 . 106 96 100 104
0939, . ... ... 109 152 107 98 101 103
1940 ... ..o . 123 127 120 110 120 114
Wwar... ..o ... 115 133 129 119 113 116
1942 ... ...... .. .... 117 182 134 119 100 115
1943 ... .. ... ... 120 139 146 124 105 111
1944 ... ... . ... ... 116 152 153 137 118 114
1945 ... .. ... ... 13 157 187 149 121 130
1946 . ... ... ..... 185 150 207 139 119 138
1947 e .. 192 167 227 144 127 137
%48 .. ... ... .. .... 173 216 245 145 115 141
1949 . . ... . ... 158 212 269 146 110 146
1950 . ... .. .. ... 1064 118 319 145 112 146
1950 ... .. ... 223 309 353 143 04 167
1952 ... .. ... ... 268 448 393 163 105 184
1953 . ... ... ... 200 413 418 165 111 201

Source: Central Statistical Office, Estadfstica
Chilena.

central banking mechanism and willingness on the part
of commercial banking to provide expanded credit
facilities. Central bank credit to the Government was
expanded and this helped to finance recurrent budget
deficits originating in the increase in public expendi-
tures. At the same time, the central bank appears to
have pursued a generally liberal rediscount policy,
which provided commercial banks with sufficient liquid-
ity. While bank eredit was theoretically limited to short-
term commercial loans, it was in fact widely used in
long-term Anancing of private investment activities. The
balance of payment surpluses which had been built up
during the war-time years led to a favourable reserve
position for the central bank and provided the basis for
eredit expansion. In the post-war years, the improve-
ment in the terms of trade, combined with increased
taxation of exports, enabled the central bank to main-
tain, on the whole, a favourable position with regard
to foreign exchange reserves.

STACNATION OF QUTPUT IN CONSUMER GOODS INDUSTRIES

Although over-all figures on output in consumer and
capital goods industries are not available, it is possible
to tiace the relative development of the two sectors by
means of a few representative series (see table 44).
Examination of these indicates that while output of
capital goods rose steadily, production in industries
characteristically related to consumer demand of lower

¢ A gimilar “substitution phase” in the industrial development
of Chile, stimulated by a sharp drop in imports as a resujt of
acute foreipn exchange difficulties, oceurred in the depression
period of the nineteen thirties. Total industriel output increased
47 per cent from 1929 to 1937; during the same period cutput
of cotton textiles rose about 400 per cent. The substitution effect
is illustrated by the decline in the percentage of consumer goods
in Chilean imperts, from 49 per cent in 1928-30 to 37 per cent
in 1935-37.

8 1936- 38=100,

income groups, such as textiles and shoes, remained
relatively stagnant, after a rapid increase in the years
16940 to 1945. This increase largely represented a rise
in the domestic output of substitutes for imported goods
caused by war-time limitations of supply.®®

Expansion of the capital goods industries in Chile
reflects the process of economic development in that
country, particularly public investment activities.*” The
Tack of parallel expansion in consumer goods industries,
which is indicative of stagnation of domestic demand,
despite a rise in employment and incomes, may be re-
lated to the inflationary factors analysed above. As
consumption of food tended to absorb an incieasing
part of the incomes of urban lower income groups, their
demand for manufactured consumer goods was corre-
spondingly reduced. Normally, higher prices recejved
by agricultural producers would result in increased
consumplion of industrial consumer goods in rural
areas, thus offsetting the decline in urban demand.
However, owing to the institutional structure of Chilean
agriculture, the increased incomes accrued chiefly fo
large-scale producers, whose tendency to consume out
of additional income is small, particularly with regard
to goods of domestic manufacture. Thus, after a phase
of expansion stimulated by substitution for imports,
the capacity of the domestic market to absorb manu-
{actured consumer goods was checked. Total real

87 Governmental developmental activities tended towards ex-
pansion in the basic sectors of the domestic economy, including
communications, {acilities for the generstion of clectric power
and the iron and steel industry (see reply of the Govern-
ment of Chile to the communication of the Secrctary-General
of the United Nations requesting informalion on mensures teken
by governments to deal with inflationary pressures asseciated
with high levels of cconomic activity er with the process of
economic development in under-developed countrics, document
E/2563).
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consumption continued to rise, so that the stagnant
consumption of manufactured goods accompanied a
continued 1ise in the consumption of food.

CONCLUDING REMARIKS

The characteristic features of Chilean inflation were,
first, an imbalance between the demand for food and
the food supply, reflecting the stagnation in agricul-
ture in association with the 1ise in non-agricultural
employment and incomes; second, a persistent cost-
wage spiral {while the rise in foreign prices of imported
goods contributed to the price rise, it cannot be con-
sidered a characteristic factor). In the face of con-
tinued price rises, wage and salary earners succeeded,
on the whole, in maintaining—and apparently raising
somewhat—the level of real wages which they had
achieved as a result of the wage and salary adjust-
ments of the period 1938 to 1941, The fact that the
price vises failed to result in a redistribution of income
against real wages, usually associated with an inflation-
ary process, was due to government policy of sustain-
ing consumption of lower income groups by means of
subsidies for imports of food and essential raw mate-
rials for domestic industries, financed by taxation of
export profits, The effect of this policy was to channel
into consumption the benefits from terms of trade which
were improving duiing most of the period—the volume
of expoxls showed a declining trend—and to offset to
that extent deficiencies in the domestic food supply.
However, the fact that the balance in the demand-supply
situation thus achieved was precarious was reflected in
the persistence of the cost-wage spiral and in the de-
velopment of strains in the structure of consumplion,

resulting in a tendency towards stagnation of domestic
consumer goods industries.

Another aspect requires brief comment. The question
may well be raised why, in view of the protracted na-
ture of the inflation, the rate of price increase remained
on the whole within reasonable limits, without degen-
erating into runaway inflation or hyper-inflation.

The transformation of a “normal” inflationary
process into runaway inflation depends essentially on
changes in the rate of price increases. Acceleration of
this 1ate beyond a ceirtein critical point may lend
to general expectation of further rises and reluctance
to hold money except for the minimum required for
current transactions. All incomes received by individ-
vals thus terd to be spent immediately on consumption
or investment, the latter in particular taking the form
of massive hoarding of goods. There develops a flight
from money into goods which results in a still further
acceleration of the price rise, degenerating finally into
a hyper-inflationary spiral.®® In the case of Chile, the
government policies deseribed, which sought to protect
the level of real consumption of lower income groups,
helped to keep price increasss under control, in
spite of recurring “shocks” resulting from the pre-
carious balance between demand and supply and in-
creases in foreign import prices. These policies acted
as a brake on accelerating tendencies that might have
developed in the inflationary process.

b Discussion of the nature of hyper-inflation was contained
in an earlier United Nations repoert in connexion with the situa-
tion in Ching in the period immediately follewing the war (see

Inflationary and Deflationary Tendencies, 1946-I948, sales num-
bher 1949.11.A.1).
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Chapter 4

MAJOR DEVELOPMENTS IN WORLD TRADE

Developments in world trade have continued to be
generally favourable since about the middle of 1952,
The volume of world trade has steadily grown, and
relatively stable terms of trade have prevailed between
primary producing and indusirial countries. The bal-
ance of payments difficalties which had characterized
so large a part of the world during the post-war period
have been considerably eased, and gold and dollar re-
serves, outside the United States of America, have con-
tinued to increase. While the conditions for an early
resumption of convertibility did not appear to have
been established in 1954, there was a growing tendency
to dismantle parts of the machinery of international
trade controls on which most non-dollar nations have
had to rely up to now for protection of their balance
of payments,

The current measure of international balance, unlike
that which obtained in 1950/51, has been achieved with-
out relying upen an abnormally inflated United States
demand and booming prices in exports to the United
States. On the contrary, it was maintained in 1954,
albeit with a partial setback, in the {ace of a recession
in economic activity in that country. While it is true
that the contraction was mild and net cumulative in its
effect on income and demand—it was halted in the first
half of 1954 and an upturn began in the second half—
it had beern commonly feated in many parts of the world
that evenr a mild recession would lead to o decline in
world trade and in prices of primary products, and
would pose a balance of payments problem for the rest
of the world, The velume of world trade and the prices
of primary products were both supported, however, by
rising demand generated by expanding activity in west-
ern Europe. That the rest of the world should have been
able to add substantially to its inlernalional reserves
while its output was expanding and that of the United
States falling, is a striking indication of the extent lo
which its earlier dependence upon an import balance
with the United States and its vulnerability to small
ftuctuations in United States import demand have been
lessened.

Just ag the gradual increase in production and supply
of consumer goods in the early post-war years had pro-
vided the basis for eliminating the war-time system of
internal price and rationing controls, so the continuing
rise in international reserves since the middle of 1952
has permilted a considerable degree of relaxation of
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trade and payments controls, and even a lessening of
diserimination against imports from the United States.
A part of Europe’s imports from the dollar ares has
been freed from guantitative controls, import licences
have been granted more lberally, and, in the United
Kingdom, markets have been reopened for a consider-
able number of commodities, permitting their importa-
tion without restriction as to source of supply. Exchange
restrictions on service and capital payments have also
been relaxed in western Europe.

Both the industrial and the primary producing coun-
tries have shared, although not in equal degree, in the
rise in volume of world trade. Their gold and foreign
exchange reserves also rose in 1954, although the
rate was sfower than in 1953, and there were some
exceptions from the general trend, most notably in non-
dollar Latin Ameries.

While the rise in world trade in 1954 was widely
shared, and the changes in trade balances did not gen-
erally raise acute difliculties, several problem areas did
develop. A number of countries, including both indus.
trial and primary producers, were either confronted
with an actual deterioration, or were concerned with a
potential deterioration, in their balance of payments in
the course of 1954 or early in 1955. The contraction
in United States output was a relatively unimportant
factor in these developments. Most of the counlries
involved had greatly expanded their impoits owing
to higher incomes and production and to relaxation of
import restrictions, although in several instances poor
weather conditions affecting food grains and feedstuils
were also important {actors. In addition, exports of a
number of countries fell, owing to increased production
or declining demand for inventoties in some importing
countries, or to resistance to large and rapid price in-
creases. To check the actual or threatened deterioration
in their balances, the countries concerned generally
tightened credit facilities o1 raised their interest 1ates,
and in a number of instances decided to eut public ex-
penditure, restrict private fixed capital investment or
inerease indirect taxes and import duties. Mexico, Chile
and Brazil adjusted their exchange rales in the course
ol the year. Although the geneial tendency was to relax
direct impeort resirictions, especially in Europe, a num-
ber of countries had to tighlen quota or exchange con-
trols towards the end of 1954 or early in 1955 to check
the rise in imports.
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Apart from the immediate difficulties resulting from
deteriorating trade balances in 1954, there remain seri-
ous problems of imbalance of longer-term significance.
Among the most important of these is the emergence of
surpluses in a number of agricultural commedities,
especially rice, sugar, wheat and cotton. These surpluses
have posed a problem not only for the countries hold-
ing them, but also for other exporters of these commodi-
ties. The increasing concern of primary producing
countries with the price instability of their major ex-
port products was an important factor in the establish-
ment of the Commission on International Commodity
Trade in 1954.

While progress towards halance in international
transactions with the United States has been consider-
able, it should be noted that other countries have a
combined deficit with the United States on commercial
current and long-term capital account of about §3.2
billion, the rise in {oreign gold and dollar holdings in
1954 heing associated with United States short-term
and medium-term capital outflow and with foreign
economic aid and military expenditure. While the latter

item does involve an export of goods and sexvices to the
United States, there is, of course, no assurance that any
possible future release of resources from such use would
lead to a rise in commercial exports o1 make possible
a further reduction in imports of equal magnitude. Even
the present balance with the United States is maintained
with the aid of import controls in many countries, and it
is difficult to estimate the extent to which the pattern of
trade might be changed by their elimination. The lib-
eralization of trade with the United States in 1954 in a
number of European countries was in part an attempt
to probe the extent of such possible changes, but it is
too early yet to determine its effects.

Some modification of restrictions in east-west trade
took place during the period under review. The number
of trade agreements with eastern European countries
increased over the past two years, and the Hst of com-
modities for which such agreements were made ex-
panded. Trade with several countries in Asia and Latin
America took on greater importance in the first half of
1954, However, east-west trade still remains relatively
small as compared Wwith pre-war levels.

The Rise in World Trade

World commercial trade in 1954 surpassed the all-
time peak that had been reached in 1953. The value of
commercial exports, measured in constant United States
dollar prices, in the first three quarters of 1954 was

about 7 per cent higher than in the same period of 1953
or 16 per cent above 1950. The rise in quantum of trade
{table 45) was accompanied by a moderately declining
level of export prices, so that the value in current prices

Table 45. Indices of Quantum of Exports and Imports of Industrial and Primary
Producing Countriea, 1953 and 1954

{1952=100)
Ezporfsn Imports
Aret {{;’fﬁ Januvary to Seplember %‘ﬁ'} January fo Seplember
year 1853 1954 year 1853 1954
Woreto 1totaL 105 102 109 103 102 108v
Total, industrial conntries. ...... .. ..... 105 101 112 137 132 150
United States .. .. ....... ..o uov.. 94 94, 96 105 107 98
United Kingdom.. ... .......... ... 104 101 109 110 109 111
Continental QEEC countries. . ... . ... 111 105 122 106 103 118
Total, OEEC countries ...... ...... 109 104 118 107 104 117
Within OEEC ... .. ........... 113 107 122 . ‘
With other countries . ........ .... 107 101 113 e e ..
Tapan ... ... ... . .. oeleo., 112 109 134 137 132 150
Total, primary preducing countries. ... 104 102 105 97 95 100w
Canada. .. ... ... ..cvrii .. 99 97 92 110 112 102
Latin Amerdea. . ................ .. 111 110 112 93 o0 102
Oversea sterlingarea.. . .. ...... .. .. 104 102 104 92 92 59

Source: Statistical Office of the United Nations
and United Nations Bureau of Economic Affairs.
The classification of countries in this table and that
used throughout part 11 of this report is the same
as in earlier reports. The term “industrial coun-
tries”’ refers to the United States, western Europe
and Japan. Western Europe includes all countries
which are members of the Organisation for
European Economic Co-operation (OEEC): Aus-
triz, Belgium-Luxemboury, Denmark, France,

western Germany, Greece, [celand, Ireland, Italy
and Trieste, Netﬁcr]mds, Norway, Portugal, Swe.
den, Switzerland, Turkey and the United Kingdom.
The term “primary producing countries” includes
all other countries except eastern Europe and
mainland China.

= Excluding United States exports of military
goods.

b Preliminary.
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showed a smaller rise; as compared with 1952, when
export prices were about 8 per cent higher, there was
only a very slight increase in the annual rate.

It is significant that 1954 should be characterized
by an increasing volume of werld exports and only
moderately declining export prices, despite a contrae-
tion in United States output. While this led to 2 decline
in exports to the United States both {rom Eurepe and
from the primary producing countries, this drop was
more than offset by a rise in trade elsewhere. Other
things being equal, it might have been expected that a
recession in output in the United States would have
led not only 10 a reduction in its imports but also to
secondary reductions in imports by the rest of the
world. Such a multiplier effect might have been antici-
pated, owing both to the income and to the foreign
exchange effects of the initial decline in exports. The
countries experiencing the initial drop in exports—
either in quantum or in price or in both—would nor-
mally tend to decrease their imports as well, In this
manner the impact on export proceeds and income
would be transmitted throughout the enlire group of
trading countries.

In this period, however, the fall in United States
imports had little secondary repercussion. As already
noted, unlike similar periods in the past, the 1954 re-
cession in output did not lead to balance of payments
difficulties for the rest of the world; instead, it was
accompanied by rising gold and dollar reserves abroad,
albeit at a lower rate than in the preceding year. In
addition, its effect on the world level of economic activ-
ity was offset by a marked expansion of output in west-
ern Lurope. There was accordingly a rise in the import
demand of western Europe not only for goods from
within western Europe hut also for exports from the
rest of the world, which more than offset the decline
in import demand of the United States. The support
thus given to export markets for primary preduects,
together with incressed shortterm and medium-term
credits granted by the United States and western
Europe, enabled primary producing countries to in-
crease their outlays for imports, although there was
generally also a fall in the rate of accumulation of gold
and foreign exchange. Most-of the increase in demand
was directed towards western Lurope, whose export
capacity has heen greatly expanded. The 1ise in trade
in the rest of the world was thus more than sufficient
to offset the decline in exports to the United States. The
resulting pattern of trade, by source and destination,
measured in United States dollar values, is shown in
table 46.

Exports of primary producers in the first nine months
of 1954, in constant United States dollar prices, were 3
per cent higher than in the same period of 1953 and
about 5 per cent above the average of 1952, Average
export unit values were one per cent below the level of
the preceding year and about 5 per cent below the aver-

Table 46. Value of World Exports by Source and
Destination, 1953, First Half, and 1954, First Half

(Billions of United States dollars)

Ezports to
Fern and area United Tolad
Stules orEC Qther™
Exports from:
United States:»
1953 First half. . 1.33 4.52 5.85
1654  Tirst half. . 1.44 4.60 6.04
OFEC:
1953 First hall . 1.04 6.53 5.35 12.93
1954 Firsthalf . .88 7.07 598 13.93
Other;»
1953 Tirsthalf.  4.31 6.19 4.55 15.04
1954 Tisthall. 408 6.44 4.78 15.28
ToTAL:»
1953 Firsthalf . 5.35 14.05 14.42 33.82
1954 Firsthalf .. 4.94 14.95 1536 3524

Sovurce: Statistical Office of the United Nations.

* Excluding eastern furope and mainland China.
b Excluding United Stetes “special category” exports,

age of 1952, Accordingly, the index of the dollar value
of exports by primary producing countries has changed
but Iittle since 1952. As already indicated, the demand
for exporis of primary producers in the first three
quarters of 1954 was generally aflected by two con-
flicting forces, a decline in import demand of the
United States and a rise in import demand of the
other industrial countries. This difference in import de-
mand was, however, less significant than might be as-
sumed at first sight. In the case of foodstuffs, demand is
related not so much to industrial production as to per-
sonal disposable income. Since personal income was
sustained in the United States despite the decline in in-
dustrial production, food consumption was not reduced.
While the volume of United States coffee and cocoa im-
ports did decline, this was due to withholding of pur-
chases resulting from extraordinarily laige price in-
creases rather than to a decline in consumer demand
at constant prices. Aparl from these two commodities,
of which the value of imporls rose sharply while the
quantity fell, other United States {ood imports de-
chined less than 3 per cent in value in the first three
guarters of 1954, Significant decreases in impott de-
mand for food occurred in countiies other than the
United States; they were due primarily to a rise in
output in the importing countiies, although in some
instances stocks of imported foodstuffs appear also to
have been drawn down,

The demand for raw materials from primary pro-
ducers was, of course, affected by the divergent trends in
industrial production. In the first half of 1954 the value
of United States imports from primary producers of
cormmodities other than food fell by over 10 per cenl as
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compared with a year earlier, while the corresponding
value of western European imports increased by about
5 per cent. In view of the decline in prices of imported
raw materials, the reduction in the quantum of such
imports in the United States and the rise in Europe were
probably of the same relative order of magnitude.
There were, however, important differences among the
major raw materials, which will be reviewed later.

Apart from the divergent changes in demand, there
were variations in supply attributable both to differ-
ences in weather and to varying government policies
with respect to production and prices. Despite the
diversity of influences, most primary producing coun-
tries experienced an increase in the quantum of their
exports. Important exceptions were Australia, Brazil,
Canada, Pakistan, Taiwan, and Thailand, reflecting
lower exports of cereals, sugar, coffee, jute and wool.
Cotton exports also fell in Pakistan, owing to reduced
output, but rose in Brazil,

The increase in quantum of exports of industrial
countries in the first nine months of 1954 compared with
the same period in 1953 was about 11 per cent, or
nearly three times as much as for the primary produe-
ing countries. All of the industrial countries registered
significant increases in the quantum of their exports,
with the greatest increases—about 16 per cent—reported
in continental western Evrope.

Up to the early months of 1954, United States ex-
poris had been falling. The major factors contributing
to this fall were the recession in economic activity in
Canada and the good harvests of 1958/54 in most of
the world, In the course of 1954, however, the continu-
ing strength in the reserve position of the European
countries in the face of the decline in United States
imports encouraged them to liberalize their trade re-
strictions and in some cases to reduce their discrimina-
tion against the United States. Poor harvests in a num-
ber of countries in 1954,/55 also contributed to a greater
import demand for food and, in addition, the United
States began to export significant quantities of its sur-
plus agricultural commodities for payment in local
currencies at competitive world market prices. United
States exports thus were higher in 1954 than in the pre-
ceding year.

in the countries members of the Organisation for
Furopean Economic Co-operation (OEEC) there was,
in addition to the rise in imports from the rest of the
world, a large increase in exports to one another. The
rise in imports into western Europe was associated with
a striking growth in its economic activity. However, the
increase in continental OEEC imports was significantly
greater than the rise in industrial production, the dif-
ference reflecting in large part accumulation of inven-
tories. The quantum of United Kingdom imports, how-
ever, rose less than 2 per cent from the first three quar-
ters of 1953 to the same period in 1954, although the

trend was significantly upwards in the fourth quarter.
The small rise in United Kingdom imports in relation
to industrial output was in marked contrast with devel-
opments in the preceding year, when imports rose about
10 per cent while manufacturing increased about 7 per
cent, The change was due both to a relative shift in
output from more to less import-intensive industries and
to a drop in investment in inventories of certain food-
stuffs and raw materials, partly associated with the
transfer of purchases to private control.

Although the increase in exports of OEEC coun-
tries to one another was considerable, it was, neverthe-
less, only slightly larger than the increase in their ex-
ports to the rest of the world. This is especially striking
when account is taken of the significant decline in ex-
ports to the United States and Canada in the first nine
months of 1954 associated with the slackening of eco-
nomic activity in those two countries. Indeed, the rise
in western European exports to countries other than
the United States and Canada appears to have been con-
siderably greater than the increase in the quantum of
exports to one another. Most of the increase in value
of oversea sales of the United Kingdom went to the
oversea sterling area while the increase in continental
OEEC exports, although important in the oversea ster-
ling area also, was greater to Latin America and to
eastern Europe. The increase in exports to primary
producers was due largely to the earlier recovery in
their exports and their foreign reserves and to their
relaxation of import restrictions in order to replen-
ish inventories that had been run down in the pre.
ceding period. In part, it was also associated with an
expansion of medium-term credit facilities for exports
of capital goods and with other export incentives pro-
vided in a number of European countries.

Most of the increase in imports of the primary pro-
ducers was already recorded by the second half of
1953 following relaxation of import restrictions that
had been tightened earlier after the collapse in raw
material prices, Inventories of raw materials had been
1un down, and consumption of imported finished indus-
trial goods curtailed during the period of tightened re-
strictions in 1952/53, and the easing of such controls
following the rebuilding of their international reserves
led to a significant increase of buying in foreign mar-
kets. Imports of engineering products, which had fall-
en less than other goods, also recovered strongly as
fixed capital investment expanded, and several export-
ing countries granted medium-term credits to promote
such trade. In 1954 the rate of growth of imports slack-
ened, partly because the incieased harvests of 1953/54
reduced import requitements for food and partly be-
cause reserves of foreign exchange in a number of coun-
tries were declining sharply and it was necessary for
them to restrict credit and tighten import controls once
again.

— e ————
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The largest part of the increase in imports of primary
producing countries in the first three quarters of 1954
was accounted for by Latin America and the oversea
sterling area. In Latin America it was associated with
the revival of Argentine exports, a sharp rise in coffee
and cocoa prices and a favourable position in petro-
leum, In the oversea sterling atea, Australia showed the
largest increase in imports, following a rise in ity ex-
port income and a consequent increase in ils {oreign
reserves, which made a relaxation of trade controls
possible. In the second hall of 1954 this policy was
reversed as export proceeds had declined in the mean-
time, and reserves were again run down. The oversea
dependencies of continental Europe, whose imports
had declined less than those of Latin America and the

oversea sterling area in 1953, also showed a consider-
able tise in quantum in 1954, reaching a level in excess
of the 1951 peak. The strength of this recovery was
based largely on increased export earnings.

The changes in Canada’s imports were quite distinet
from those of other primary producers. In 1952/53,
when primary producers were generally reducing their
imports as a result of the earlier decline in export earn-
ings, Canada was increasing its impeorts in line with its
general economic expansion and growing capital im-
ports from the United States, In the second half of 1953,
however, Canada, like the United States, experienced
a mild economic recession and its imports fell off; the
level in the first nine months of 1954 was about 10 per
cent below that of the corresponding period of 1953,

Relative Stability in Terms of Trade

The rise in the volume of world trade was accom-
panied by little change in the global terms of trade
between primary producing and industrial countries
{see table 47}. Export prices of both groups of coun-
tries have been declining moderately since mid-1952,
but the terms of trade between them have remained
on the average similar to those which prevailed in the
fizst half of 1950. The decline in export unit values of
industrial countries is accounted for very largely by
the OLEC countries. Unit values also fell to some extent
in Japan, but in that country most of the drop {rom
the 1951 peak had already vccurted by the end of 1952.
Unit values in the United States, on the other hand,
have been extraordinarily stable since the second half
of 1952 and indeed have changed little since 1951 ; they
shared neither in the rise of unit values in Europe in

the course of 1951 nor in the decline after that period.
Among the OLEC countries also, export unit values of
the United Kingdom have been more stable than those
for the continental countries, although they fluctuated
more than those of the United States. A large part of
the variation in movement of unit values among these
countries is attributable to differences in commodity
compasition of exports. Continental OLEC exports are
more heavily weighted than those of the United King-
dom by primary products, whose prices showed rela.
tively large fluctuations during the past few yems.
While primary products are also a large part of United
States exports, their prices were largely stabilized
through United States Government measures. A cou-
tributing element in the drop in continental OEEC
export unit values in 1954 may have been the decline

Table 47. Indices of Unit Value of Exports and Imports of Industrial and Primary
Producing Countries, 1953 and 1954

(1952 =100}
Exportse Imporls
Aroa 1};7(.15!.? January to September 1}';);"’5!.? Jenuary to Scplember
year 1953 1954 year 1953 054
Wontn rorar 95 96 93 93 93 g1
Total, industrial countries .. . . o4 95 2 62 92 90
United States . .. ... .. ... . ... 99 99 98 96 96 98
United Kingdom. .. .. . . . a7 97 95 88 89 87
Continental OEEC countries . ... . 92 92 88 92 92 88
Total, OEEC countries oo L. 93 94 90 91 92 88
Japan . ... 0 89 88 89 87 87 84
Total, primary producing countries. . ... 96 96 a5 94 95 92
Canada ... .. .. ... .. A 97 95 g8 98 99
Latin America..... .. .. ... .. . ... OB 97 101 96 96 94
Oversea sterlingazea . ......... ... 95 06 93 93 93 91

Source: Statistical Office of the United Nations
and United Nations Bureasu of Leonomic Alfuirs
Caleuluted in United States dollars

¢ Excluding United States exports of military
goods.
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in import unit values; significant increases in produe-
tivity accompanying the expansion of output generally
offset the effect of increases in wages upon export
prices.

That the decline in export prices of primary produc-
ing countries was negligible despite the contraction in
United States output was due in large part to the off-
setting eflect of the 1ise in economic activity and import
demand in western Lurope. There were, however, also
important price stabilizing factors at work in the
United States, which kept the internal price level highly
stable despite the contraction in output. Among those
with most direct impact on prices were the farm sup-
port pregramime, the rise in money wage rates and, in
the vase of non-ferrous metals, the renewed stockpiling
in 1954.

Despite the comparative stability in average prices of
primary products, there was considerable diversity in
changes of export unit values of the primary producing
countiries, more so than in the quantum of their exports.
This is not surprising since the relatively low price elas.
ticity of both demand and supply for primary products
tends to produce considerably larger Huctnations in
prices than in quantities of exports. Thus, small reduc-
tions in supply such as occurred in the case of cocoa
may lead Lo substantial increases in price. Similarly,
attempts to reduce inventories often require substantial
price reductions if they are to succeed even on a modest
scale.

Despite the decline in average export unit values
in world trade, import unit values of the United States
rose slightly in 1954. This was largely owing to the
sharp tise in coflee and cocoa prices, which somewhat
more than offset declines in prices of other imports
generally. Since its export unit values fell slightly, its
terms of trade deteriorated somewhat In western
Europe, import prices fell somewhat, though more on

the continent than in the United Kingdom, and the terms
of trade were virtually unchanged. There appears to
have been some improvement in the terms of trade in
the first half of 1954, but deterioration apparently set
in towards the end of the year,

The moderate decline in export unit values of the
industrial countries was reflected in an equally moder-
ate decline in import unit values of the primary pro-
ducers in the aggregate, the terms of trade with the
industrial countries having improved slightly. The de-
cline in the oversea sterling area was somewhat more
limited than that of the dependencies of continental
Furopean countries, owing to the greater importance of
the United Kingdom as a source of supply. Canada,
whose trade is primarily with the United States, showed
no drop at all; in mid-1954 its terms of trade were 4
to 5 per cent less favourable than a year earlier, al-
though. still more than 5 per cent above the 1950 level.

On the average the terms of trade of the industrial
countries with the primary producers, after very con-
siderable fluctuation, have become remarkably similar
to these which prevailed prior to the outhreak of
Korean hostilities, Even the United Kingdom, which
had the most unfavourable change in its terms of trade
during the 1950/51 boom, gradually regained this loss.
The United States is a notable exception, its terms of
trade having been continuously less favourable than
in the first half of 1950; the decline in raw materials
prices since mid-1951 has not been sullicient to restore
its terms of trade to the pre-Korean level. The counter-
part of this change is a slight improvement in the terms
of rade of primary producers, notably in Latin America
and the dependencies of continental OEEC countries.
The oversea sterling area, which was the largest gainer
during the 1950/51 boom, now has significantly less
favourable terms of trade than prevailed before the
upsurge in prices.

The Shifting Commodity Composition of Trade

it is, as usual, difficult to discern any general trends
in the widely discrepant movements in the commodity
components of world trade, By 1953 the effect of the
hoom and collapse in raw materials prices upon exports
of primary products had already been in large part
spent, and comparative stability had been reached in
markets for primary products (table 48). On the ave-
age, export receipts from primary products were about
15 per cent above 1950, with increases of primary pro-
ducing countries relatively greater than those of indus-
trial countries. The increases in unit values and in
quantum each accounted for approximately haif the
rise in value. In general, exports of minerals showed
the largest gains, both in quantum and in unit value.
Agricultural raw materials, on the other hand, were
generally in a very weak position: unit values were on

the average no higher than in 1930 and the quantum
ol exports was approximately 5 per cent below the 1950
level. The textile fibres fared the worst in this group,
the quantum being about 10 per cent below the 1950
level, and unit values about 5 per cent below. Food-
stufis occupied an intermediate position which was,
however, more favourable than that for the average as
a whole. The quantum and unit value indices (1950=
100} of world exports of primary products in 1953 aze
set out below:

Quanium Unit value
All primary products ... ... ... . 106 108
Crude focu{s . . 109 115
Agricultural raw materials .. ... 95 99

Mineralss ... .. . .. .. ... ... 128 117

Source: Statistical Office of the United Nations.
= Fuels and metaliic ores.
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Table 48, Index of Primary Products® Prices in External Trade, 1950 to 1954

(1952 =100)
Tolal, Raw materials
Purtod primary Food®
producls Tolal Agricultural Mineral
1950 First half . ... ... ... 81 82 81 81 80
1950 Second half.......... . ‘ 98 90 102 168 a8
1951 First half ... ... . . . . 116 96 128 141 100
1951 Second half... .. e o 108 100 4 118 100
1953 First half . . ... .. ... ... .. 96 101 93 92 92
1953 Second half .. ......... ... 96 104 91 90 94
1954 First half ... ...... ... m 115 92 91 94
1954 Second half. . ... ... .. .. ... 100 113 92 )3 94

Source: Statisticel Office of the United Nations, Calculated in United States dollars

8 Not processed.

The comparative stability in average primary prod-
uct prices apparent in the data since 1953 is partly
illusory, however, since there were very substantial
changes in prices of individual commedities. These
fluctuations were not unrelated to the economie forces
generated by the Korean hostilities. From mid-1952 to
mid-1954 there appears to have been some tendency
towards partial readjustment in the commodity pattern
of trade from the divergent trends of the preceding two
years.

Declines in prices of staple foodstuffs (chart 2},
particularly wheat, rice and sugar, reflected the con-
siderable growth in production in relation to consump-
tion over the past few years as a result of which
shottages have been converted into suipluses. This has
occurred despite the steady growth in world income
over the same period. In wheat and rice, not only the
exporting but also the importing countries, generally,
experienced unusually good crops in 1953/54, so that
exports fell, prices declined and stocks increased. Al-
though the price declines for all three commodities
were limited by national and international stabilization
measures, the mounting stocks exerled considerable
downward pressure on prices. Wheat prices levelled
off at the end of 1954, owing to the sharply reduced
harvests of 1954/55. Prices of other foods in inter-
national trade were not affected by the trend in staples,
but, on the contrary, continued to rise in 1953/54. The
demand for protein foods, {ruits and vegetables, and
beverages has risen more than that for staples, both
because consumption is more elastic with respect to
income and because governments haverbeen increasingly
relaxing import restrictions. In addition, the supply of
these commodities has increased to a lesser extent than
those of the staples, partly because governments have
been more concerned with the promotion of staple crops
which had been in scarce supply and constituted a
heavy drain on their foreign exchange carnings and
reserves. In 1953/54, a small reduction in cocon oulput
and expectations of a poor coffee crop in Brazil led to
a very sharp rise in prices of these two commedities.

The market {or some non-ferrous metals had already
weakened in 1952, and for others turned soft early in
1953. As in the case of cereals, the decline was due
largely to continued expansion in output during the
preceding vears, which had wiped out the deficit in
supplies. The eflect of rising output on prices was
reinforeed in 1952/53 by decreases in inventory ac-
cumulation in Lurope associated with the slower rate
of growtlyin economic activity, Early in 1953 the United
States curtailed its stockpiling, and in 1953/54 the re-
cession further limited demand for these metals, Partial
recovery began in the course of 1954, however, while
the demand for cereals was still declining. The rise in
European industrial production partly offset the effect
of the United States recession and, in addition, the
United States resumed stockpiling purchases of a num-
ber of metals in an effort to stabilize prices. Strikes in
copper mines in various parts of the world in the lalter
part of 1954 and early 1955 contributed to the recent
uplurn in copper prices,

While cereals and non-ferrous metals were giving
up part of their earlier gains, agricultural raw materials
began to recover moderately in 1953 aller their col-
Tapse in 1951/52. Although rubber export prices con-
tinued to show weakness in the early part of 1954, they
rose strongly in the second half of the year. Recovery
in international prices of the fibres began, first in wool,
then in jute, and more recently in eotton. While in 1954
wool and jute maintained approximately the levels they
had reached by the end of 1953, cotton prices did not
really begin to increase until the end of 1953. The up-
turn was associated with the expanded oulput of cotten
textiles resulting from the increase in real incomes in
Europe and the upsurge ir Indian and Japanese expozts
of cotton piece-goods. Owing to earlier reduction of
cotton stecks in non-dollar areas, recovery in non-dollar
prices relative lo those of the United States, and a
lessening of discrimination against imports from the
dollar area, the United States was able to increase its
cotton exports significantly in 1954,
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Chart 2. Price Indices of
Selected Internationally Traded Primary Products,
1951 to 1954

{Prices computed in United States dollars;
1950, first hali==100}
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The diverse fluctuations in imports of selected inter-
nationally traded commodities by the Uniled States,
the United Kingdom and continental OLEC countries
are indicated in chart 3; the changing demand and
supply position aflecting trade in these and other com-
modities is reviewed at greater length in chapter 6.

There was also a significant change in the composi-
tion of trade in manufactures in 1954. Here a shift
occurred between engineering products and other prod-
ucts; for the first time since the 1950/51 beom it was
the non-engineering rather than the engineeting prod-
ucts which Ied the rise in the value of exports of manu.
factures {see table 49). Expoils of non-engineering
products had fallen earlier and to a greater extent than
machinery and metals manufactures after the 1950/51
boom; the value of exports of the latter group of items
had been ahove the 1951 level and, a fortiori, above the
1950 level throughout the entire period. In the first

Chart 2 (continued)
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Source: United Nations Bureau of Economic Affairs; based on data supplied by the Statistical Office of the United Nations.
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nine months of 1954, however, increased exports, espe-
cially of chemicals and textiles, carried the total for
non-engineering products about 9 per cent above the
rate of exports in 1953, while machinery and metals
increased only about 4 per cent. The greater degree of
fluctuation in other manufactures than in engineering
products is indicative of the marginal character of trade
in industrial consumer goods as compared with invest-
ment goods in the post-war peried. Imports of invest-
ment goods have received first priority in most coun-
tries as part of their cflort to achieve a high rate of
economic growth and development, while impoits of
industrial consumer goods have had to be adjusted in
accordance with the balance of payments. While adverse
changes in the balance of payments have led 1o severe
curtailment of imports of consumer goods, improve-
ments in the balance have generally led to considerable
relaxation of controls.

Chart 2 (continued)
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Table 49. Exports of Manufactures from the
United States and Western Europe, 1953 and 1954
(Billions of United States dollars)

Machinery,
. frapsport Qiher
Area and period Tolal equipment  menufaclures

and melnls

United States:

1953, ... ......... 106 4,43 2.63
19545 . ... ... 7.33 4.55 2.79
Uhited Kingdom:
1953 ........ ..., 5.73 3.07 2.60
1954= .. ... .. 596 3.19 2.77
Continental OFEC:
1953 ......... ..... 1186 5.80 6.06
1954 . ... 12905 6.17 6.77
ToraL
1953, ... . . 2466 13.31 11.35
19548, ... ... .. 2624 13.89 12.33

Source: United Nations Bureau of Economic Affairs.
* January to September, at annual rate,

Chart 2 {continued)
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Chart 3. Volume of Imports of Selected Primary Products, United States and Western Europe,
1953 and 1954

(1952=100)
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Part I1.

International trade and payments

Changes in Trade Balances

The export balance of the United States, excluding its
exports of military goods, rose again in 1954 after
having fallen substantially in 1952 and 1953. This was
to be expected in view of the relatively high rate of
growth of economic activity in the rest of the world,
which coincided with the moderate recession in the
United States. The change was reinforced, however,
both by reduced purchases for stockpiling in the United
States and by relaxation of trade and exchange controls
in many countries in transactions with the dollar area.
Most of the increase in the United States export balance
was with the non-dollar areas of the world. Its active
balance with Canada fell, both exports and imports in
trade with that country showing a drop.* Its export bal.
ance with the dollay countries of Latin America did
show a rise but the increase was due solely to higher
exports; United States imports from that area were also
higher in dollar value.

Despite the 1ise in the United States export balance
with the United Kingdom, the latter showed an improve.
ment in its global trade balance in 1954, owing to a
decrease in its import balance with the sterling area.
For the year as a whole the total value of ifs exports
increased while the value of its impoits remained prac-
tically unchanged, though the volume was higher, At
the turn of the year, its impoits began to 1ise, however,
and the Government felt obliged to take strong mone-
tary measures st the beginning of 1955 to check the
deterioration in its balance of payments. The combined
trade balance of the continental OEEC countries

! Based on data for eleven months of 1953 and 1954.

deteriorated, even though the aggregale value of their
exports 1ose substantially more than the value of United
Kingdom or United States exports, because the increase
in their imports was stili larger.

Improvements in the trade balances of the United
States and the United Kingdom were reflected primarily
in decreases in the export balances of non-doliar Latin
America and more especially of the oversea sterling
area.® A substantial rise in imports occurred in both
areas in the first nine months of 1954. In the oveisea
sterling area there was also a significant decline in the
value of exports in this peried, but in the last quarter
of the year exports rose by about 10 per cent above the
average {or Lhe three preceding quarters.

In contrast with these areas, Canada reduced its im-
port balance in the first nine months of 1954, the reduc-
tion in its import balanee with the United States more
than offsetting the decline in its export balance with the
rest of the world. The export balance of Latin American
dollar countries in the first nine months of 1954 was
virtually the same as a year earlier, with hoth exports
and imports rising. Data on trade balances of the major
trading areas through the first nine months of 1954 are
shown in table 50,

*The increase in the import balance of all primary producers
was smaller than might have been expected from the rise in
the export balance of the industrial countries. This was owing
to inconsistencies in the statistics of world exports and imports
arising from differences in timing, definition, coverape, conver-
sion of values in local currencies into dollar values, and the
inclusion of shipping costs in imports but not in exports,

Table 50. Exports, Imports and Trade Balances of ' Primary Producing and Industrial Countries,
by Areas, 1953 and 1954
{Billions of United States dollars)

Value of exporls

Qounley or greup

January o Seplember

Value of imporis Balance

January {o September January lo Seplember

1853 1953 1054 1853 1953 1954 1953 1042 1954
Fult Full Full
year year year
Total, industrial countries .. .. .. .. 4044 2040 31.60 4528 33,70 3485 —484 —430 325
United Statest, ... ........, ... 1215 899 918 1196 913 8.54 018 —0.14 0.65
United Kingdom. ... ... ... ... 7.23 529 562 9.07 682 6.81 —~183 —153 ~1.19
Continental OEEC countries . . . 1043 1394 15.39 21.27 1559 1716 —184 -—1656 177
Japan......... ... ... ... 127 092 1.14 241 1.75 191 —~114 083 077
Total, primary producing countries. . 2974 2192 2218 3042 2256 2318 —0.60 —058 ~1.00
Canada .. ....... ... ..... 424 315 294 490 372 344 —-066 —057 —0.50
Total, Latin America . . ....... 752 557 585 049 467 5.29 1.03 0.90 0.56
Doilar countries . ... ...... 393 296 319 3.45 2.50 2.73 0.48 0.46 0.46
Non.dollar countries. .. .. ... . 358 261 266 3.04 217 256 0.55 0.44 0.10
Oversea sterling area. . .. ..., ... 1039 7.71 7.58 9.62 7.16 7.53 0.76 055 0.06
Dependencies of continental west-
ern Furopean countries . ..... 276 200 213 3.51 257 2.74 ~0.74 057 ~061
Other primary producing countries  4.83 348 368 590 438 418 ~1.07  ~050 —0.50

Source: United Notions Bureau of Economie Affairs.

» Cif. Imports of the United States, Canadn and other
countries which are reported on an [.oh. basis have been con-

verted to an arbitrary c.if. basis (f.o.b. +10 per cent) in order
to make them more nearly comparable wit{"\ data for other
countries,

b Excluding exports of military goods.
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pread between the trade balances valued in cur-
dlar prices and in prices prevailing in the first
£ 1950 before the outbreak of Korean hostilities
ined relatively narrow during 1954. It widened
2what in the United States as a result of a further
sht deterioration in terms of trade, but was reduced
rtually to the vanishing point in the United Kingdom,
here the terms of trade had been improving since the
nd of 1951, As has already been noted, Latin America
and the dependentcies of continental Iuropean countries
have been the chief beneficiaries of the changes in terms
of trade: their trade balances were more [avourable
when measured in current prices than in constant prices
{first half of 1950). The oversea sterling area, on the
other hand, has consistently shown a less favourable
trade balance in current than in constant prices since
the collapse of its raw material prices in mid-1951 (see
chart 4).

Despite the increase in import balances of the rest of
the world with the United States in 1954, gold and
dollar holdings abroad continued to rise, although at a
lower rate than in the preceding year (see table 51).

The net flow of gold and dollars {rom the United States
was of about the same order of magnitude as United
States foreign economic aid, with the increase in its
trade balance being offset primarily by a greater out-
flow of capital. In part, this outflow both of portfelio
investment and shoit-termn capital, reflected liberal
credit facilities in the United States, but in part, the
short-term movemenls consisted of a heavy accumula-
tion of claims against Brazil and, to a lesser extent,
Colombia. The remaining part of the increase in re-
serves of the countries listed in table 51 was accounted
for by newly mined gold, and by sales of gold by the
Soviet Union.

As compared with the first half of 1950, there has
been & substantial increase in liquidity—especially in
the sterling area and continental western Europe--which
has significantly reduced vulnerability to small shocks
aflecting trade halances. From June 1950 to June 1954
gold and dollar holdings of the world, excluding the
United States, increased by over $6 billion, Most of this
inerease, however, went to western Europe and Canada,
with continental OEEC countries accounting for about

Table 51. World Gold Reserves, Dollar and Sterling Assets, 1950 to 1954
(Billions of United States dollars; 30 June of cach year)

Latin America Quersea
Canlinental Oversea  sterling
United Uniled OREC Doltar  Non-dollar sterling  depen-
e and period Stntes Kingdom  countries Japan Canada connlriest  countries counlriest  dencies Tolald
Gold:
1950, . ...t e ee . 2433 1.70 337 013 0.51 0.90 0.79 0.57 — 33.30
BOSY . e 2187 3.52 378  0.13 0.65 1.05 0.98 0.61 —_ 33.37
10952 . .. .. ... 2353 1.42 421 012 0.88 0.94 (.88 0.58 — 33.42
953 .. ... . 22.52 1.98 469 012« 0.94 0.95¢ 1.10- 0.61° — 33.68
1954, .. .. .. 2203 2.55° 525 0.1l13- 103 0.82 1.02e 0.63¢ _ 34.15
Dollar balances (official and private):
e e e 091 1.99 0.34 0.98 0.81 0.54 0.22 - 6.62
5 0.62 199 0.34 1.33 0.89 0.76 0.23 — 7.33
1952, .. o 0.79 231 0.73 1.50 1.05 0.44 0.24 —_ 8.30
958 .. ... ... . 0.91 2.87 .89 1.12 1.23 0.53 0.30 — 9.09
1954 . ... ... 0.99 3.80 0.62 1.32 1.40 0.51 0.29 — 10.14
Sterling balances:
195G... .. ... ... 003 1.10 0.05 0.01 002= 0.25 4.94 181 10.01%
1931 ... ... ... ... ... 011 1.18 0.12 0.01 0.09 0.15 5.70 254 11.68
1952, .. . . 0.04 0.98 0.36 0.01 0.01 (.02 3.84 2.90 9.54
1953 . .. 003 0.85 0.04 0.01 0.08 0.10 4.58 306 1011
1854 0.08 (.85 0.09 0.01 0.08 (.08 4.74, 333 1070
Tortar:
1950 24 36 2.61 6.85 0.52 1.50 1.74 1.58 573 181 4993
1651 2198 4.14 6.96 0.59 1.98 203 1.89 6.54 254 5237
1652 2357 2.22 7.50 1.20 2.39 2.00 135 4.66 290 51.27
1953 . .. ... ... ... 2253 2.89 841 1.06 2.06 2.26 1.73 5.49 3.06 52.88
1954 ... oo 221 3.59 9.90 0.74 2.36 2.31 1.61 5.66 333 5499

Source: Gold: Internationnl Monetary Fund, International
Financial Statistics {Washington, D C); ;)oliar holdings: Inter-
national Monetary Fund, International Financiel Statistics, and
“Short-term Liabi{iiics to Foreigners” in Federal Reserve Board,
Federal Reserve Bulletin (Washington, 1. C.); Stesling balances:
United Kingdom Balance of Payments, 1946 to 1953, Cmd 8976
and United Kingdom Bualence of Payments, 1946 to 1954, Cmd
9291 (London).

* Excluding nssets of international institulions.

b Including dollar heldings of western European dependencies
in Western Hemisphere.

¢ Including dollar holdings of HBong Kong and sterling bal-
ances of Iceland.

4 Including a2 number of countries not separately shown;
excluding eastern Burope and mainland China.

* Estimated.

! Sterling balances of United Stales and Canada {rom national
sources; all other sterling balances from United Kinpdom
sourees.

% Sterling balances of “dollar area” as shown in United King-
dom sources, less balances of United States and Canada.

b Including sterling balances of eastern Europe.
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Chart 4. Trade Balances of Industrial and Primary Producing Countried in Current Prices
and in Prices of 1950, Fixst Half, 1950 to 1954 :
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43.3 billion, the United Kingdom about 3850 million
and Canada almost the same amount. The other primary
producing areas increased their gold and dollar hold-
ings by about 25 per cent, from $5.2 hillion in June
1950 to $6.6 billion in June 1954. The sterling depend.
encies also increased their sterling balances by about
$L.5 billion, but other countries reduced their sterling
balances by about 5650 million. Apart from Canada
and the sterling dependencies, the increase in total for-
eign exchange reserves of the primary producing coun-
iries was under 6 per cent,

While the changes in trade balances in 1954 were not
insignificant, they were not of such a magnitude as to
reduce materially the degree of balance in world trade
which had already been achieved just belere the out-
break of Korean hostilities. As compared with the levels
which prevailed in the first hall of 1950, the export
balance of the United States was reduced, While the im-
port halance of the United Kingdom was somewhat
higher, that country’s trade was already in fairly clese
balance at the earlier date. The continental OEEC coun-
tries, on the other hand, whose trade was still highly
unbalanced in the first half of 1950, reduced their im-
port balances considerably by 1954, The improvement
reflected the substantial expansion in preductive ca-
pacity of the continent, notably of Germany, which had
enlarged ils exportable supplies and reduced its import
requirements in relation to output. Changes among the
primary producing countries were relatively small, with
most of the deterioralion in trade balances in relation
to the fust half of 1950 oceurring in Canada and the
dependencies of continental European countiies, where
they were financed by larger capital imports.

While the earlier post-war problem of imbalance in
world trade has been reduced in recent years to more
manageable proportions, the nature of the balance dif-
fers from that of the inter-war period in major respects.
On the one hand, non-commereial items in the balance
of payments—government expenditure and grantg—
play a much larger role in the financing of trade bal-
ances. On the other hand, a larger proportion of world
trade is now self-balancing, that is, 2 smaller propor-
tion is financed through net balances on service, capital

and gold account, The sharp decline in the relative
importance of investment income of the United King-
dom since the Second World War has necessitated a
very considerable rise in the proportion of its trade
that is seli-balanced. The trade of the continental OLEC
countries, after having been highly unbalanced in the
post-war years to 1950 is now about in balance as it had
been also during the inter-war period; in the aggregate
their losses both in investment income and in terms of
trade as compared to pre-war have been comparatively
small. The counterpart of the decline in import balance
of the United Kingdom has been a rise in imports of
the primary producing countries in relation to their
exports, In real terms the rise in imports in relation to
exports has, of course, been even greater than in value
terms.

The rise in the propoition of trade that is self-bal-
ancing is largely accounted for by an increase in the
share of trade that is bilaterally balanced between
pairs of countries. The proportion of irade that is mult-
laterally balanced through the offsetting of debit bal-
ances with some areas against credit balances with
others appears also to have risen from the low level
to which it had fallen in the early post-war years. It
is not possible to say, however, whether there has heen
an incrense or a decrease in multilateral settlements on
total current account since data on the flow of receipts
and payments for services by areas are not available,

Whether or not the degree of multilateralism has
changed significantly, there has evidently been a rein-
forcement of the tendency already visible in the nine-
teen thirties for trade to become more concentrated
within certain monetary or political areas. As may be
seen from chart 5, the trade of the United Kingdom
with the oversea sterling area, the trade of the con-
tinental OLEC countries with each other and with their
dependencies, and the trade of the United States with the
rest of the dollar area have each risen significantly in
relation to the respective total trade of each area. In
view of the increase in 1egionalization of trade indicated
in chart 5, it seems probable that a large proportion of
multilateral settlements takes place within each of the
currency areas, while the trade between currency areas
tends to be more closely balanced.
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Chart 5. Percentage Distribution of Exports by Source and by Destination, 1938, 1948 and 1953

2 2 8 8§ % o3 % Q8 $ 2 8 % 94 o8 T 8 9 8 2 2 83 %3 & 8 8 8
3 1 “F F F T H T 1 13 ] |3 % T i T i ¥ ] H i E [ H
SBLUN0Y 13YI0
euyo pue adoing uelse] “..HH_
SBLUN0D $IA0 11U0D Jo seouspusdag
Bale Julals essian)
o muwuwwmd. Eumlm _IWWIJ
& epeue)
ueder
SOLIUNGD JI30 [BlUaUiu0D _
pueell pue pues] 'wopguly peluf _
SEIS pAYYN ﬂ
% { : L 2 1 i i H i ! ] 1 1 H ] { i i ] 3 I ]
H 13 T E E] T ] H i E ] 1 i H 1 1 1 ] 14 [] ¥ H i
SOLLNGY JBUYID “1 _”_Mwm
eujyy pus edoiny wislse]
SALUN0? 9330 1.3u00 jo sspuapusdag ¢ ﬂ _
ele BuleIs BISIONG _ M _
o BOLALY UnBEd | | _.ﬁ u_ _l_ “_l_
& epeuen
- uedey
SOLHUN0D HFI0 [BIUSURUOYD FH’MM m _
pugjes pue puejas] ‘wopBuny pajiun T
saElS pajiun — rﬁw_
rd
1 i i 1 ] ] ] ] ] i i 1i i i i i I ] i i i H i
1 i T T 1 H t ¥ J H) ¥ + ¥ ¥ 11 i i ] i 1 1 i T T
sapunoa Japg| @ 4 £ ER R 53
euyy pue adoing wisise] M m.:m 53 = B 8 m _ﬂu_y_ m .m
S3LUN0D 9330 U2 Jo saouspuadag| 3 g m m m W M 3 *\l__ nhm 8
eaie Suipals essten] = = o ® o B o o
0 eopouly ugen| o : _ = £ | m B §8 m 8-
3 epeuen| & m 2 o3 23 o 5
ueder| £ T8 £ £ 3 ]
salLUNG? D330 [EUBUNU0D m. ] 8 =8 & w “
puE[ad} pue puejes] ‘wopduy payun H m. ] _.l_‘
SBIEIg pajiuf m
H i 1 1 i ! 1 ] I 1 1 L 1 1 (1 1 i [} 1 I 1 1
2 g 2 3 8 ° 893 8 28 8 % 8 e 8 3 8B 2 8 2 % 8 3 % ° g B8 @8

Source: United Nations Bureau of Economic Affairs; based on Direction of International Trade, published by the Statistical Office

of the United Nations,



107

Major developments in world trade

hapier 4.

4

&

{

pod
n

SBLAUNOD SIS0

eulys) pue sdoing uigisey

SBLHUN0Y D330 1,ju00 jo sapuspuadag
eaie BuU)R)S BasIBAD
BILBUWY Uije]

epeuen

ueder

SBANUNCI 5II0 |BaLRLoN
puejai] pue puefsd) wopBun pejun
SOIEIS paliufl

1953

SHUNO3 JBYI0

BUIYD pue sdouny ulglse]

S3LUN0D 3330 1,3u02 jo soouapuadag
edle BUIIS]S BSSIAND

BIUBLIY UNET]

epeue)

uedep

$9EUNCD DIJ0 [BJUaLRLUO)

puejal} pue pue|sa] ‘WOPBUD payuf
S3IRIS payun

1348

SEUIUNO2 a0

BUNYD pue sdoing wisisey

SBLUN0DY D330 IUoY jo sauspusdag
esie 3UN18)S BBSIN]

o BOLBLY URET
m epeued
ueder

SBLRUNGD D30 [EIusunUoD

puelal pue puejast ‘tuopSuy penuf
salEls papun

€0

48
~ 36
~ 24
12
12
-z
~ 36
~{ 48
50
60
- a8
~ 36
- 24
t

d

- 12
~ 24
- 36
-1 48

60

60
48
- 36

-~ 24
1
o

==—0

60

—r.“m
ii

|

Exports from Canada
Exports to Canada

Exporis from Latin America

Exports to Latin America

INENEE

L

Exports from oversea sterling area

—

_LJ_l—’UL_W

st
36 -
24
1z}
12}
24k
360
s
6ol
0

48
a6 |
24
1zl
0

12 [
244
/L
a8
60

60

48}
36}
241
1z}
0

Exporis to oversea sterding area

12
24 |-
36
48+
60



Chapter 5

INTERNATIONAL TRADE AND PAYMENTS OF THE UNITED STATES,
WESTERN EUROPE AND JAPAN

The Dollar Balance in 1954

The deficit of the rest of the world with the United
States on commercial current and long-term capital ac-
count? rose from $1.8 billion in 1953 to $3.2 billion in
1954, thereby approaching the $3.5 billion reached in
1951, Nevertheless, the rest of the world was able to
add $1.7 billion to its gold and dollar reserves as a re-
sult of ttansactions with the United States during 1954
—a rate only half a billion dollars under that of the
previous year.

The figures below set forth the principal changes in
the United States balance of payments from 1953 to
1954, in terms of factors tending to raise or reduce the
rate of accumulation of gold and dollar 1eserves by the
rest of the world.

Millions

of dollars
Factors tending to reduce the rate:

Imports of non-military goods and services. —648

Exports of non-military* goods and services
(increase}. e e C e —630

Government unilateral tansfers (ether than
military} . . e —255
Government net long-term capital outflow . —436
Private net direct investment and remitlances - B6
Torar —2,055

Factors tending to raise the rate:
Military expenditures abroad ... ..., . . 37

Government short-term capital outflow 108

Private outflow of portfolio capital . 440

Private outflow of short.term capital . .. 780

TortaL 1,365

Reduction in errors and omissions A 157
Net decrease in additions to gold and dollar

reserves by other countries . e e —533

» Including military goods and serviees paid for in cash
rather than sup{JIied in the form of aid. Exports of this type
declined 817 million from 1953 to 1954

Thus, the United States balance on commercial goods
and services rose by nearly $1.3 billien in 1954, ex-
ports and imports contributing about equally to the
result. At the same time the supply of dollars was

! Including poods and services {other than United States mili-
tary eid exports and military expenditures), privale remittances,

private net direct investment and portiolio capital, and net gov-
ernment long-term loans.

108

reduced by approximately $800 millien through de-
clines in governmental grants and long-term loans and
in private direct investment and remittances.

The financing of the increase in the deficit was made
possible chiefly in two ways—through an increase in
short-term and portfolio capital outflow of no less than
$1.3 billion and a reduction of half a billion dollars,
as already noted, from the high rate of accumulation
of gold and dollar reserves in transactions with the
United States in 1953, At the same time United States
military expenditures abroad rose slightly, and there
was g substantial fall, as provisionally estimated, in the
unrecorded flow of dollars into the United States.

The decrease in imports was virtually confined to
goods; service payments as a whole were steady, a rise
in travel expenditures offsetting minor declines in other
items. Imports of merchandise for consumption dropped
5 per cent in value from 1953 to 1954. This was the
combined result of a rise of 3 per cent in import unit
value and a decline in volume of 8 per cent, compared
with a drop of 3 per cent in real national product and
7 per cent in manufacturing.

Notwithstanding an over-all increase in food con-
sumption in the United States, the volume of imports of
foodstufls for consumption {ell considerably. This was
due to abnormal increases in the prices of cocoa and
coflee in 1953/54 and expeciations of a reversal in this
trend, leading to & withholding of purchases. Despite
the fall in import volume, however, the value of im-
ports of foodstuffs was maintained in 1954 owing to
the higher prices noted above.

Imports of finished manufactures in 1954 were at the
same level as in 1953, both in volume and value, reflect-
ing stability in the demand for newsprint, a virtual halt
in the previous upward trend in the demand for machin-
ery and vehicles, and a fall in imports of textiles.

Thus, the main burden of the decline in the value
of imports was concentrated upon crude materials and,
especially, semi-manufactures. As indicated below, the
reduction in the volume of impoils on private account
of crude and semi-manufactured products was relatively
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moderate, a significant proportion of the drop being
the result of a fali of about 10 per cent from 1953 to
1954 in purchases for the strategic stockpile.

Although manufacturing output rose from the first
to the second half of 1954, and the rate of inventory
liquidation was reduced, both the volume and value
of imporls dropped. Imports of certain raw mate-
rials, notably non-ferrous ores snd metals, had been
relatively high in the fizst half of 1954, and declined
in the second half of the year. This, together with the
sharp slump in the value of coffee imports, constituted
the main reasons for the decline of $320 million in the
value of imports of merchandise from Latin America
from the first to the second half of 1954—and hence for
the decline in total merchandise imports of nearly $240
million.

Of the total gain of $630 million in exports of goods
and services from 1953 to 1954, $445 million repre-
sented merchandise; by far the most important item in
the remainder was a rise of $136 million in income on
foreign invesiment.

Deliveries of merchandise to Canada diopped about
9 per cent in value, owing to the slackening of economic
activity in that country, but deliveries to the rest of the
world rose about 8 per cent. This was due to higher pro-
duction and incomes, especially in western Europe, the
relaxing of controls on imparts, not only in western
Europe but in the oversea sterling area and South
America, and the agricultural export promotion pro-
gramme of the United States.

Much of the increase in exports in 1954 consisted
of raw cotton, fats and oils, and cettain other agricul-
tural commodities, as a result of the decision of the
United States Government to dispose of part of ils ag-
ricultural surpiuses by such means as selling the com-
moditics at world market prices below the domestic
support level, and accepting foreign currencies in pay-
ment. Expenditures by the Foreign Operations Admin-
istration for commodities shipped against payment in
foreign currencies amounted to about $14 million in
1953, and about $215 million in 1954. Cotton exports
were also acilitated by the eliminalion of excess in-
ventories in other exporting areas in the previous year,
and by special financing of shipments to Japan.

Other important increases in exports occurted in non-
ferrous metals, owing to higher output and an increased
rate of addition to inventories in engineering industries
in western Furope. Exports of capital goods, especially
machinery and machine tools, and of coal declined in
1954, owing Lo continued imprevement in supplies in
western Europe, the completion of tooling operations in
United Kingdom defence indusities and, especially,
lower demand from Canada.

Despite lower sales to Canada, total exports of sev-
eral consumer items, notably passenger cars, rose sig-
nificantly in 1954, The easing of import restrictions in

western Europe does not, however, seem to have mate-
rially affected imporie of consumer goods other than
passenger cars from the United Slates during 1954,
As is shown below, the liberalization was primarily de-
signed, in the first instance, to establish greater free-
dom for private business in securing raw materials on
the most favourable terms.

United States exports declined a little more than sea-
sonally from the first half to the third quarter of 1954
and then recovered much more than seasonally in the
last quarter. The drop in the third quarter was due
mainly to measures adopted in Japan and Mexico with
the object of restoring a balance in their external trans-
actions. The unusually large rise in the fourth quarter
was due to a sharp increase in deliveries of such prod-
ucls as grain, coal and metals 1o western European
countries as a result of their poor harvests in 1954 and
the rapid rise in the output of their metal-using indus-
tries,

The large shifts in capital items from 1953 to 1954,
set forth in the figures above, have already been noted.
A large part of these changes was, however, due solely
to transactions with Brazil. In 1953 the Export-Import
Bank had lent $300 million to Brazil for the purpose of
reducing short-term indebtedness to the United States.
In 1954, when disbursemenis against this loan had
already ceased, the United States again accumulated
short-term and medium-term claims against Brazil,
These changes accounted for nearly three-quarters of
the decline in governmental net long-term capital out-
flow shown in the text table above, and for considerably
more than one-third of the total increase in the outflow
of private short-term and portfolio capital.

The other major element in the decline in govern-
mental long-term capital outllow was the advance of
8100 million to France in the third quarte: of 1953—
not repeated in 1934-—against {uture deliveries under
the oflshore procurement pragramme. Se far as France
itsell was concerned, this was more than offset by new
payments by the United States for the support of forces
maintained in Indochina, amounting 1o $321 million.
The latter did not, however, prevent total grants to
all countries, other than military transfers, {rom fall-
ing by $255 million in 1954. On the other hand, this
decrease in grants may iwself he regarded as having
been offset in part by the rise of $37 million in military
expenditures and of $108 million in governmental
short-term capital outflow, consisting mainly of the for-
cign currency proceeds of sales of surplus agricultural
products.

The remaining capital items consist of a decline in
private direct investment and remittances much more
than offset by a larger outflow of portfolio and short-
term capital (other than 1o Brazil), facilitated by easy
credit conditions in the United States, and expanding
economic activity in other countries. A fall in the rate
of debt retirement by western Europe, the financing by
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United States commercial banks of colton exports to
Japan under guarantee of the Export-Import Bank of
Washington, and new {lotations by the International
Bank for Reconstruetion and Development and by Aus-
tralin contributed to the rise in the outflow of portfolio
capital.

Apart {rom the accamulation of claims against Brawil,
noted above, and a similar, though smaller, accumula-
tion against Colombia, the rise in private shoxt-term cap-
ita] outflow in 1954 probably reflecled, to a substantial
degree, commercial credit accompanying the growth in
exports. The extent to which the increase of $100 mil-
lion in banking claims against the United Kingdom
during 1954 may have been due to temporary circum-
stances is not yet clear.

There were some important shifts in multilateral
settlements in dollars in 1954, reflected in the last item
in table 52.7 Smaller multilateral earnings of United
States dollars acerued to Canada in the first half of
1954 in view of the reduction in the balance with west-
ern Europe resulling largely from lower shipments of
grain; these receipts rose again, however, in the second
half of 1954 with the resumption of a larger volume of
grain exports to western Europe and possibly also on
account of payments by the United Kingdom of interest
and principal on previous Canadian loans, Dollar trans-
fers to the United Kingdom by the oversea sterling area
were lower in 1954, owing not only lo the decreased

* It was not possible at the time of writing to account for the
unrecorded outflow suggested by the total errors und omissions
item in the second hall of 1954 The outflow is confined to the
fourth quarter, the provisional data for which may be revised.
There may, however, be some unexpleined seasenal element in
the outflow, since this item was also negative in the fourth
quarters of 1949, 1950, 1951 usnd 1953.

value of sales to the United States of primary products,
especially rubber, tin and wool, but also to larger im-
ports from the United States as a result of a relaxation
of import restrictions. The dependencies of continental
western Lurope, on the other hand, considerably in-
creased their dollar transfers to the metropolitan coun-
tries because of the importance in their exports of such
commodities as cocoa, coffee and certain minerals, im-
ports of which by the United States increased in value.®
Finally, the international institutions, which normally
make net dollar payments to the rest of the world,
showed net dollar receipts in the second half of 1954,
This was due to repurchases of their currencies from
the International Monetary Fund by France and the
United Kingdom in the amount of $20 million and $112
million, respectively, and to & repayment by the Nether-
lands of $56 million to the International Bank for Re-
construction and Development.

To summarize, in 1954 the world was able to absorb,
with less dificulty than had been anticipated, a rise of
$1.3 billion in the United States balance on non-military
goods and services as well as a reduction in government
grants and long-term loans of over $350 million (apart
from an almost equivalent decrease to Brazil alone)
which was offset only to the extent of $150 million by
higher oversea military expenditures and by increased
United States Government holdings of foreign curren-
cies acquired from the sale of agricultural surpluses.
The main reason why this could occur without reducing
the rate of accumulation of gold and dollar reserves by

* Continental western Duropean credilor ceuntries received
$99 million al the beginning of July 1954 in part settlement of
the United Kingdom's debt to the European Payments Union:
this payment was, however, made in gold snd is consequently
not reflected in the United Siates balance of payments.

Table 53. United States Balance,” by Areas, 1950 to 1954
{Millions of United States dollars)

Area 1050 1951 1952 1853 1954
Canada. . e ... —233 243 559 674 546
Latin America. ... ......... . ... 141 707 250 —305 340
European sterling countriest. . ... —23 471 39 132 256
Oversea sterlingarea. ... ... ..... —454 —367 - 80 —35 169
Continental western Europes . . .. 1,029 1,625 1,003 565 1,225
Dependencies of continental western
tarepet.. . —29 17 —41 -T2 —109
Esstern Busope ... ... .......  —110 44 —31 —28 —30
All other countries .. .. .. . 380 904 801 916 901
International institutions. . .. .. .. 22 —159 —1i0l -39 —130
ToTAL 703 3,485 2,399 1,808 3,168

Source: United States Bepartment of Commerce,
Balance of Payments of the United States, 191953
{Washington, D.C,, 1954), and Survey of Current
Business, March 1955,

» On aceount of goods and services {excluding
military aid exports and military expenditures),
private remittances, private net direct investment
and portfolio capital, and net government long-
term lfoans.

b Icelend, Ireland, United Kingdom

© 1950 and 195i: continentsl OEEC countries
onlly; 1952 to 19541 including also Finland, Spain
and Yugoslavia {previously included with eastern
Europe); including, throughout, the European
Payments Union and the Bank fer International
Settlements.

41952 to 1954: including the Spanish depend.
cncies) (previously ineluded with “all other coun-
tries”).
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the rest of the world much more than $500 million was
that the outflow of private short-term and portfolio capi-
tal went up by the unprecedented amount of §1.2 bil-
lion, Tt must, kowever, be borne in mind that much of
this increase reflected 2 shift from liquidation of claims
against Brazil in 1953 to accumulation of claims in
1954, while the nature of the outflows to certain other
countries, notably the United Kingdom, is not yet clear.

In table 53, data are given on the geographic distri-
bution, during the past five years, of the United States
balance on commercial current and long-term capital
account—the balance which is financed primarily by
government aid and changes in gold and dollar assets.
It will be seen that the rise in the balance from 1953 to
1954 was concentrated in western Europe, the sterling
area and Latin America, which had relaxed import re-
strictions against dollar goods during this period. Neg-
ative balances with the dependencies of continental
western Lurope and with international institutions in-
creased, for reasons noted above. At the same time the
active balance with Canada and with the rest of the
world (including Japan) fell on account of a larger
decline in exports than in imports.

Not merely did the total United States balance in 1954
approach that of 1951, but the regional distributien of
the balance was remarkably similar. In both years, con-
tinental western Europe 1an by far the largest defieit
with the United States, and together with “all other
countries” incurred two-thirds or more of the total
deficit. The chief difference between the two years
appears to have been the result of a continuing de-
terioration in the dollar balance of the oversea sterling
area throughout the period--the opposite experience of
the dependencies of continental western Europe which,
by 1954, were able to contribute significantly to the
dollar resources of the metropolitan countries. This
contrast may be attributed pastly to differences in the
exportable commodities of the two axeas, as previously
noted, and partly to the fact that the independent mem-
bers of the sterling area, other than the Union of South
Africa, have been net drawers on the sterling area dollar
pool since 1951,

UNITED STATES TRADE AND PAYMENIS
IN THREE RECESSIONS

It is of interest to consider why the United States
recession of 1954 had a more limited effect on world
trade and payments than the recessions of 1938 and
1949, I 1938, the United States recession resulted in a
sharp increase in the balance with other countries, neces-
sitating heavy drawings on their gold reserves. In 1949,
though United States production fell much less than in
1938, there was a major dollar crisis. In 1954, on the
other hand, a somewhat larger decline in national out-
put than in 1949 (though still less than in 1938}, in-
stead of resulting in serious balance of payments diffi-
culties in the 1est of the world was accompanied by a
lifting of restrictions on dollar imports by a number of
western Eurepean countries.

The fall of 3 per cent in total output in the United
States in 1954, in 1eal terms, as shown in table 54, com-
pares with declines of one per cent in 1949 and 5 per
cent in 1938. Manufacturing dropped rather more than
output as a whole in all three years—by 7 per cent in
1954, 6 per cent in 1949 and by 23 per cent in 1938,
The extiemely sharp decrease in manufacturing in
1938 reflects the magnitude of the shift in business in-
ventories—equivalent, as shown in table 54, to no less
than 4.5 per cent of the national output in 1937. Al-
though inventory changes were likewise of great impor-
tance in 1949 and 1954, they were significantly smaller
in relation to the national product. Similarly, fixed cap-
ital investment was much better maintained in the two
post-war recessions than in 1938, though it may be
noted that in both cases construction—the import con-
tent of which is probably low—vas the most powerful
sustaining force in this area.

Although, in 1954, a marked decrease in defence ex-
penditures contributed materially to the over-all drop
in demand, in 1938 and 1949 higher government out-
lays helped to offset the deflationary impulse emanating
from the private domestic investment sector.

Of major significance in limiting the scope of all
three recessions was a rise in the ratio of consumption

Table 54. United States: Gross National Product in Three Recessions
{Bitlions of United States dollars at 1947 prices)

flem 4937 1538 1948 1549 1953 1954
Grass national product .. . co.... .. 1535 1459 2439 2415 306.6 2970
Persenel consumption expenditures . 1115 109.8 168.0 1723 196.7 1971

Government puichases of goods and
SBEVIEES. . ... . .. . e

Gross private domestic investment . ...
Fixed eapital. .. ... ... .. ..
Business inventories .

oo 5.7
Net {oreign investment.. ... ... .. =02

22.1 34.9 40.3 70.8 63.2
12.1 38.8 28.1 38.3 35.2
134 338 315 38.7 382
-1.2 51 35 06 ~3.0
1.9 2.1 0.8 -0.3 1.4

Source: Economic Report of the President {Washington, D.C ), January 1955
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to national product. Both in 1949 and in 1954 not
merely was the adverse effect of the recession on ine
-comes markedly cushioned by the operation of systems
of high progressive taxation, unemployment compensa-
tion and agricultoral price supports, but tax rates them-
selves were reduced so that disposable personal incomes
actually rose in real terms. Of more importance in 1938
was the well-known tendency for consumers to absorb
the first shock of a fall in income by drawing upon
savings, but this also provided support to the economy
in 1949 and probably in 1954,

The international repercussions of the three reces-
sions differed widely. It is true that in all three cases the
maintenance or increase of {oreign demand for United
States goods at o time when United States imports were
falling helped to stem the contraction in economic
activity. Only in 1938, however, was this at all impor-
tant in relation to United States total output and only
in that year did the decline in United States demand
have major deflationary repercussions elsewhere. In
1949 and 1954, on the other hand, the recessions oc-
curred when output in the rest of the world was growing
rapidly, so that declines in shipments to the United

States could be offset by an increased volume of ex-
changes among other countries. The most important
differences between the two post-war recessions, in so far
as they affected the rest of the world, were twofold. In
the first place, in the process of recovery from the war,
and during the post-war expansion of output, the rest of
the world had, by 1954, succeeded in greatly reducing
its dependence upon the dollar area for imports, espe-
cially of certain primary products, Thus, in 1954 trade
and exchange restrictions could be significantly relaxed
without leading to unmanageable increases in dollar
imports, while in 1949 restrictions had had to be tight-
ened in support of precarious balance of payments
positions. Furthermore, the 1949 recession occurred at
a time when the margin provided by gold and dollar
reserves for absorbing shocks to confidence had been
reduced, in several of the important tiading countries,
to ils lowest post-war level, whereas the recession of
1953 and 1954 began against a background of rapidly
rising reserves in other countries, owing to the {act that
dollar deficits had, for some time, fatlen below the level
of United States economic aid and other disbursements
abroad.

Table 55. United States: Indices of Foreign Trade, 1938, 1949 and 1954
{Previous year =100)

Crude Cruede Meanufactured Semi- Finished
Hemn and year Tolal malerials Joodstuffs Joodslufis manufaciures manufuaciures
Eaxports of domestic merchandise:»
Quantum: . ‘
1938, . .. . . .. 100 93 291 119 84 95
1949 . . e 103 126 120 a5 104 98
1954 .. L. . 106 il4 86 186 128 102
Unit velue:
938 . ... e 93 88 82 86 88 99
1949 .. . o 93 95 88 79 95 94
1954 Gon 102 a0 101 100 99v
Value:
1938 ... ... .. L 93 83 238 104 74 04
1940 . ... . . 95 120 106 68 a9 92
1954 S e 105 116 77 108 128 101
Imports for consumption:
Quantum:
1938 . e 72 71 78 81 67 71
1949 . e 98 90 169 107 95 98
1954 . e 92 95 83 102 89 180
Unit value:
1838 . . . 80 84 81 a8 o1 107
1046 o 95 96 96 95 92 97
1954 . . ‘ Lol 103 97 121 99 97 100
Value:
1938 e 65 59 63 71 61 76
1949 . L L. 93 87 105 102 87 95
1954 . . oo 95 92 101 101 86 100

Source: United States Depurtment of Commerce, Foreign Trade
of the United States, 193649 (Washington, D C, 1951}; Total
Export and Impart Trade of the United States, January-December
1954.

* Non-military.
b Gaotient of value and guantum indices,
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UsizED STaTES iMPORTS IN 1938, 1949 anp 1954

The value of United Stales imports for consumption
dropped 35 per cent in 1938, 7 per cent in 1949 and
5 per cent in 1954, as shown in table 55, In all thiee
years, the decline in the valae of imports of raw mate-
rials {crude materials together with semi-manufac-
tures) was significantly gieater than that in total im-
ports. In general, both the volume and the Bmport
prices ol these goods were more sensitive to the reces-
sion than imports as a whole, owing to the concentra-
tion of production and inventory declines in the manu-
facturing sector of the economy. On the other hand,
the value of imports of finished manufactures fell less
than that of other imports. In 1938, this was due to 2 sig.
nificant rise in import prices, while in the post-war
years import prices were relatively stable, The stability
in the volume of imporis of finished manufactures in
1949 and 1954 was probably due to the fact that the
trend in these imports was markedly upwards and that
consumption increased in real terms despite the sethback
to oulput.

Greater diversity was experienced with respect to
imports of foodstuffs, even though food consumption
in the United States rose in real terms in all three
periods. Imports of crude foodstuffs—unlike those of
manufactured foodstuffs—~dropped sharply in 1954 in
real terms on account of a reduction in inventories in-
duced by the expectation that the prices of cocoa and
coffee would not hold at the levels to which they had
risen. Although the quantum of impoits declined, the
value was maintained, as shown in table 55, In 1949,
on the other hand, the rise in [ood consumption, accom-
panied by an improvement in the supply position
abroad, led to an increase in the volume and the value
of imports of both food groups, serving to offset much
of the drop in other imports. Finally, the increase in
food consumption in 1938 was accompanied by the
recovery of domestic supplies in 1937 and 1938 from
the drought o previous years, and coffee seems to have
been the only major food import that rese in volume
in 1938,

There were two important features of United States
imports in 1954 which distinguish the recession of that
year from those of 1938 and 1949. In the frst place
the volume of imports of raw materials {including semi-
manulactures} on private account appears to have
fallen much more moderately in relation to the decline
in economic activity than in 1938 or 1949, The fol-
lowing fizures relate indices of the volume of imports
of crude materials and semi-manufactures for 1938,
1948 and 1954, based in each case upon the previous
year. to corresponding indices of manufacturing:

18318 1949 1054

Manufacturing .. ... ... ... ... ™o 94 93
Quantum of imports of crude matesials
and serni-manufactures ... ... 69 92 a2

It must be bormne in mind that imports recorded in
these figures include government imports lor the stra-

tegic slockpile, While stockpiling expenditures rose

from $160 million in 1948 to $459 million in 1949, such
expenditures in 1954 f{ell approximately 10 per cent
from the $733 million reported {or 1953.% These stock-
piling expenditures cannot be compared directly to
changes in the values of imports in these periods,
though their importance may be judged from the fact
that imports of crude materials and semi-manufactures
for consumption declined in value from §3,780 million
in 1948 to $3,277 mililon in 1949 and from $5,291
million in 1953 to $4,722 million in 1954.

It is evident, therefore, that if the stockpiling expen-
ditures noted above gave rise to roughly similar changes
in government imports, the fall in the quantum of pri-
vate impoits in 1949 might well have exceeded 15 per
cent. On the other hand, since stockpiling expenditures
were reduced in 1954, the fall in the quantum of private
imports must have been less than the 8 per cent decrease
in total imports of the two raw material groups.

The reason for the lesser decline in private imports
of raw materials in relation to manufacturing activity
in 1954 than in 1949 is probably to be found largely in
the fact that commedity piices had been falling prior
to the onset of the 1ecession in mid-1953, so that there
had not been any major accumulation of inventories
of imported raw materials requiring sealing down, ex-
cept pethaps some of the metal inventories. It is tiue
that falling industrial consumption caused sharp im-
port declines in 1954 in the cases of 1aw waool and steel
mill products: as in 1949, there was a relatively large
diop in wool consumption, which bore much more heav-
ily upon the imported than upon the domestic produect,
while imports of steel mill products in 1930 to 1953
liad to a cansiderable extent reflected an abnormal level
of domestic demand in relation to domestic output.
There were other instances, however, such as rubber
and iron ore, in which the impact of decreasing indus-
trial consumptien fell much more heavily upon the
volume of domestic output than upon imports, owing
to such factors as lower import prices.

The recessions of 1938 and 1949, on the other hand,
had been preceded by periods of rising commodity
prices and relatively heavy inventory accumulation. It
was therefore not suxpiising that when output failed to
advance in accordance with previous expectations, in-
ventories of domestically produced and of imported
raw materials should be cut sharply. In addition, the
expectation of devaluation in 1949 appears to have

‘ Data for 1948 and 1949 in current prices {rem Organisation
for European Economic Co-operation, Statistics of National
Product and Expenditure, 1938, 1947 to 1952 (Paris, 1954}, page
239 Figure for 1933 at prices of 31 December 1953 from Execu-
tive Office of the President, Stockpile Report to the Congress,
July-December 1953 (Washington, D.C,, 195¢4). Estimate of 10
per cent decline in 1954 obtained from the Department of
Commerce,
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caused some postponement of orders which may not
have been fully offset in the fourth guarter of the year,
after the devaluation had taken place.

The second major difference from previous recessions
in the development of imports in 1954 was the rise in
import unit value by 3 per cent, on the average,
whereas there had been declines of 11 per cent in 1933
and 5 per cent in 1949, which combined with the drop
in import quantum in depressing the value of imports
in these two years.

1t should be noted that while manufacturing in the
United States was 7 per cent lower in 1954 than in
1953, the total output of all other countries® increased
no less than 8 per cent. The decline in import de-
mand in the United States was more than offset by
higher import demand in other countries, which helped
in mointaining the level of prices. This situation con-
trasted with that in 1938 when manufaciuring activity
outside the United States was unchanged {rom the pre-
vious year, and would, in fact, have shown a decline
but for the advances recorded in Germany and Japan
under the influence of rearmament.

On the other hand, the growth in output outside the
tUnited States cannot, in itself, account for the greater
stability of prices in 1954 than in 1949, In 1949, the
vise in output in the rest of the world sufficed to bring
about an actual increase in world manufacturing sctiv.
ity,® whereas in 1954 world manulacturing was, on the
average, maintained only at the 1953 level. What was
important in this connexion was that the offsetting ef-
fect of the rise in import demand for primary products
in the rest of the world, especially in western Europe,
was greater in 1954 than in 1949 owing to & growth in
the importance of western Lurope in lotal world de-

* Exeluding eastern Europe and mainland China,

mand for such imports. The second main reason for the
difference in price behaviour between 1949 and 1954
has already been observed above in the characteristics
of price changes in the periods immediately preceding
the two recessions.

Additional elements in the decline in prices in 1949
included the anticipation of devaluation, which induced
importers to withhold purchases from the countries
expecled Lo devalue, as already noted. Morcover, spe-
cial factors affecting the prices of cocoa and coffee,
discussed in the following chapter, raised the average
import unit value of imported crude foodstuffs in 1954
by no less than 21 per cent, whereas in 1948 and 1949
the recovery in world ecutput {rom the effects of the
war was forcing food prices down. Finally, the sharp
drop in agricultural prices from 1948 to 1949 may have
caused sympathetic movements in other commodities
at that time. The corresponding decline in prices of
agricultural products from 1953 to 1954 was moderate
and did not provide a seriously depressing influence
on other commedity prices.

In sum, therefore, although the fall in national out-
put was slightly greater in 1954 than in 1949, and al-
though imporls on government account rose in 1949
and declined in 1954, the over-all drop in the value of
imports in 1954 was slightly less, proportionally, than
in 1949, and very much less than in 1938, when, how-
ever, the decrease in production was also much larger.

OTHER ELEMENTS IN THE SUPPLY OF DOLLARS

One of the outstanding differences between the struc-
ture of the United States balance of payments in pre-war
and post-war years lies in the much smaller share of
imports of goods in the total supply of dollars to the
rest of the world since the Second World War. As indi-
cated in table 56, imports of goods had accounted for

Table 56. The Supply and Use of Dollars in Three Recessions
{Millions of United States dollars)

Item 1937 1938 1948 1949 1953 1954
Supply of dollars by the United States:
United States imports of goodss .. .. 3,181 2,173 7,963 6,879 16,954 10,295
United States imports of servicess b 1,009 806 1,722 1,926 2,707 2,735
Private capitzl and dopations ... —146 85 1,585 1,076 850 1,984
Government capital outflow — 1 1,024 652 220 —108
Other government disbursements® 78 77 4,838 5,962 4,716 4,481
Total supply of dollars 4,122 3,142 16,732 16,495 19,447 16,387
Use of dollars by other countries:
United States exports of goodsd 3,451 3,243 13,193 12,149 12,226 12,671
United States exports of services? 1,102 1,003 3,565 3,674 4,758 4,943
Inerease in gold and dallar assetse -~508 —1,425 --1,178 - 02 2,269 1,736
Errors and omissions. .. ...... .. 425 249 1,152 764 194 37

Source: Balunce of Payments of the United States, 1919-1953;
United States Department of Commerce, Survey af Current Busi-
ness, September and December 1954 and Mareh 1955,

s Excluding government military expenditures.

b Excluding government miscelleneous services.

o Including unilateral transfers {other than for military pur-
poses), mililary expenditures and miscellaneous services.

4 Excluding mililary aid exports

* Minus sign indicates sale of gold o1 liquidation of detlur
assels by other countries.
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77 per cent of the dollar supply in 1937, but this pro-
portion was reduced to 45 per cent in 1948 and 57 per
cent in 1953. The other principal components of the
total, with the possible exception of private capital out-
flow, either have been somewhat less sensitive to reces-
sion than imports of goods, or have varied more ox less
independently of changes in economic activity so that
whether they cushioned or accentuated the drop in dol-
lar disbursements by the United States depended upon
circumstances unrelated—or only distantly related—to
the recession.

On the whole, imports of services have been relatively
less sensitive to recession than imports of goods. It is
true that payments for transport services did vary pro-
portionally with imports of goods in 1938 and 1954,
but in 1949 there was a rise in such payments owing to
the offsetting effect of the rapid recovery in European
merchant fleets after the war. Travel expenditures, on
the other hand, tend to vary with personal income rather
than with industrial production. Thus the rise in dis-
posable personal income in 1949 and 1954 was accom-
panied by higher travel expenditures, while the sharp-
ness of the decline in such expenditures in 1938 may be
attributed almost as much to political uncertainties in
Europe as to the decrease in disposable income. Other
service elements in the supply of dollars have also
tended to be less sensitive to a recession than industrial
production and imports of goods.

Government disbursements, which were low before
the war, but have been much higher since, have not been
sensitive to recessions, either in stabilizing or destabiliz-
ing the total supply of dollars. In 1949, a decline in
loans was more than offset by expanded grants (as well
as by higher stockpiling expeaditures which, however,
are included with imports of goods in table 56). In
1954, on the other hand, the value of government dis-
bursements declined relatively more than imports of
poods.

The most volatile of the components of the dollar
supply is the flow of private capital, which tended to
moderate the effect of the 1938—and still more the
1954—recession on the dollar supply and to accentuate
the difficulties of 1949. From 1931 to 1937 private cap-
ital had, on balance, been flowing back fairly continu.
ously to the United States in relatively large amounts,
owing to fears of depreciation and of the intioduction
of exchange controls abroad, or to political unrest and
the danger of war. This inflow continued towards the
end of 1938 and in 1939, but in the last quarter of 1937
and the first half of 1938, the inflow was reversed be-
cause the dollar was expected to depreciate, and this
reversal helped to maintain the supply of dollars for
the brief period of the recession.

The recessions of 1949 and 1954 were not, of course,
accompanied by expectations of devaluation in the
United States. On the contrary, from 1946 to 1948 other

countries had been liquidating gold and dollar reserves
so rapidly as to give rise to the fear that a drop in sales
to the United States in 1949 would make devaluation
unavoidable in a number of major tiading countries;
and Lhis very expectation contributed to the difficulties
of the situation by leading to short-term speculation
against certain foreign currencies. There was a tendency
for exporters in other countries to delay repatriation of
the foreign exchange proceeds of their exports, and for
importers to hasten payments for inward shipments, By
contrast, in 1953 the rest of the world added nearly
$2.3 billion to gold and dollar reserves as a result of
transactions with the United States, and therefore a drop
in dollar earnings of consideiable magnitude could
be absorbed without undue strain, even though indi-
vidual countries might encounter difficulties. The neces-
sary conditions of confidence thereby existed to make it
possible for private capital outflow to rise very sharply;
the increase was, in fact, sufficient to offset virtually all
other elements of decline in the dollar supply. The
nature of this increase in capital outflow has already
been discussed above: it included a heavy accumulation
of short-term debt by a few countries as well as flotations
of securities in the United States by the International
Bank for Reconstraction and Development and by Aus-
tralia, and a flow of shortterm funds to the United
Kingdom.

THE USE OF DOLLARS

Notwithstanding the decline in their dollar earnings,
other countries relaxed their restrictions on imports
from the United States in 1954 and 1aised the value of
their purchases in that country. This contrasted with
developments in 1949; although United States exports
increased considerably in the first half of 1949 as ship-
ments under the European Recovery Program reached
their peak, there was a sharp decline in the second half
of the year in response to severe import restrictions
imposed in the sterling area and Latin America to safe-
guard their balances of payments. In 1938, the fall in
the value of exports had been due entirely to price
declines. The volume of exports would have dropped
as well, owing to the reduetion in economic activity in
many other countries, but for the recovery of agricul-
ture in the United States from the drought years and the
consequent near-trebling of shipments of crude food-
stuffs in 1938,

The most striking difference between 1954 and the
other two recessions lies, perhaps, in the fact that the
rest of the world continued to add to gold and dollar
reserves at the rate of $1.7 billion a year as 2 result of
transactions with the United States, instead of being
compelled to liquidate reserves to meet heavy dollar
deficits, as in 1938 and 1949, The contrast with 1949
does not emerge as clearly as it should in table 56,
owing to the inclusion in the figure for the reduction in
gold and dollar assets in 1949 of the post-devaluation
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fourth quarter,® when much of the speculation of pre-
vious months was reversed, and the rest of the world was
able to recover $389 million of the earlier losses in
reserves.

THE POSITION OF THE STERLING AREA

An examination of changes in the total supply of
dollars in the three recessions leads at once to the fol-
lowing question: if the total supply of dollars dropped
little more in 1949 than int 1954, and very much less than
in 1938, why was there a dollar crisis in 1949, but not
in the other two years? Part of the answer to this ques-
tion has already been given above, either directly or by
implication. In 1938, new gold production and the gold
and dollar reserves of other countries were sufficiently
large, and the price of gold sufficiently high in 1elation
to goods, to permit the losses entailed by the rise in the
United States export balance to be absorbed, while in
1954 a similar increase in the balance simply resulted
in reducing the rate at which gold and dollar reserves
were being accumulated by other countries without
eliminating such additiens altogether. In 1949, on the
other hand, the crisis was due to the fact that the un-
expected losses in reserves resulting from the United
States 1ecession came at the end of a long period of
liquidation.

Part of the answer, however, is also to be found in the
special position of the sterling area. This is most easily
seen in the following figures giving the percentage de-
cline in the value of United States general imports of
merchandise.

From the slecling area  From other couniries

1937 10 1938 . . . 48 33
1948 to 1949 ... . 17 5
1953 to 1954 . .. .. 11 6

In all three recessions the earnings of the sterling area
from exports to the United States dropped much more
than the earnings of other countries, so that in so far as
balance of payments difficulties ensued, they tended to
be concentrated in the sterling area. Indeed, the dollar
crisiz of 1949 was centred in the sterling area, and
almost confined to it, though it did, of course, have
serious consequences for other countries owing to the
important position of the sterling area in world trade
and payments. An examination of the data for 1948 and
1949 in table 56 suggests, in fact, that had the foreign
trade effects of the 1949 recession been less coneen-
trated, the problems encountered would have been much
less serious. What gave the crisis of 1949 its particular

® Similar considerations upply to the item “crrors and omis-
sions””. Major fluctuations in this item in the post-war period
have frequently reflected ehanges in unrecorded speeulative capi-
tal flow to the United States from other countries. From the
fourth quarter of 1948 to the third quarter of 1949, this item
rose continuously from sn annuel rate of some $550 million to
a rate of nearly $16 billion. However, there appears to have
been r substantial return flow of speculative capital in the fourth
quarter of 1949

severity was the focusing of the dificulties at a critically
weak point in the world economy.

Imports from the sterling area were especially sensi-
tive to the United States recessions primarily because
imports of crude and semi-manufactured materials—
which are considerably more sensitive to recessions than
total imports—account for a much higher proportion of
imports {rom the sterling area than from other coun-
tries, as is shown in the following figures giving the
percentage share of crude and semi-manufactured mate-
rials’ in the value of United States imports from three
areas.’

Sterling area Conlinental OEEG  Other countries

1937 ... 73 o4 54
948 ... 70 a7 58

This particular sensitivity to recessions of sterling
aren exports to the United States was, in 1949, apgra-
vated by speculation against sterling, as a result of
which losses of gold and dollar assets during the Lhird
quarter of 1949 reached an annual rate of more than
$1.2 billion, compared with the total pooled gold and
dollar reserve of the sterling area valued at just over
$1.3 billion immediately before devaluation. The much
smaller impact of the recession, and of speculation,
upon the rest of the world is strikingly reflected in the
fact that, excluding the sterling area, other countries as
a whole were actually able to add more than $180 mil-
lion to their gold and dollar reserves as a result of
transactions with the United States during the first nine
months of 1949—continental western Europe and de-
pendencies showing a gain of $100 million and Latin
America of nearly $170 million, while some losses
occurred in a number of non-sterling countries in Asia.

It is, therefore, above all in the sterling area that the
difference between the international repercussions of the
recessions of 1949 and 1954 is to be sought. In table 57,
data are presented concerning the balance of payments
of the United States with the sterling area during the
two post-war recessions. At first sight the balance in
1949 appears to show considerable improvement over
1948. Notwithstanding a 9 per cent reduction in pay-
ments to the sterling area for United States imports of
goods and services, the total supply of dollars to the
sterling area rose by over $300 million in 1949 owing
to greatly increased economic aid by the United States.
This, together with a decline in dollars required for
payments to third countries and for unrecorded capital
fiow, made it possible to reduce the rate of decline in the
gold and dollar reserves of the sterling area as a result
of transactions with the United States by nearly $400
million. This i}lustrates quite forcibly the prime impor-
tance in the dollar crisis of 1949 of the low level of the
sterling area gold and dollar reserve, which was unable

* Including burlap and newsprint.

* Corresponding data for 1953 were not available at time of
writing.
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Table 57. United States: Balance of Payments with the Sterling Area, 1948, 1949,
1953 and 1954
(Millions of United States dollars)

1948 1949 1953 1954

Ttem First First Firat First

nine nine nne nwne

months months montis months

United States impozts of goods and servicest. ... .. 1,405 1,272 1,855 1,699
Private capital and dorations. . .. .. ... ... .. 104 183 63 110
Government capitel outflow. .., ... ... .. ..., 276 126 33 11
Other government disbursements®. . ... .. ... 298 819 528 446
Total supply of dollars 2,083 2,400 2,479 2,266

United States exporis of goods and servicess. ... .. 2,006 2,022 1,810 1,876
Increase in gold and dollar assetsd coe e =996 —-602 686 215
Multilateral settlements, and ertors and omissionse 1,073 980 —17 175

Source: United States Department of Commerce,
Bo lance of Payments of the United States, 1919-53;
Survey 0{' Current Business, September and Decem-
ber 1954.

» Excl uding military expenditures.

bTncluding military expenditures; excluding
military aid.

to withstand the additional and unexpected® drain of
1949, reduced though it was compared with 1948,

A contrary first impression, paradoxically enough,
emerges from a comparison of 1953 and 1954. In the
latter year the supply of dollars was lower—owing to
a decline in United States imports of goods and
services of the same order of magnitude as in 1949
and to a reduction in economic aid—and this, together
with a rise in dellar payments to other areas, caused a
marked slowing down in the 1ate of growth of the gold
and dollar reserve.

This slowing down, however, not only was due to the
fall in shipments to the United States and the decline in
aid, but it also, to some extent, reflected the confidence
of the sterling area countries in their ability to absorb
the effects of the fall in the supply of dollass. Thus,
while imposts from the United States had had to be
severely curtailed by these countries from mid-1949, in
1954 the tendency, except in one or two instances, was
to relax restrictions not only on trade but also on service
and capital payments. Furthermore, the transfers to
other areas in 1954 are heavily weighted by repurchases
of sterling area currencies from the International Mone-
tary Fund which, together with other special payments,
notably to creditor members of the European Payments
Union, are suggestive of confidence in the strength of
the sterling area dellar accounts,

* According to the Fconomic Surpey for 1950, Cmd. 7915
{London, 1950), the three principal unexpecied elements in the
sitnation were the fall in exports to the United States, higher
doliar imports by the overser sterling aren than anticipated
and intensified speculation sgainst sterling. The dollar imports
of the oversen sterfing area were cut sharply in the third quarter
of 1949 by menns of import restrictions, bat the deeline in ship-
ments to the United States and the speculation continued,

¥ The value of United States imports of merchandise dropped
less in 1954 than in 1949 However, United States imports of
services had inereased significantly in 1949 as Unlted Kingdom
service facilities continued their recovery, but remained roughly
stable in 1054,

¢ Excluding military aid exports.
4 Minus sign indicates sale of gold or liquidation
of dollar assets by the sterling ereaz.

@ Apart from errors and omissions, minug sign
indicates net receipts of dollars by the sterling aren
from countries other than the United States.

The chief reason for the greater confidence of sterling
countries in 1953 than in 1948 was, of course, the
improvement which had occurred in the balance of the
area as a whole with the United States. In 1948 there
had been a deficit on account of current transactions in
goods and services, other than military aid imports,
equivalent to 30 per cent of the sterling area’s imports;
by 1953 this deficit had been eliminated. The 1953
balance had been achieved partly through a large ex.
pansion in shipments to the United States and partly
threugh a decline in imports. The reduction in the ster-
ling area’s dependence on the United States is clearly
shown by the fact that the value of United States exports
of merchandise to the area fell 25 per cent from 1948
to 1953 while the value of sterling area imports from
all sources rose about 7 per cent in terms of dollars.
This was due to the recovery and expansion of output in
the sterling area, as well as in other countries outside
the dollar area, making it possible in some cases to
fower imports and in others to replace imports from the
dollar area by imports from other areas. In addition, the
sterling area gold and dollar reserve was significantly
higher al the end of 1953 than at the end of 1948 in
relation to imports both {rom the rest of the world and
{rom the dollar area alone*

To summarize: the repercussions of the United States
recession of 1954 upon world trade and payments were
much milder than in 1938 o1 1949. Compared with
1938, the declines in production and impotts in the
United States were much more moderate in 1954; and
while import prices slumped sharply in 1938, they in-
creased slightly, on the average, in 1954. In any case,
imports of goods constituted a smaller preportion of

' This may be scen {rom the following datn for 1948 and
1953, respectively {in millions of United States dollars) : sterling
area gold and dollar reserves at end of year, 1,856 and 2,518;
value of sterling area imports from non-sterling world, 9,527
an‘(ji 9,528; value of sterling area imports from dollar area, 3,756
and 3,158

v e oo v,
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the total supply of dollars to other countries in 1954,
the remaining elements in the supply being either less
sensitive to recessions or determined by factors unre-
lated to the level of economic activity. Consequently,
the supply of dollars, which had fallen by about a
quarter from 1937 to 1938, declined only slightly in
1954.. Thus, while other countries had to draw heavily
upon gold 1eserves to finance a greatly increased im-
port balance with the United States in 1938, in 1954
they were able to continue adding to gold and dollar
reserves, albeit at a slower rate than in 1953.

Compared with 1949, on the other hand, the drop in
manufacturing in the United States in 1954 was of a
similar order of magnitude, though the decline in total
output was somewhat greater. In both years—unlike
1938—the fall in United States import demand was more
than offset by higher demand elsewhere, so that world
imports rose in real terms. The critical differences be-
tween the two post-war recessions were associated with
the recovery and expansion of economie activity from
1948 to 1953 in the rest of the world. This made it pos-

sible for dollar deficits to be greatly reduced through
the rehabilitation of trade among non-dellar countries,
and for gold and dollar reserves to be rebuilt to levels
providing a larger measure of protection against sudden
disturbanees. This was particularly important in the
sterling area, which is more sensitive than the rest of the
world to United States recessions, and where the low
level of reserves was a primary factor in the dellar
crisis of 1949, Whereas the setback in United States
economic activity in 1949 gave rise to heavy and un-
expected drawings on gold and dollar reserves in the
sterling area, the effect of the 1954 recession was only
to reduce the rate of inflow of dollats inte the sterling
area. A partieularly striking indication of the difference
between the situations in 1949 and 1954 is provided by
the fact that while in 1949 private short-term specula
tion against sterling aggravated the situation, in 1954
confidence in the general stability of world trade and
payments was sufliciently strong to permit a relatively
heavy outflow of private short-term funds to the United
Kingdom, as well as to other countries.

Balance of Payments of Western Europe and Japan

Preliminary data on the balance of payments of
western Europe,’® shown in table 58, suggest that the
* Except where otherwise indicated, “western Europe” refers

to the countrics which are members of the Organisation for
Furopean Eeonomic Co-operation (OEEC): Austria, Belgium.

balance which westein Europe had achieved in com-
mercial transactions with the rest of the world in 1953
Luxembourg, Denmark, France, western Germany, Greece, lee-

land, Ireland, Italy and Trieste, Netherlands, Norway, Portugal,
Sweden, Switzerland, Turkey and the United Kingdom.

Table 58. Balance of Payments of OEEC Countries, 1952 to 1954
(Billions of 1/nited Siates dollars)»

1] PEUNE] [
Item Fi lfl??r‘c‘ar » lfg ?mr F i’if?m(f
Goods and services:
Exports, f.0.b.. e 14.2 13.7 7.3
Imports, f.0.b- G —~14.8 —14.1 -1
‘Trade balance  —0.7 — .4 —04
United States mlhtary etpenéxtmes 0.7 1.2 0.7
Other servicesd. | . 0.5 0.5 0.5
To%al g:,ooc}s and services 0.5 1.3 0.8
Private donations. . ... .. .. 0.2 03 0.1
Private capital. . o —-0.1 —0.2 —04
Miseellaneous official donatmns nnd capztai —1.0 —~0.8 — 0.4
Net errors and omissions. . e 0.3 0.2 0.2
" CoMurATIVE BALANCE  —0.1 08 0
Economic aid:#
Grants and credits received. . . .. 1.6 1.0 0.6
Aid extended by United Kingdom I —0.1 —-01
Total, economic aid 15 0.9 0.5
Monetary movements:
International Monetary Fund sales of sterling — —-0.1 —_
United Kingdom sterling liabilities . - —0.8 0.7 0.]
United States dollar holdings (tnc:ease ) . —-0.8 —1.0 -0.7
Other short-term capital. . . .. ... .. — 0.1 —
Monetary gold (increase—) . 0.2 —1.4 - 0.4
Total munetary movements  —1.4 — 1.7 —0.8

Source: International Monetary Fund.

s Minus sign indicates debit; Bgures without
signs are credits.

b Preliminary.

s Based on preliminary and partly incomplete
daiz.

¢ Exeluding imports of military goeds and ser-
vices provided under aid programmes, and the
corresponding grants, amounting to $2.4 billion in
1952, $3.7 billion in 1953 and $1.3 biilion in the
first half of 1954
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Table 59. Trade Balances of Western Europe and Japan, 1953 and 1954
(Millions of United States dollars)

1954
Counlry
First half Second half First half Second half

Austriz. ... . .. ... ... ... —37 29 3 —46
Belgium-Luxembourg. . .. . ... -7 —88 —145 —99
Depmark . .. ... . ... . — 583 —60 —97 —117
Trance . .. .. . .. . . . - 140 13 —128 102
Germany, western .. .. .. ... . ... 209 404 350 310
Greece . . . ... .. ... .. —88 —74 —-98 —80
iceland . w12 —13 -7 -~10
Ireltand. . . ... ... .. ... —103 —89 ~115 —66
Ttaly. ... .. o w546 —368 —455 —309
Netherlands. . ... .. ... .. ... —09 —124 —~184 —261
Norway. .. ... .. ... ... .. ... —218 —186 - 204 232
Portugal . . ... . . ... . —51 —62 —-41 - 58
Sweden . o - 104, 5 —116 ~72
Switzerland . o 8 17 —-52 - 23
Furkey.. ... ... . . . wom ) -~ 96 -—~94 —50
United Kingdom. ... .. ... .. .. —1071 — 764 -768 -~G3232

Tortar, OEEC countries 2,412 ~1,482 -2.151 —1,933
Japans.. .. ... .. 0 . —557 —578 —692 -77

Source: Statistical Office of the United Nations.
Exports, fo.b., less imports, ¢i.f

was approximately maintained in the first half of 1954,
at a substantially higher level of total trade. Excluding
military goods and services received in the form of aid
from the United States, the external surplus of western
Europe on account of goods and services rose from 80.5
billion in 1952 1o $1.3 billion in 1953 and an annual
ratc of $1.6 billion in the first half of 1954. These
surpluses were, however, the counterpart of approxi-
mately equivalent expenditures in western Europe by
the United States armed forees, so thal imports and ex-
ports of civilian goods and services were about in

balance both in 1953 and in the first half of 1954.

However, examination of the trade balances of west-
ern [uropean countries, shown in table 59, indicates
a moderate deterioration in their combined balance
from 1953 to 1954, the increase in the deficit from the
second half of 1953 to the second half of 1954 bheing
larger than the reduction in the deficit from the first
half of 1953 to the Arst half of 1954,

A setback in the external balance of western Lurope
might have been expected in 1954 owing to the rise
in economic activity in that area that accompanied the
recession in Canada and the United States. As indicated
in the preceding chapter, such a setback might have re-
sulted in pait from a fall in sales to Canada and the
United States, but also-and probably of more impo:-
tance in the case of western Lurope—from a decline
in shipments to other areas which were encountering
difficulties in marketing their preducts in Nosth
America.

In the event, the repercussions of the recession in
Canada and the United States were much mose moderate

s Ixcluding special procurement.

than had been feared, for reasons examined in general
in the preceding section. So far as western Euzope was
concerned, the deterioration in the balance with North
America was initially small. While expoits fell from
the first half of 1953 to the first half of 1954, imports
of dollar goods were also lower as a result of a re-
duction in imports of grain, which was only partly
offset by the liberalization of dollar imports by such
countries as Belgium-Luxembourg, western Germany,
the Netherlands and the United Kingdom. As shown
below, programmes of liberalization were largely con-
fined in the first instance to imports of the foodstufs
and raw materials from the dollar area which were
already subject to the least severe restrictions, at any
rale in practice.

The small adverse movement in the balance on trade
account with North America in the fist hall of
1954 was far outweighed by the rise in the balance
with the 1est of the world. Moreover, theie were no
secondary effects of the fall in income in Canada
and the United States upon the trade of western
European countries, Western Ewrope helped to in-
crease the forelgn exchange resources at the disposal
of primaxry producing countries by raising both its im-
ports and, as indicated below, its eutflow of capital,
Thus imports from the rest of the world, excluding
Canada and the United States, increased 6 per cent in
value from the Arst half of 1953 to the first half of
1954; inasmuch as import unit values declined at least
5 per cent and probably more, this implies a tise in
import volume of 12 per cent or more. This was due to
acceleration in economic activity in western Lurope
which was accompanied, except in Denmark, Sweden

e

O,
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and the United Kingdom, by a higher rate of invest-
ment {or lower rate of disinvestmen!) in inventories
than in 1953,

The larger foreign exchange resources available to
the primary producing countries enabled them in turn
to increase their imports from western Europe, Thus,
while the volume of exports by western Lurope to the
rest of the world 1osc some 13 per cent from the first
half of 1953 to the first half of 1954, the increase in
volume, excluding Canada and the United States, was
probably as much as 20 per cent,

The substantial increase in western Europe’s trade
deficit from the second half of 1953 Lo the second half
of 1954 was the result of developments affecting both
exporls and imports. While exports to Canada and the
United States showed lesser declines than in the first
half of the year, owing to the partial recovery in out-
put in those countries, the rate of increase in shipments
to the rest of the world dropped; at the same time
imports rose significantly, especially {rom the dollar
area.

Oversea export volume reached a seasonal peak in
the fourth quarter of 1953, 16 per cent above the level
of the fourth quarter of 1952; thereaflter the momentum
of the exporl expansion, though still considerable,
slackened to some extent. This was lo be expected in
view of the fact that prominent among the areas taking
larger quantities of exports from weslern Europe in the
second hall of 1953 and the frst hall of 1954 were
the independent oversea sterling countries and South
Americe, where the relaxation of import controls late
in 1952 and during 1953 was accompanied by a wave
of restocking. As inventories of imported goods were
replenished in these countries, and as, in some cases,
renewed balance ol payments dificulties began to ap-
pear, it was natural that the rapid rise in western
European exports should slacken to some exient. In
addition, the very large rates of increase in exporis
te eastern Furope recorded in the first half of 1954,
in relation to the corresponding period of 1953, re-
flected the initial impact of new trade agreements, and
these rates of increase do not appear to have been
maintained in the latter part of 1954.

Thus, although western Germany continued to show
large increases in expoits in the latter past of 1954,
the expansion was more and more concentrated in trade
with western Iurope rather than overseas; the Uniled
Kingdom, the growth of whose exports had depended
much more on higher demand from the oversea sterling
area, encountered a slowing down in exports at the end
of 1954, even afier allowance {or the eflects of a dock
strike.

The impoils of western Europe from other avens
rose approximately 7 per cent both in volume and in
value from the second half of 1953 1o the second half
af 1954, The salient {actors in the rise were the growth

in output and incomes and a poor grain harvest in
several countries. The advance in output in the engi-
neering indusiries was particularly important, and
tight supply conditions developed in the coal and steel
industries. Thus, the second half of 1954 saw a con-
siderable recovery in western Lurope’s purchases from
North America of grain, coal and steel mill produels.
This was over and above the significant upturn i dol-
lar imports of raw cotton, other agricultural goods and
non-ferrous metals, which had begun in the first half
of the year and continued in the second half. Reduction
in imports of these same commodities had accounted
for much of the improvement in the dollar balance of
western Durope in 1953.

Thus, while the dollar area supplied little more than
a quarter of western Europe’s imports from the rest
of the world in 1953, it accounted for one-half of the
rise in such imports from the second half of 1953 to the
second half of 1954, The dollar area also accounted for
three-quarters of the deterioration in western Europe’s
trade balance in the second half of 1954.

Both export and import unit value indices of west-
ern Europe as a whole were stable during the frst
half of 1954 at a level some 2 to 3 per cent below the
average for 1953. Both indices had been declining con-
tinuously since the beginning of 1952—rapidly during
1952 and more slowly during 1933, In 1954, the drop in
the import index was halted while the export unit value
index continued to fall sluggishly. Thus there was a
slight deterioration in terms ol trade in the course of
the year.

As in 1952 and 1953, the deficit of western Europe on
account of trade was more than outweighed by net earn-
ings on service account, Of special importance was a
rise in United States military expendituzres in western
Furepe, from $0.7 billion in 1932 to $1.2 bhillion in
1953 and an annual rate of $1.4 billion in the first half
of 1954. Even excluding these earnings, however, wesl-
ern Europe was in balance on the combined goods and
services accounts in the first half of 1954, as in 1953,
Net earnings f1om shipping services seem to have been
maintained o1 increased as a 1esult of the larger volume
ol traflie handled, especially with distant poils in South
America and Ausizaiasia. Net carnings from tourism
and from other services have probably also continued
{0 Increase.

The expansion in western Turope’s exports in 1954
was accompanicd by a growth not only in the usual
short-lerm commercial eredits, but also in medium-term
and long-term credit advances accompanying particu-
larly large-scale mstallations of plant and equipment.
In {aet, compelition has developed between a number of
leading industrial countiies in the provision of medium-
term credit facilities for financing exports of capilal
goods. In addition, several countries liberalized regula-
tions governing capilal translers abroad. These develop-
ments resalled in a substantial growth in the outflow of
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capital from western Lurope in the first half of 1954, as
indicated in table 58, especially from the United King-
dom and western Germany. The increase in the gross
capital outflow was, however, partially offset by the
reduction of clearing claims against bilateral agreement
countries by western Germany and by the inflow of
funds into the Urited Kingdom in connexion with the
reopening of commodity markets and the expectation of
progress towards currency convertibility. The latter in-
flow may have been reversed at, or shortly alter, the turn
of the year, when there was a setback in the balance of
paymenis.

Notwithstanding the larger outflow of capital, and a
further reduction in economic aid from the United
Stales, the surplus of western Europe sufficed Lo permit
the addition of $1.G billion to gold and dollar reserves
in 1954. The decline in the rate of increase of the re-
serves compared with 1953 was due mainly to the
deterioration in the commercial balance with the dollar
area.

Tue TuroreaN Pavyments Untow

The sum of gross surpluses and deficits of members
with the European Paymenis Union {EPU) declined
from 1953 to 1954, as shown in table 60, continuing the
trend since 1951, This further movement in the direc-
tion of a greater average degice of balance in transac-
tions among members of the union occurred despite an
inerease of approximately 10 per cent in the value of
trade cleared through the machinery of the union {rom
1953 to 1954. On the other hand, the concentration of
surpluses in one country—western Germany—was even

greater in 1954 than in the previous years, though the
absolute amount of western Germany's surplus fell
slightly.

One of the most important features of the develop-
ment of western Europe’s imports in tecent periods has
been the greater absolute and relative significance of
western European sources of supply in the total. Thus,
while the total volume of imports by western Europe
1ose 7 per cent from 1952 to 1953 and 11 per cent from
1953 to 1954, the volume of irade among Kuropean
countries increased 13 per cent in both years, The
greater relative gain during 1953 was probably due to
the widespread progress in liberalization of trade from
the end of 1952 to mid-1953, whereas from mid-1953
to the end of 1954 the only important additional ad-
vances in this direction were those in Austria, France
and the United Kingdom. In addition, the process of
substitution for imports from North America, which
had also contributed to the relative gain in trade within
Europe in 1953, was halted and in several countries was
reversed in 1954,

It might have been expected that the reduction in
discrimination against imports from the dollar area by
several countries would, other things being equal, have
tended to increase the average degree of imbalance in
the Turopean Payments Union. Since the countries con-
cerned were generally those with relatively strong bhal-
ances of payments, any tendency to replace imports
from the Lurepean Payments Union area by imports
from the dollar area would, to that extent, have led to
s 11se in the surpluses of creditor members of the union,
That this did not happen was due to several eauses. In

Table 60. Surpluses and Deficits® in the European Payments Union, 1951 to 1954

(Milions of units of account)®

Counlry or monelary areas 1951 1952 1952 1954
Auvstria .. . . . . ... . -093.2 21.8 79.2 8.1
Belgium-Luxembowrg = ... ... 595.5 1494 —41.5 —31.7
Denmark .. ... ... ... 8.0 6.8 —44.7 —97.7
France .. o .. —413.1 —421.7 —209.5 —30.2
Germany, western ... ... . .. 405.0 3308 4349 416 2
Greece .. ... . ... ... ... =—1148 —432.3 —27.5 —67.1
Ieeland. ... .. .. .. .. ... -52 —4.0 —6.6 —3.8
Dtaly. ... .. ... ... . 2257 —03.0 —260.0 —190.4
Netherlands . .. ... . .. . . 57.8 316.5 685 13.1
Norway. ... . . L —185 —6.5 —88.4 —63.0
Portugal T 59.7 —-318 —11.6 -32.8
Sweden . o e 193.0 28.7 35 -122.6
Switzetland. . .. o 153.8 413 12535 82.1
Tutkey. . ... ... .. —105.9 —117.7 —31.3 —59.4
Uuitec{ Kingdom . . —948.0 —178.3 §9.5 179.3

ToTAL SURPLUSES AND DEFICIES 41,6985 +895.3 +811.1 +698 .8

Source: Press releases of the European Payments
Union,

= Bquivalent {o annual sum of monthly net
positions with the uaion.

b Bquivalent to Urnited States dollars

e Irelund and Trieste are included in the mone-
tary arens of the United Kingdom and Italy, respec-
tively. All dependent and associated territories are
included with the respective metropolitan coun-
tries. The United Kingdom entry includes the
independent members of the sterling area.
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the first place, certain of the creditor countries stepped
up the rate of accumulation of inventories of imported
goods in 1954 so that thelr export balances were re-
duced. Second, the lifting of disciimination against
doliar goods, in so {ar as it influenced the trade of 1954,
mainly affected foodstuffs and raw materials with only
limited possibilities for replacement from Lurepean
sources of supply. Finally, several of the creditor coun-
tries—notably the largest creditor, western Germany—
liberalized service payments and capital transfers sig-
nificantly in 1954. Western Germany’s imports from the
dolar area did increase more than imports from mem-
bers of the Luropean Payments Union in 1954; since its
exporls to the union rose more than ils imports, its
export balance with the union incressed substantially.
However, the over-al] balance with the union declined
slightly, owing to resumed service on the foreign debt
and repatriation of principal as well as some increase,
probably, in private capital outflow accommodating
exports, Nevertheless, the rise in western Germany's
share of total gross surpluses from 54 per cent in 1953
to nearly 60 per cent in 1954, and the fact that part of
the paymenis in connexion with the foreign debt in-
cluded substantial arrears from 1953, indicate that the
problems raised by western Germany's persistent sux-
plus in the union have not yet approached a solution.

The United Kingdom net surplus with the European
Payments Union was higher in 1954 than in 1953, but
this was not due to any substitution of United States
goods for imports from members of the union; on the
contrary, imports from western Europe of the United
Kingdom and oversea sterling aren alike rose con-
siderably more than exports. This change was, how-
ever, more than oflset by larger sales of dollar goods
to western Europe and by capital movements. The lat-
ter included an advaénce repayment on a loan to the
Netherlands and transfers from western Germany undex
the debt agreement, as well as shorl-term movements
probably connected with the revival of commodity mar-
kets in the United Kingdom and the expectation that
a measure of sterling convertibility would be intro-
duced.

At the other extieme, the largest debtor country—-
France~succeeded in reducing ils deficit materially in
1954, and was actually in surplus in the union in the
last quarter of the year. The chicef factors in the im-
provement in the French balance of payments position
in 1954 are consideied below. Here it may be noted that
the improvement enabled France to restore lo a large
degree the liberalization of imports which had been
abandoned in 1952, Although temporary compensatory
taxes were levied on newly freed imports, these did not
prevent such imports {rom rising much more than
imports as a whole.??

'* While totnl imports rose 5 per cent in value from the third
quarter of 1933 to the third guaster of 1954 and imports from
the EPU area (exeluding the franc area) were unchanged, im-
ports of newly liberalized commodities subjected 1o 1axes of

A number of measures were adopted at mid-1954 to
provide for the effective functioning of the Luropean
Payments Union after 30 June 1954. The prineipal
problem which had arisen was that several creditor
countries, pariicularly Austria and western Germany,
had cumulative zccounling positions far in excess of
their quotas, as a result of which these countries had to
grant credit to other members of the union on a scale
well beyond that which they considered desirable. On
the other hand, the borrowing faeilities remaining to
debtors within their quotas at 30 June 1954 were very
limited, or, in several cases, had been completely
exhausted. To meet this situation steps were taken to
provide for the comsolidation and repayment of out-
standing debls incurred within the framework of the
union; to establish new credit facilities corresponding
io the repayments thus made; and to simplify the pro-
cedures of the union™

DevelLoPMENTS IN PARTICULAR COUNTRIES

While, for western Furope as a whole, the balance of
trade declined by about $200 million from 1953 to
1954, the three largest trading countries—France, west-
ern Germany and the United Kingdom—as well as Italy,
each recorded improvements in their balances, totalling
approximately $500 million. Consequently, the remain-
ing western I'uropean countries, most of whose trade
is with western Europe and North America (which like-
wise increased its merchandise balance with them in
1954} experienced a {airly extensive setback in their
batances of trade. In relatively few eases, however, did
this give rise to acute balance of payments difliculties
by the end of the year 1954. Thus the only countries
reporting lower gold and dollar reserves at the end of
1954 than a year earlier were Belgium-Luxembourg,
Denmark, Norway and Turkey, as shown in table 61, and
of these only the latter three countries could be re
garded as having encountered significant difficulties.
Japan also [aced a serious problem of external balance
in this peried, though the siluation eased markedly in
the second hall of 1954, Despite the slight reduction
in the United Kingdom trade deficit from 1953 1o 1954,
if these Lwo yvears are considered as a whole, deteriora-
tion set in towards the end of 1954,

Belfore examining the nature of the halance of pay-
ments dilficulties experienced in a number of countries,
some consideration may be given to developmenis in
the rest of western Furope. While the rise in industrial
activity in France, westein Germany and Italy in 1954
was in line with the average for western Europe as

10 and 15 per eent increased nearly 40 per cent. Sec Assemblée
Nationale, Rapport jait aw nom de la Commission des Finances
sur fe projet de lof de finances (no. 9419) pour lexercice 1955
{Paris, 1954, page 113,

" The details of these arrangements are discussed in the
Fourth Annual Report of the Managing Board of the European
Payments Enion (OEEC document C(54)234, Peris), Seplem-
ber 1954
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a whole, o1 greater, all three countries recorded im-
proved balances of trade, as shown in table 59.

In the case of Irance, the economic expansion of
1954 represented a recovery from the recession of the
previous yvear. Manufacturing increased about 10 per

Table 61. Gold Reserves and Dollar Heldings of
Western Europe and Japan, 1952 to 1954
{Millions of United States dollarg)»

Countlry 1952 1853 1054

Austria. .. .. . e 143 238 329
BeEgmm-Luxembourg ... 828 906 878
Denmark . . e e 101 127 102
France.. ... e 916 1,007 1,288
Germany, western ... . ... 691 1,225 1,998
Greeee. ... . ....... ... .. 57 i1 124
Ttaly. .. ... ... . ........ 655 812 925
Netherlands .. . ... .. ... ... 747 980 1,045
Norway. . e 160 171 148
Por tuga! T 433 520
Sweden.. ....... ... ... . 275 335 406
Switzerland. . . . .. .. 2,053 2,133 2,185
Turkey 151 157 152
Contmentai OEEC ceuntnes 7,120 8,635 10,100
Ireland®. . .. e e 18 18 18
United Kxngdom S 2,318 3,009 3,189
Totar, OEEC countmess 9,456 11,662 13,307
Japan.......... . . . ...... 936 958 858

Source: Internations] Monetary Tund, International Finoneicl
Statistics (Wushington, I, C.); TFederal Reserve System, Federal
Reserve Bulletin (Wushmgton, D.C).

» End-of-year data.

i ® Gold anly.
« Excluding Iceland and dollar holdings of Ireland.

cent—approximately the same 1ate as for western
Europe as a whole. Similarly, the rise of 5 per cent in
the net ontput of agriculture in France in 1953/54 was
about the same as for all western European countries
as a group, and the 1954 harvest was still larger.*® The
volume of imports, howeves, increased only 8 per cent
in 1954 as against 11 per cent for the whole of western
Europe, while the 16 per cent expansion in exporis was
substantially higher than the average of 11 per cent
for western Europe, as shown in table 62. The conse-
quent improvement in the real balance of trade suf-
ficed to outweigh the effects of the deterioration in terms
of trade resulting [rom a greater fall in export than
in import prices. The improvement was, moreover, con-
centrated in transactions with countries outside the
franc area, imports from which rose only 7 per cent
in volume from 1953 to 1954 while exports increased
22 per cent. Thus, the active balance with the franc
area was reduced in 1954 together with the deficit with
the rest of the world.

The relatively small expansion in imports, despite
the relaxation of fmport restrictions, reflected the high
level of such imports in 1953, when there had been a
slight increase over the previous year notwithstanding
the recession, partly owing to speculation by im.
porters.'® The gain in exports, especially to foreign

' The volume of agricultural output was larger in 1954/55,
even after allowance for some deterforgtion in quality.

** In the first haif of 1953 there appears to have been an ex-
pectation of develustion or of still tighter import controls, re-
sulting from the continuing external deficit of France. For a
discussion of thie point, see World Economic Report, 1952.53,
pages 112 and 113

Table 62. Indices of Volume of Exports and Imports of QEEC Countries, Japan and the
United States, 1953 and 1954

(1952 =100)
Ezporis Tmports
Country

1953 1954~ 1553 1954

Austria ., . . 134 163 96 132
Belgium. Luxembourg 109 1226 104 1160
Denmark . e 110 121 115 139
France. ... ... e 105 122 101 109
Germany, western. . . | 117 145 113 142
Ireland . 114 118 113 113
Ttaly, 106 114 108 11
Netherlands , 114 134 119 150
Norway .. 102 118 110 126
Sweden. ... .. 108 118 95 113
Switzerland . . 112 114 104 120
Turke 121 115 9g 100
Uaategng&am O L 109 109 110
Torar, OBEC countrIzss 110 122 107 119

United Statesd . 94 99 105 97
Iapan 112 146 137 141

Source: Statistical Office of the United Nations.
 Preliminary.
b Quotient of value and unit value indices.

¢Data from Organieation for European Eco.
nomic Co-operation, Foreign Trode Statistical Bulle.
tin, series

(Paris}, February 1955.
4 Exports exclude military shipments.
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countries, was proportionally very large in agricultural
products owing to good harvests in 1953 and 1954.
Moreover, most of the principal commodity groups con-
tributed to the expansion. The value of aid provided to
exporters by the Government in 1954, by such mesns
as the remission of taxalion, probably represented over
8 per cent of the value of exports to foreign countries,
compared with 3 per cent in 1953.

The current transactions of the franc area with the
rest of the world had moved into surplus by the second
half of 1953 because of higher expenditures in France
by United States armed forces and the virtual elimina-
tion of the deficit of the oversea territories. In 1954,
the current surplus increased further, and in addition
aid from the United Stales rose to nearly $450 million
from $300 million in 1953, owing to large-scale
receipts in connexion with Indochina. As a result,
France was one of the few countries able to add even
more to its gold and dollar reserves in 1954 than in
1953—8281 million in 3954 as against only $91 mil-
lion in the previcus year—despite accelerating repay-
ments on dollar leans.

Manufacturing activity rose 9 per cent in 1954 in
Italy, but agricultural output dropped materially as
a result of adverse weather. However, lower food im-
ports following the excellent harvest of 1953 enabled
Italy to maintain the value of total imporls approxi-
mately unchanged from 1953 to 1954 while exports
rose with the advance in economic activity in western
Europe and the easing of import restrictions in France
and the United Kingdom, which had affected Italy with
especial severity. United States military expenditures
in Italy also increased, so that the reduction in the
Italian deficit on current account which had occurred
from 1952 to 1953 continued further in 1954,

Belgium-Luxembourg, western Germany, the Nether-
lands and Switzerland had all been in substantial sur-
plus on current account in 1952, and the latter three
countries likewise recorded relatively large surpluses
in 1953; a sharp deterioration in terms of trade in Bel-
gium-Luxembourg caused the balance of that area to
move into deficit in 1953. These surpluses mainly took
the form of growing credit balances in the European
Payments Union, only hall of which were seitled in
convertible currency; in the case of western Germany
heavy surpluses were also built up in the clearings
with bilateral agreement countries. All these countries
Liberalized their imports significantly between the end
of 1952 and mid-1953 and maintained the new rate of
liberalization during the rest of 1953 and in 1934. In
addition, the Benelux countries virtually eliminated
discrimination against imports from the United States,
while western Germany moved in this direction. Swiss
import policy lowards the dollar area had been liberal
throughout the post-war period. The effect of the dollar
liberalizalion programmes is considered below.

In all these countries except Belgium-Luxembourg
imports in 1954 rose more than the average for western
Europe, probably reflecting a substantial rise in invest-
ment in inventories of imported goods, especially in
the engineering industries. Although increases in ex-
poits from 1953 to 1954 were also substantial, only in
western Germany did their value rise more than that
of imports and even there the active balance of trade
in 1934 appears to have been reduced compared with
the second half of 1953.

Special conditions have tended to inflate the {foreign
trade of western Germany and the Netherlands from
time to time, owing to favourable opportunities for
transit trade of an unusual character. Thus, for exam-
ple, the existence of a free market in Brazilian eruzeiros
in western Germany made it possible for western Ger-
many to engage in substantial and unaccustomed transit
trade in coffee, and probably also in other commodities
~—both imported {rom and exported to Brazil. The emer-
gence of discounts in the free markets for other cur-
rencies, notably sterling, has resulted in similarly ex-
ceptional increases in transit trade on occasions. Both
western Germany and the Netherlands have also made
considerable use of incentives of various kinds for
promoting exports, some of which have also tended to
expand transit trade.

While western Germany was the only one of the five
countries now under consideration in which the rise
in imports in 1954 was not accompanied by soeme de-
terioration in the trade balance, the over-all balance
in western Germany on current and capital accounts
probably did decline. This was due to the resumption
by western Germany of obligations in respect of past
debts and the liberalization of transfers both of service
payments and on capital account, as well as to the
payment of subsecriptions to the International Monetary
Fund and the International Bank for Reconstruction
and Development.

In spite of such transfers and of increases in lrade
defcits with the dollar area, these countries were able
to add to their gold and deollar reserves in 1954. This
was due to a considerable extent to special gold and
dollar settlements at mid-1954 to creditors by debtor
countries in the Furopean Payments Union, covering
part of the cumulative credits outstanding. Additional
clements in the particularly rapid rate of accumulation
of gold and dollar reserves by western Germany in
1954—at an even faster rate, in fact, than in 1953—
were eurrent receipts in connexion with its large active
balance with the European Payments Union and heavy
expenditures by United States armed forces in western
Germany. The fall in western Germany’s balance of
payments surplus from 1953 to 1954 was consequently
reflected in a reduction in the holdings of currencies
other than do}ars—including holdings built up under
clearing agreements in 1952 and 1953.
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ACIUAL AND POTENTIAL BALANCE OF PAYMENTS
DIFFICULTIES

It was noted above that among the countries experi-
encing balance of payments difficulties during the
period under review were Denmark, JTapan and Turkey.
in another group of couniries—Noiway, Sweder and
the United Kingdom—while no actual difficulties were
experienced during this period, the situation at the end
of 1954 gave rise to some concern. In Norway, there
was a slight increase in the deficit on current account
in 1954, instead of the reduction which had been anti-
cipated, while in the United Kingdom there was a de-
teriozation in the current balance in the second half of
1954 and the first quarter of 1955. Although Sweden’s
external accounts were approximately in balance in
1954 at a high level of trade liberalization, there had
been some reduction in the current balance by com-
parison with 1953, and a further slight deterioration
was expected by the Government for 1955,

The conditions prevailing in each of these countries
varied widely, as was to be expected, and in particular
the timing of adverse developments differed consid-
erably from country to country. Thus Japan was losing
foreign exchange reserves rapidly at the end of 1953
and the first half of 1954, but had regained most of its
losses by the time the United Kingdom experienced a
sharp drain on its reserves early in 1955. Similarly,
the peak of imports by Japan and Turkey appears to
have occurred at the end of 1953 or in the frst half
of 1954, imports in the second half of 1954 falling
below those of the corresponding period of 1953, In
Denmark, Norway and Sweden, on the other hand, the
rise in imports continued fairly steadily in the second
half of 1954, while in the United Kingdom imports
were relatively low throughout most of 1954 and did
not begin to move upwards sharply until the turn of
the year. Throughout the following discussion, there-
fore, the differences in the phasing of events in the
various countries must be borne in mind.

Subject to the observations above, certain common
characteristics of developments in these countries may
be noted. In all instances there was a sharp rise in im-
ports accompanying higher levels of industiial produc.
tion and consumption. Except in Norway and Sweden,
part of the increase in imports resulted from unfavour-
able weather conditions; these aflected the grain harvest
in Japan in 1953, and in Denmark, Turkey and the
United Kingdom in 1954. Thus, Japan was compelled to
purchase much larger quantities of grain abroad in the
first half of 1934, and the United Kingdom in the sec-
ond half of the year and early in 1955. In Turkey,
notwithstanding a substantial carry-over fiom the pre-
vious harvest, supply difficulties developed in 1954
owing to a drought, which led to the withholding of
grain by farmers from the government puichasing
agency in the expectation of price increases. While
wheat exports in the first half of 1954 were actually

75 per cent higher i volume than in the first half of
1953, by the latter part of the year the Turkish Gov-
ernment negotiated an agreement with the United States
for the import of 500,000 tons of grain™ so as to curb
speculation in grain. The poor harvest of 1954 did not
prevent Swedish grain exports fiom rising above the
level of 1953, but stocks were 1un down. Finally, in
Denmark, poor grazing conditions, together with a rise
in the number of farm animals, necessitated much
higher imports of feed, which, together with foed
arains, accounted for nearly 40 per cent of the rise in
imports in 1954,

An additional element in the rise in imports was the
expanded demand for consumer goods resulting from
higher incomes and the liberalization of imports. This
was particularly important in Denmark and Sweden,
where there were large incieases in imports of passen-
ger cars, In most of these countries there were also
significant increases in imports of metals and manufac-
tures, and, except in the United Kingdom, of capital
goods; in Norway, the rise in imports of ships was
equivalent to much more than the total increase in the
deficit on current account.

In Japan and Turkey, there was probably a con-
siderable element of speculative purchasing by im-
porters in anticipation that restrictions which would
lead to shortages or higher prices would later be im-
posed.

Only in Turkey were the difficulties in the balance of
payments due to any extent to a decline in exports;
this resulted not only from the fall in supplies of wheat
but also from higher prices demanded for exported raw
cotton and tobacco. However, the exports of the United
Kingdom rose appreciably less than the average for
western Europe in 1954, reaching a level only 4 per
cent above that of 1950 in real terms. In no case, more-
over, was an adverse movement in terms of trade of
primary importance in the sitnation, though there was
some deterioration in Sweden, the United Kingdom and,
especially, in Turkey, as shown in table 63.

While Japanese exports continued to rise both in
1953 and, much more rapidly, in 1954, they were for
some time hampered by import restrictions in the ster-
ling area, which, however, were progiessively relaxed
duting 1954, There was also a reduction in special
procurement by United States armed forces, whose ex-
penditures in Japan in 1953 were equivalent to nearly
two-thirds of receipts from commercial exports of
goods.

The volume of expoits of Denmark, Norway and
Sweden in 1954 was in each case some 10 per cent or

" The mgreement provided for 100,600 tons of wheat to he
bartered egainst Turkish chrome ore, the remainder of the
shipments of wheat and feed grains being financed by the United
States Foreign Operations Administration and Commodity Credit
Corporation; Turkish lira proceeds were to he used for defence
support, economie development and te mect United States ob-
ligations.
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Table 63. Indices of Export and Import Unit Values® and Terms of Trade of OEEC
Countries, Japan and the United States, 1953 and 1954

{1952 = 100}
Count Exporls Imports Terms of lrade

oy 1943 18540 1953 18544 1853 19545

Austria . R 9l 90 108 103 84 87
Belgium-Luxembourg.. . ... 84 77 95 90 a8 86
Denmark .. .. . . ... 95 94 90 87 106 108
France ... ... ... . . ... 94 89 91 89 103 100
Germany, western .. . .. ... 94 90 87 84 108 107
Freland O 1 99 94 95 107 104
Ttaly ... ... ... ... . 95 a9 91 91 104 109
Nethetlands. .. ... .. .. .. 88 85 89 84 100 101
Norway........... . ... BT 87 95 03 92 94
Sweden. . .. .............. . B7 86 91 91 96 04
Switgesland. . ..... .. .. . . 98 g7 93 Q2 105 105
Tarkey... ....... ....... 90 87 97 160 03 81
United Kingdom.. ......... 97 95 88 88 110 108
Torar, OEEC countmiese 93 S0 a0 88 103 102
United States .. .. ... ..... 100 99 96 98 104 101
Japan R -1 88 87 84 102 105

Source: Statistical Office of the United Nations.

s Caleulated in terms of national currencies,
except in deliars {or Japan and for OEEC countries
as a whole.

more higher than in 1953. In Denmark the rise would
have sulliced to cover all except the unusual incirease
in imports of feed and passenger cars. In Norway and
Sweden there were substantial gains in exports of pulp
and paper products, but the Norwegian expansion
refiected in part an exceptional catch of fish, Swedish
exports of ships, notably to Norway, rose sharply,
financed largely by credit,

In several of the ecountries under consideration the
deterjoration in the external balance was probably in-
tensified by speculalive capital movements, though the
extent of such movements is impossible to determine
with any precision. In the case of the United Kingdom,
where there was some liberalization of capital transfers
during 1954, adverse developments on capital account
at the turn of the year may have reflecied, among other
factors, a reversal of the movement into sterling early
in 1954, which had occurred under the influence of the
reopening of commodity markets and the expectation,
at that time, of the early introduction of a measure of
sterling convertibiiity. Again, it is probable that some
clement of speculative capital outflow accompanied the
ramowrs of devaluation prevalent in Denmark early
in 1954,

A special dilficulty {acing Denmark, and to a lesser
extent Norway and Sweden, was the inadequacy of the
margin provided by foreign exchange reserves to absorb
significant swings in the balance of payments, even it
such swings were of only short duration. As may be
seen [rom the following figures, the value of Denmark’s
gold and dollar holdings at the end of 1953 represented

v Preliminary.

e Data frem Organisation for Furopean Eco-
nemic Co-operation, Foreign Trade Statistical Bulle-
tin, series I, February 1955,

a much smaller percentage of the value of ils imporls
during 1953 than was the case in other western Luro-
pean countiies—excluding these which are members of
wider currency areas.

Pereenlage Pereeniage
Switzerland. .. . . 181 Tuikey. ... . . 30
Austiia . ol Sweden .. ....... 21
Greece ... ... .. 38 Norway.. .... .. 19
Italy ... .. ... ... 34 Denmark. ... ... 13
Germany, western . 32

Other things being equal, therefore, it was necessary
for Denmark to watch small shifis in its foreign bal-
ance much more carefully than some of the other
countries listed above. It is notewerthy that Sweden,
with a somewhat higher ratio of dollar reserves to im-
ports than Denmark, resorted to borrowing on the Swiss
market during 1954 to reinforee its gold and dollar
reserves.

All the above countries took measures to deal with
the problem of restoring or maintaining an external
balance, though, since the balance of payments posilion
ol Sweden was still relatively strong, the various re-
straints placed on the growth of demand in that country
may be regarded as designed piimarily to maintain
internal stability rather than as necessitated by any
immediate threat to {oreign accounts. Measures taken
by various countiies included the tightening of credit
and the raising of interest rates in Japan from October
1053 onwards, in Norway in February 1954*% and again

1% Mensures taken estly in 1954 did not include raising interest
rates.
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in February 1955, in Denmark in June 1954, in Sweden
in October 1954 and in the United Kingdom in January
and February 1955. The United Kingdom and Denmark
also limited consumer credit. The intention of cutting
or deflerring public expendituzes was announced in
Denmark, Japan and Sweden. In Denmark, indirect
taxes were raised and special incentives to private
saving were provided, while in Sweden a 10 per cent
tax on sales of motorcars and motorcycles was re-
stored. In Norway, a number of measures were adopted
early in 1954 to restrict private fixed capital investment,
and even more restrictive measures were adopted early
in 1955; in Sweden, the 12 per cent levy on new in-
vestment expenditure which had expired at the end
of 1953 was restored in February 1955. Japan and
Turkey tightened direct import restrictions, a measure
which was, however, of doubtful effectiveness ;¥ though
there was no general retreat from a policy of liberal
imports in Denmark, the import of motorcars and mo-
torcycles was restricted,

In the second half of 1954 there was a rapid recovery
in the Japanese balance of payments, This was due to
higher commercial exports resulting from the relaxa-
tion of import restrictions by the sterling area and
from the use of special methods of export prometion.
The latter included, apart from barter trade, a system
of linking import allocations with exports in such a
manaer as to make it possible for exporters to lower
their prices and compensate themselves from high
profits on the sale of impoit goods in short supply.?
At the same time the rise in imports was checked, and
imports showed an actual decline from the sccond half
of 1953 to the second half of 1954. This was due partly
to lower foed import requirtements resulting from the
improved harvest of 1954. In addition, there was a reac-
tion against the speculative inventory accumulation of
1953 because of a marked slackening in the rate of
advance of output and a tightening in import credit
facilities. Other factors contributing to the easing of
Japanese balance of payments difficulties were a 1ise
in foreign import credils and special assistance by the
United States in the form of cotton loans and sales
of surplus grain against Japanese currency. By the
end of 1954, Japan’s gold and foreign exchange reserves
had risen nearly $300 million from the low point
reached at the end of May, thus recovering almost
four-fifths of the losses since the end of 1952, It was,
however, not clear how far the improvement depended
upon unusual methods of foreign trading and on such
temporary factors as the trimming of 1aw material in-
ventories in Japan on the one hand, and, on the other,

**In Japan, imperters did not fully take up the reduced im-
port alloeations mude available by the authoritics from April
to September 1954, owing to a reaction against the previous
bailding up of inventories of imported goods, while, in Turkey,
imports continued to rise to a peak in May 1954, more than g
year after the suspension of the liberalization of imports from

OEEC countries in April 1953

It was announced that this system had heen abolished from
1 October 1954

the replenishment of inventories of finished textiles
in the sterling area.

In the United Kingdom, the active balance or current
account {excluding defence aid) for 1954 as a whole
was almost unchanged from the previous year, but there
was a moderate deficit in the second half of 1954 com-
pated with substantial surpluses in the two previous
half-years; the deficit probably increased further in the
first quarter of 1955, and there was a significant loss
in gold and dollar reserves.

Although the real gross national product incieased
4 per cent from 1953 to 1954 and manufacturing 7 per
cent. the volume of retained imports rese only 2 per
cent. in the previous year, a similar growth in manu-
facturing and a smaller 1ise in output as a whole had
been accompanied by a 10 per cent advance in the
volume of retained imports. Part of the difference in
the movement of imports in the two years was due to
the fact that inventories of foodstuffs were built up
substantially in 1953, and then reduced somewhat in
1954 with the return of trade from the Government to
private hands. Non-food imports, which rese only 4 per
cent in volume in 1954 as against 9 per cent in 1953,
were aflected by the much greater increase from 1952
to 1953 in the output of industries using a relatively
ligh volume of imporls than occurred from 1953 to
1954. Thus, in 1953 textile production increased 15
per cent—more than any other major industrial group
—while leather goods were not far behind; the import
content of these products is relatively high. In 1954,
on the other hand, production in these industries in-
creased only 1 to 2 per cent, on the average, whereas
the metal and engineering industries, where activity
had lagged behind the average in 1953 and where out-
put has a lower import content, moved ahead more
rapidly. Moieover, the growth in domestic steel-making
capacity enabied the United Kingdom to lower still
further its imports of steel in 1954, while the comple-
tion of tooling operations for the defence programme
made it possible for imports of machine tools to be
shaiply reduced. Tor all these reasons, the impouts of
the United Kingdom rose much less than those of other
western European countries in 1954, as shown in
table 62,

Meanwhile the increase in United Kingdom exports
owed much to the building up of inventories by other
countries, such as western Germany, the Netherlands
and, especially, Australia and New Zealand, where im-
port restrictions were relaxed. In fact, the rise in the
value of expoits to these four countries from 1953 to
1954 amounted to over $300 million {of which Aus-
tralia alone accounted for $183 million) compared
with an increase of $350 million to all destinations
outside North America. However, the expansion in ex-
ports, which was vigoious at the end of 1953 and early
in 1954, slackened appieciably in the course of 1954,
as shown in the following indices of the volume of
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United Kingdom exports and re-exports (corresponding
guarter of the preceding year=:100}):

1953 1554
First quarter. .......«.....ov w0 87 109
Seecond quarter. .. .. ... 0oL . 103 108
Third quarter. . ... ................. 112 106
Fourth quaster. ... ... .. .......... 110 o8

Although shipments in the fourth guarter of 1954 were
affected to some extent by a dock strike, it seems likely
that the rate of increase in exports continued to slacken.
The United Kingdom in 1954 continued to lose ground
to western Germany in a number of key markets in
western Europe, Latin America and even to some extent
in the sterling area; India and Japan likewise scem to
have gained in relation to the United Kingdom in
several colton textile markets both outside and within
the sterling area.

While exports tended to level ofl at the end of 1954
as demand in some ol the main export maskets slack-
ened, the United Kingdom's own import demands were
rising, encouraged, moreover, by a tendency for the
prices of primary products to harden. Some of the most
important increases early in 1955 were in foodstuffs,
non-ferrous metals and coal—the latter because coal
output had once again fallen behind that of manufac-
turing as a whele. The situation was somewhat aggra-
vated by a deterioration in terms of trade in the course
of 1954 and by a fall in free market rates for sterling,
rendering “commodity shunting” of sterling area goods,
and other forms of speculation against sterling, profit-
able. In order to limit discounts on sterling in free mar-
kets, the authorities responsible for the Lxchange
Equalization Account were authorized by the Govern-
ment “lo use wider discretion” in operating in such
markets.

LIBERALIZATION OF IMPORTS FROM THE DOLLAR AREA

A number of western Furopean countries freed part
of their imports from the dollar area from quantitative
controls during the period under review, ot adminis-
tered their licensing systems more leniently. In several
countries these measures were regarded as a means of
testing the volume of pent-up demand for dollar goods
and of prepaiing to restore the convertibility of their
currencies.

The following Hst shows the countries undertaking
these measures during 1954, and the proportions of
liberalization attained. In additien to the countries
listed, Greece aholished quantitative contiols on most
imports from all areas, with the exceplion of cerain
luxury products, following the devaluation of April
1953. Swiizerland, of course, had had a liberal import
régime throughout the post-war period.

Buoge Proporiion of
period  liberalizalion »

Benelux srea b, 1948 87 per cent June 1954
Denmark. ... ... 1953 3B per cent December 1954e
Ger et 1953 40 per cent February 1954
Crmany, Weslern- {1952 Two-thirds  November 1954
Tealy.. ... ... ... 1953 24 per cenz August 1954
Sweden... ...... 1953 45 per cent October 1954
United Kingdom .. 1953  One-half -

» For the Benelux area and Sweden, the proportions are based
on the value of tolal imports in the stmcllj year; for Denmark,
western Germany and the United Kingdom, on the value of
imports from the dollar area; and fer Ialy, en the value of
imports from the United States {the corresponding percentage
for imports from Canada was 38).

b Belgium, Luxemboury and the Netherlands. Proportion
epplies to area as a whole.

¢ Licence requirements for the liberalized commodities were
not formaily removed until February 1955, but licences were
granted froely for these goods from mid-December 1954,

Effeclive
dale

The Benelux countries established a common list of
commodities which could be imporied freely from dol-
lar sources, effective in June 1954, and could move
without restriction within the Benelux area; discrimi-
nation against imports from the dollar area seems to
have been virtually eliminated. In the United Kingdom
liberalization was largely connected with the reopening
of commedity markets, and traders were permiited to
re-export commodities purchased for dollars, against
payment in sterling, except in the cases of cocoa, coffee,
cotlon and grains,

It is difficult to gauge the effects of these measures.
Apart from the fact that the time which has elapsed
since they were inlroduced is relatively short, there were
pronounced fluctuations in United States shipments to
western Europe during 1954 owing to a variety of de-
velopments, the effects of which cannot easily be sepa-
rated out. In addition there Is a major statistical
obstacle: while United States expotts to western Europe,
f.o.b, rose 17 per cent in value from 1953 to 1954, the
cortesponding increase from the import side, c.1.f., was
little more than 10 per cent. Part of the discrepancy
appears te be caused by the time lag between the record-
ing of exporls and imports, because of time taken in the
transport of goods, and part may be attributed to the
fact that transit trade in United States goods is not
recorded in Netherlands imports.** For these reasons
considerable caution has to be exercised in interpreting
the data.

In Belgium-Luxembourg imports from the United
States declined nearly one-third in 1953 and then rose
only 6 per cent in 1954, while the imports of Greece

*' Thus, allowing & time lag of two months, United States
exports to western Eurepe from November 1953 to October 1954
increased only 10 per eent in relation tn the previous twelve
menths Further, United States exports f.o 6, 1o the Netherlands
zlone rose 63 per cent in this period while Netherlands imports,
eif, increased only 42 per cent from 1953 10 1954, Moreover,
the absolute value of United States exports, fob, to the
Netherlands [rem November 1933 to October 1954 was 5395
million while Netherlands imports, ei f,, from the United States
in 1954 were valued at $336 millien. The discrepancy between
United States exports and Netherlends imports seems to be par-
ticulerly great in the fats and oils group
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declined in both years. Belgium-Luxembourg had, of
course, been following a relatively liberal import policy
in practice for some time prior to the measures of 1953
and 1954, and it was consequently not expected that
formal lifting of 1estrictions would produce marked
changes. Imports of {oodstufls by Greece dropped in the
second half of 1953 and during 1954 owing to the rise
in domestic output; meanwhile the share of the United
States in non-food imports continued to decline so that
the ending of discrimination does not appear to have
brought about any great shift from existing trends in
the geographic patlern of imports.

Imposts from the United States by the United King-
dom, western Germany and the Netherlands rose 11 per
cent, 35 per cent and 42 per cent, respectively, from
1953 to 1954. It is difficult to compaie the extent of
liberalization in these thiee countries, because the per-
centages given in the text table above are based on
different years, and the average degree of liberalization
applicable to the year 1954 as a whole is uncertain in
each case. Available information does suggest that the
Netherlands went further than the other two countries
in its programme of liberalization. However, the rela-
tive magnitudes of the above increases in imports may
reflect factors other than the extent of liberalization
undertaken; in particular, the rate of inventory invest-
ment increased very shaiply in the Netherlands and
somewhat less in western Germany, while in the United
Kingdom stecks of imported commodities declined in
1954, in real terms, whereas there had been a sizable
increase in such stocks in the previous year.

It might have been expected that the relaxation of
restrictions against imports of dollar goods by these
three countries would have resulted in a greater diver-
sification of dollar imports. In fact, however, the incre.
ment to imports of dollar goods in 1954 appears to have
been highly concenirated in a relatively few foodstuffs
and raw materials.

Thus all three countries reported substantial increases
in imports of raw cotton, fats and oils, metals {mainly
non-ferrous) and industrial chemicals; on the other
hand, there were decreases in imports of grain for the
year as a whole, despite an upward trend in such im-
ports at the end of the year. In the case of raw cotton,

the decline in available supplies in other producing
areas, as well as price considerations, resulted in a shift-
ing of puichases back to the United States in 1954 and
away from the other countiies which had supplied a
larger share of requirements, partly from accumulated
stocks, in the previous year. Agein, the surplus disposal
programme of the United States Government, previously
noted, probably accounts for the exceptional increase in
shipments of fats and oils. The advance in impots of
metals and industrial chemicals was assoclated with
higher output in the industries consuming these goods
and the building up of inventories, especially in weslern
Germany and the Netherlands. In addition, for the
Netherlands and the United Kingdom, there was a rise
in coal imports as a result of the failure of domestic coal
production to expand in line with industrial demand.

In the case of the United Kingdom, the increase in the
value of impozts of the commeodities listed above ex-
ceeded the over-all rise in the value of imports from the
United States, since other imports, especially grains,
dropped. The share of these commodities in the increase
in Netheilands impeorts, other than grain, was 77 per
cent; excluding coal and grain for western Germany
{since imports of United States coal as well as of grain
declined in 1954} the corresponding percentage was.
87.2

These developments may piobably be attributed to
two causes. In the first place, it seems that the short-term
factors noted above in relation to each commodity group
were of greater influence in affecting the structure of
imports in 1954 than was liberalization, the conse-
quences of which have to be viewed over a longer peried.
Second, it seems probable that the initial aim of liberal-
ization, at any rate in the cases of western Germany and
the United Kingdom and possibly even in the Nether-
lands, was to provide industry with free access to the
most favourable sources of supply, irrespective of cur-
rency area, and, for the time being, to continue to limit
imports which would compete with domestic output.

2 The commodities listed accounted for 29 per cent of the
United Kingdom's imports of goods other than grain from the
United States in 1953, and for 44 per cent of the imports of the
Netherlands; excluding coal as well gs grain, the corresponding
share for western Germany was 51 per cent.
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Chapter 6

INTERNATIONAL TRADE AND PAYMENTS OF PRIMARY
PRODUCING COUNTRIES

Exports

The quantum of exports of primary producing coun-
tries’ has been recovering steadily from the sharp con-
traction of the second hall of 1951, Exports in the first
nine months of 1954 were about 3 per cent higher
than in the same period of 1953, and somewhat above
the peak that had been reached in the first half of
1951, Changes in export prices for various commodi-
ties approximately offset each other so that on the
average export unit values were about the same in 1954
as in 1953 (see chart 6).

The increase in the quantum of exports of primary
producers in 1954 was accounted for mainly by a rise
in exports to western Europe, which more than offset
a decline in exports to the United States. Exports of
primary producers to one another appear not to have
changed much in value, but in view of some reduction
in unit values, probably incrensed to some extent in
guantum. An element in the rise in exporls of several
countiies, both of Latin America and the oversea ster-
ling area, was an increase in demand of eastern Lurope
and the Union of Soviet Socialist Republics, An ab-
normally high Japanese demand for wheal and rice,
resulting {rom its poor harvest in 1953, benefited cer-
tain grain exporters, but imports of some raw materials
were Hmited by a slackening in the rate of increase of
economic aclivily.

Higher exports of 1aw materials, especially of petro-
leum, non-ferrous metals and oil-seeds, were largely
responsible for the rise in the quantum of exports.
TFood exports generally fell, the decline being most
significant in the case of cereals and sugar. Although
higher output contributed significantly to the rise in
exports, the increase was lacilitated in many inslances
by the disposal of surplus stocks in exporting countries.
Fven in the case of jute, exports of which fell, sales
were made {1om stocks since output fell much more
than exports. Inventory liguidation had already been
an imporlant factor in exports in 1953; the supply of
wool for export was, in [act, lower in 1954 because
Argentina and Uruguay dispesed of their surplus stocks
in 1953. Surplus disposal of non-ferrous metals also

! Including countries of Asia {(except Japan and mainland
China), Africa, Latin Anrerice and Oceania; and Canada, Fin-
land, Spain and Yugoslavie.
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began earlier, but it continued to be an important fac-
tor in exports in 1954, For some commodities, however,
notably for the oils and oil-seeds, the process did not
get under way until 1954. Generally, in instances in
which countries attempting to support prices accounted
for a large proportion of world sales, a relatively long
period elapsed before inventory Hquidation was begun.
On the whole, countries in Latin America were able
or willing to finance inventories for a longer period
than those in Asia or the Middle East. Details of trade
in major primary products are discussed below.

The apparent stability in average expoit unit values
in the Aist three quarters of 1954 compared with the
corresponding period of 1953 was the net result of
declines in prices of many primary products, which
were oflset by considerably increased prices of a few
commodities, notably collee, cocoa and tea. The reduc-
tions in prices resulted in past from eflorts to liquidate
surplus stocks. Countries which previeusly had with-
held stocks rather than sell at world prices cut prices
to competitive levels. While the culs in prices often
involved losses in income Lo private expeorters, in many
cases ey were absorbed by governments through such
measures as subsidies, reductions in export taxes or
more favourable exchange rates. Importing countries
generally took the opportunity afforded by price cuts
in raw materials to accumulate substantial inventories,

The small increase in total export receipts of primary
producing countries in the first three quarters of 1954
was the net result of substantial declines in a com-
paratively few countiies, which were more than offset
by small increases over a fairly wide front

Canadian export 1eceipts declined as a result of a
sharp fall in quantities and pirices of wheat exports.
Fn the oversea sterling area, Ausiralian exports of
wheat, wool and meat [ell, causing a sharp reduction
in the country’s total export receipts. Although Pakistan
succeeded in lquidating its accumulated inventories of
cotton and jute, a cut in output led to lower export
receipts despite higher prices. Hong Kong was ad-
versely affected by a decline in exporls to mainland
China, Like those of Singapore, its expo1ls to Indenesia
also fell sharply as the latter country reduced its im-
ports by way of the enlrepdt trade of these British
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colonies. Offsetting these declines in the export earnings
of the oversea sterling area were higher receipts from
the tea exports of Ceylon and India, larger exports of
petroleum from Middle East sterling countries and in-
creased earnings from cofleec and cocoa exports by the
British West African dependencies. Exports of cotton
and jute manufactures from India also increased con-
siderably.

Chart 6. Indices of Current Value, Quantum and
Unit Value® of Exports of Primary Producing
Countries, 1950 to 1954

(1952==100)
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Source: United Nations Department of Economic Affairs;
hased on data supplied by the Statistical Office of the United
Nations.

® Caleulated in United States dollars,

In Latin America export earnings of the dollar coun-
tries rose in the aggregate, as higher receipts from pe-
troleam and coffee exports more than offset lower earn-
ings from sugar exports. The major exports of the
Latin American non-dollar countries, with the possible
exception of meat and wool, were affected in 1954 by
offzetting changes in quantum and average unit values,
Brazil experienced a fall in coffee exports to the United
States when, anticipating a poor crop, it 1aised coffee
prices sharply early in 1954. On the other hand, the
countries of the group disposed of linseed oil, cotton,
wheat and copper by means of substantial piice cuts.

Among other primary producers, Indonesia in
creased jts exports of rubber, tin, tea and copra, and
its receipts rose about 4 per cent. The Philippines ex-
ported substantially larger quantities of sugar and
copra, but earnings rose only moderately owing to
lower export unit values. Thailand, on the other hand,
was adversely affected by reduced exports of rice and
by lower rubber and tin prices. Taiwan experienced a
sharp fall in earnings as a result of reduced sugar
exports. The non-sterling countries in the Middle East
gained from higher petrolenm exports, while 2 smaller
volume of exports reduced earnings from cotton de-
spite higher prices. Among the European primary pro-
ducers, Yugoslavia and Finland significantly increased
their export receipts, the former from grain and the
latter from wood products.

CoMMODITY COMPOSITION OF EXPORTS
Selected foodstuffs

From a peak level of over 28 million tons in 1951/52,
world exports of wheat fell by about 2.5 millien tons
in 1952/53 and again by more than 3 million tons in
1953/54, as grain ontput in importing countries in-
creased. Production in exporting countries, however,
was at record heights in 1952/53 (see table 64), and
despite some decline in output in 1953/54 their stocks
of wheat accumulated at an extraordinary rate; they
doubled during 1952/53 and again rose substantially
in 1953/54. Under the pressure of these mounting
stocks, free market wheat prices in 1953/54 fell sub-
stantially below the maximum levels established by the
International Wheat Agreement in 1953, The decline
in international trade in wheat in 1953/54 was largely
due to the rise in grain production in the major im-
porting countries of both western Europe and Asia.
Italy, the United Kingdom and Yugoeslavia had larger
wheat crops, and India overcame the serious deficiency
in cereals which had previously compelled it to im-
port both rice and wheat on a large scale, Partially
offsetting the increase in Indian output, however, were
the smaller harvests of both grains in Japan and of
wheat in Pakistan. An additional {actor contributing
to the decline in wheat trade was the shift in some
importing countries from inventory accumulation in
1952/53 to inventory liquidation in 1953/54, under-
taken partly in expectation of further reductions in
wheat prices. The Government of the United Kingdom
had accamulated stocks in 1852/53 before the transfer
of wheat trade to private channels in 1953/54.

While total wheat exports fell, several countries,
notably Argenting, France, Sweden and Tuikey, suc-
ceeded in increasing their sales. The European export-
ing countries all had substantially better crops in
1953/54 and were able o replace a part of oversea
exports to Eurepe. The rise in Argentine exports rep-
resented a recovery from the abnormally low levels to
which they had fallen in the preceding two years, as
a result of the 1951/52 crop failure and delay in ship-
ping the increased crop available in 1952/53. The
greater part of Argentine exports in 1953/54 went to
Brazil, western Germany and Japan under trade agree-
ments, With exports of these four countries rising in
1953/54 while total imports were declining, the result
was a very sharp {all in exports of three major sup-
pliers—the United States, Canada and Australia. United
States exports fell both in 1952/53 and 1953/54, the
level in the latter year being over 30 per cent below
the record level of nearly 13 million tons in 1951/52,
Australia and Canada, after having increased their ex-
ports in 1952/63. when United States sales were al-
ready falling, experienced a reduction of over one-

fourth in 1953/54.

In the latter half of 1954, wheat prices continued
lower. Despite very sizable reduction in the 1954/55
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Table 64. Indices of Production and Volume of Exports of Selected Foodstuffs from
Major Exporting Countries, 1953 and 1954

{1952 = 100}
Production Exporty
Commodity and counlry e
1353 1954 1952 1954

W heat:

Argentima. .. .. ... .............. 363 295 3,694 4,462

Australia . .. ... e .. 122 124 121 91

Canada. . ... .. . 124 111 87 65

United States. .. ... ... . . c.ouoa .. 132 119 66 55
Rice:

Burma.. ... . .. ... 105 100 Yiti 115

Indochina ... 161 98 86 162

Thatland . 90 112 95 70

United States . 105 115 88 70
Meat:

Argentina 103 109 114 135

Australia . e 112 115 133 115

New Zealand . . . . 106 97 85 90

Uroguay . ... ... 97 o7 111
Sugar:

Australia 127 169 302 270

China: Taiwan . . 164 119 160 113

Cuba.. . . .. ... ... 71 68 110 B3

Philippines .. ... . .. .. 106 127 99 108
Coffee:

Brazil ‘ 104 103 98 69

Colomhia.. .. ... ... 95 103 132 115

French West Africa. . 95 133 19 132

Mexico . S 124 112 146 131
Cocoa:

Brazil ... .. . .. 91 115 182 202

French West Africa 136 121 149 117

Gold Coast 117 100 112 101

Nigeria. . 101 90 o1 86
Teaq:

Ceylon 108 116 107 114

India 99 104 121 109

Indonesia 98 125 9l 126

Pakistan 105 106 106 g3

Source: United Nations Buresu of Economic
Affairs, based on data {rom publications of the Food
and Agriculture Organization of the United Nations
and from national and commodity publications.

» Production indices refale to crop years ending
in the years stated at head of column (1951/562=

harvests in such major exporting countries as Canada
and the United States, and also in Turkey, the carry-
over from previous crops still left available supplies
very much above current requirements. In western
Furope import requirements increased owing to uneven
harvests; in some countries the average quality of wheat
was also low. However, the decline in Asian wheat de.
mand has continued, and despite substantial price cuts
in mid-1954, the gquantity of wheat exported in the
second half of 1954 by the major exporters was well
below that of the corresponding period of 1953.

Total exporls of rice, like those of wheal, declined
in 1953 and probably fell somewhat further in 1954.

100) oxcept for meat and tey, for which data are on
calendar year basis (1952 =100). AH export indices
are oft cnf;mdnr year basis {1952 = 100). Indices for
1954 relating to meat production and to exports of
all commodities are preliminary, and are often
based on less than twelve months’ data.

The 1953 decline was due to higher oulput in import-
ing countries. Import demand continued to fall in a
number of countries in 1954, but the poor harvest of
1953 in Japan necessitated a considerable increase in
imperts in 1954, especially in the first half of the
year. In addition, there was a special purchase by India
for additien to stocks. The generally higher level of
output in imporling countries has been due to favour-
able weather conditions and to government assistance
in expansion of rice cultivation. It has permitted the
abolition of rationing in India, Malaya and Hong Kong
during the period under review, India, which earlier
had been a leading importer of rice, was able during
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1953 to reduce both rice and wheat imports substan-
tially, and in 1954 it abolished its controls over food
grains, Burma’s early adjustment of prices to the new
supply-demand situation facilitated a substantially en-
larged volume of rice exports during 1954, both to
Yapan and to India. The increased exports to the latter
country were under an agreement covering the ship-
ment of 900,000 tons at prices one-Afth below the 1953
level. Thailand’s exports of rice, however, fell by more
than one-quarter in 1954.

Sugar has been a surplus commodity since 1951/52,
when Cuba had 2 record crop. In an attempt to main-
tain export prices, Cuba limited production and with.
drew about 1.7 million tons into 2 reserve to be dis-
posed of over a period of several years. Since sugar
output was expanding in other parts of the world under
the stimulus of price guarantees contained in various
agreements, and the pressure to curtail imports from
the dollar area, the successive cuts in Cuban produc-
tion have not solved the problem. Free market prices
for sugar have continued to fall. Until 1954 the rise
in world production was accompanied by a higher vol-
ume of world exports, albeit only at generally lower
export prices. In 1953 the increase in exports to Europe
not only raised consumption but also helped to build
up inventories; this was especially important in the
United Kingdom, where the agreement to purchase a
million tons from Cuba at reduced prices facilitated
the derationing of sugar in September 1953. Since
stocks were higher, the larger European sugar crop of
1953/54 led to a significant reduction in import needs.
With free market sugar prices continuing at a depressed
level, the signatories to the International Sugar Agree-
ment decided to effect the maximum cut of 20 per cent
in basic export tonnage allocations. Cuba’s exports of
raw sugar lell over one million tons during 1954, Ex-
ports of sugar from Taiwan, which had increased by
some 90 per cent from 1952 to 1953, fell sharply in
1954, but remained above the 1952 level. Philippine
exports rose, however, owing to its special agreement
with the United States.

Exports of meat, unlike those of cereals and sugar,
continued high in both 1953 and 1954. In 1953 when
the four major exporters (sce table 64} increased the
guantity of their meat exports by 5 per cent, imports
of the United Kingdom rese substantially for both con-
sumption and inventories. In 1954 its imports declined,
though consumption continued to rise owing to higher
preduction and to drawing down of stocks. This de-
cline was associated with a fall in exports from
Austialia; however, exports of Argentina and Uruguay
rose as a result of the entiy of the Soviet Union into
their markets for livestock produects in 1954. Close to
one-fifth of Argentina’s meat exports, by value, was
taken by the Soviet Union in the first half of the year.

The shaip 1ise in coffee prices from mid-1953 to
mid-1954, which occurred despite a slight increase in

production in this period, was one of the most striking
developments in the export markets of primary pro-
ducers. One element in this price rise was increased de-
mand for coffee in Europe, as reflected especially in the
imports of western Germany. A more important factor,
however, was the widespread belief that frost in Brazil
in 1953 would greatly curtail output and exports of
coflee. Actually, there was only a small decline in
Brazilian output in 1953/54, and the decrease was
offset by higher production in Africa and elsewhere. In
the meantime, however, expectation of shortages and
of rising prices encouraged heavy buying at the end
of 1953 and early in 1954. United States imports
dropped in the second half of 1954, but exporters
in some countries delayed reductions in prices. While
the volume of exports of other countries generally
increased, exports of Brazil fell by close to 30 per cent.
In August 1954, Brazil, concerned with the decline in
its foreign exchange proceeds, modified its regulations
by granting a more favourable exchange 1ate on coffee
exports for dollars.® A noteworthy feature of trade in
coftee in the past few years has been the shift of United
States imports from Brazil to other sources of supply;
whereas United States impoiters obtained nearly one-
haif of their coffee requirements from Brazil in 1952,
in 1954 they bought close to two-thirds elsewhere. This
has been a major element in the balance of payments
difficulties experienced by Brazil during the period.
Prices continued weak as the 1954/55 crop began com-
ing to market; at the beginning of 1955, prices were on
a level with those of early 1954, It is estimated that the
1954,/55 crop will be virtually as large as in 1953/54,
with increases in other Latin American countries and
Africa offsetting a decline of over 5 per cent in Brazilian
output.

Tea exporting countries in south-eastern Asiz bene-
fited from a sharp 1ise in tea prices in 1954, Unlike
coffee prices, those for tea continued advancing through-
out the year, and Lhe rise was so large as to lead India
and Ceylon once more to increase their export duties
on this commodity. The increases in price from the low
levels of 1952 stemmed from the failure of output to
keep pace with rising demand during 1953 and 1954.
Floods in India in the late summer of 1954 delayed the
distribution of the new crop. The continued rise in
consumption in the United Kingdom, which was a major
element in the higher level of import demand, was
associaled with the derationing of tea. Imports, how-
ever, also appear to have risen in the other principal
consuming countries.

Developments in cocoa were 1ather similar to those
in coftee. Increased consumption and low inventories,
together with a slight declire in output, led to a 1ise

* At first, exporters were permitted to exchange 20 per cent
of their dollar proceeds at the free market rate, which was con-
siderably higher than the official rate. Subsequently, there was
a return to the fixed bonus method used in 1953, but the bonus
was increased.
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in prices of over 50 per cent between Seplember 1953
and August 1954, The decline in production was largely
accounted for by an exceptionally poor crop in the
Gold Coast — the major exporting country. While
Nigeria also had a smaller crop, production in Brazil
increased. United States imports dropped as a result
of higher prices, and in the latter part of 1954 prices
began to {all from the previous peak. Contributing to
this decline were the increased crops available in Brazil
and the introduction of exchange incentives for exports

of cocoa; in the second half of 1954 the quantum of
Brazilian cocoa exporls rose close to one-third above
that of the corresponding period of 1953,

Selected raw materials

Cotton and wool exports moved in opposite directions
in 1954; whereas the volume of wool exports fell, cot-
ton exports rose significantly. The rise in demand for
cofton was associated mainly with the increased cotton
textile production in western Furope. The demand for

Table 65. Indices of Production and Volume of Exports of Selected Raw Materials
from Major Experting Countries," 1953 and 1954

(1952 = 100}
Production Ezporte
Commadily and couniry
1953 1854 1853 1954

Wool:

Argentina. . .. .. 97 95 149 92

Australia. . .. . ... ... ... .. .. 119 115 104 93

Union of South Africa.......... . . .. .. 108 111 95 101

Urogoay. ... ... ... ... ... ... 101 108 174 116
Cotton:

Brazil . ... ... 82 73 496 1,101

Foypt ... ... ... ... ... .. 1238 88 128 167

Pakistan . . .... ... .. 117 91 115 58

United States 100 108 69 102
Jute:

Pakistan 108 40 117 106
Rubber:

Afriea ... . 105 114 105 114

Ceylont ... .. e 102 97 108 101

Indonesia® ... ... ... P * 7 59 90 93

Malaya®. ... ... ... o 0., 9B 100 100 100
Oils and oil-seeds:

Argentina (Jinseed) . ........ ... ..., 186 131 334 698

Nigeria {ground-nuts) . ... ... .. ... ... 103 104 126 166

Philippines {copra) .. . ....... ..., ..., 9] 100 20 117

United States (total) .. ... .. ..., ... . 105 114 67 237
Copper:

geigianCongo.‘..,“.a . 104 109 102 110

Chile ......  ...... ... ............. B8 88 83 91

Northern Bhodesta.. ... ... .......... 116 122 105 113

United States ... ... ... .. ... ........ 100 90 63 124
Tine:

Belgian Congo ... ... ... ... . .. .. 111 93 120 94

Bolivia... ... ...... ... ... .. ........ 109 a0 109 S0

Imdonesia . ... .. ... .. ... .. ... . ...... 91 102 95 g8

Malaya. ... ... oo e 90 107 06 110
Crude petroleum:

T £:1 162 156 170

Kuwait ... .. . . oo i 115 127 115 127

Saudi Arabia. . ...... . ... ... ......... 102 115 98 112

Venezuela .. .. ... . .. . . ieeann 98 105 92 99

Seurce: United Nations Bureau of Eeonomice 1954 are preliminary; export indices for oils and
Affairs. oil-seeds, copper and crude petroleum are often

s Production indices for wool, colton, and eils
and oil-seeds relate to crop years ending in the
years stated at head of column (1951 /52 =100). All
other production indices and all export indices
relate 10 calendar years (1952=100). Indices for

based on less than twelve monthy’ data.
b Net exporta.

¢ Production relates to concentrates; exports to
eoncentrates and metal.
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wool, on the other hand, declined not only in the United
States, where wool consumption fell sharply, but also
in western Europe. There the declinre was due both to
the failure of woollen textile output to maintain the
rate of advance of the previous year, and to lower
investment in private and governmental inventories of
wool, notably in the United Kingdom.

The decline in demand for wool in 1954 led to only
a moderate change in prices because supplies were also
smaller. Current production was at approximately the
same level in 1953/54 as in the previous year, but
exportable supplies had been supplemented in 1952/53
through the liquidation of substantial inventories built
up earlier in Lalin America, at a time when exporters
had withdrawn from the market rather than reduce
prices to competitive levels. Particularly sharp declines
in expoxts — of over one-thitd from the 1953 level —
occurred in Axgentina and Uruguay {see table 65);
some efforts were made to maintain prices in 1954,
and an increase in inventories resulted. In the sterling
area countries, whete wool is sold at free auction, the
{21l in the volume of wool exports in 1954 was rela-
tively small. Prices of sterling area wool, however,
fell significantly in the second half of 1954. A drop in
exports to the United States, the United Kingdom and
Japan in 1953/54 was partly balanced by higher ship-
ments to eastern Lurope and the Soviet Union; the
latter areas accounted for about 8 per cent of Australia’s
wool exports in this period. Part of the fall in Austra-
lian exports in the latter part of 1954 was due to dock
strikes.

World cotton consumption appears to have attained
a post-war peak in 1954, and on halance the rate of
inventory liquidation declined in importing countries.
The resulting increase in import 1equirtements was met
by a considerable expansion of exports from Brazil and
the United States. Brazil’s exports more than doubled
in 1954 while those of the United States were nearly
S0 per cent grealer than in 1953, The United States
experienced a very sharp decline in exports in 1953,
when other exporters, primarily Egypt and Pakistan,
succeeded in increasing their exports by various meas-
ures, including price concessions and baiter transac-
tions. Although Brazil’s exports in 1953 rose to nearly
five times the 1952 level, its unsold stocks of cotton
were still high compared with earlier years, owing to
the fact that its cotton had been withdiawn from the
matket in 1952 hecause of reduced world prices. After
restricting output in 1953/54, Brazil appears to have
been able to dispose of a large part of these stocks in
1954 by reducing the dollar price of its cotton and by
negotiation of various agreements. The increase in
United States exports in 1954 was greatly facilitated
by various government measures, including grants bene-
fiting, among others, France, western Germany and
Italy: loans to Japan guaranteed by the Export-Import
Bank of Washington; and acceptance of payment in

local currencies. Despite rising exports, however, stocks
continued to increase in the United States, since the
1953/54 crop had been of record proportions, owing
to a very high yield. On the other hand, the exports of
Egypt and, particularly, Pakistan, fell considerably in
1954 ; output in these countries had been cut back in
1953/54 owing either to lower prices or to government
acreage restrictions.

The volume of jute exports fell nearly 10 per cent
in 1954, but there was a rise in jute prices. The fall in
demand for jute appeared to be due partly to changes
in inventory accumulation in importing countries, but
demand in 1953 had also been inflated by abnormal
requirements for flood control in western Lurope. Inm-
ports of western Europe had risen by about 40 per cent
in 1953 but they fell by nearly 20 per cent in the first
nine menths of 1954. Another part of the fall in ex-
ports represented the continuation of the trend in recent
years of declining deliveries to India. Despite the drop
in demand in 1954, prices rose because Pakistan had
imposed rigid curbs on jute production in 1953/54
as 2 result of the growing accumulation of stocks as
well as the need to increase acreage for food crops, of
which there was a serious deficit. The actual reduction
in acreage was even greater than planned, owing to the
favourable ratio of rice prices to jute prices. The out-
put of jute in 1953/54 fell by over 60 per cent, and
Pakistan was thus able to dispose of the greater part
of the jute surplus.

The export volume and the price of rubber recovered
in 1954 from the downward trend which had been char-
acteristic of the three preceding years. Of importance
in the earlier fall in prices had been the tapering off
in purchases for the United States strategic stockpile.
As the price of natural rubber became increasingly
more favourable, consumption of natural rubber in the
United States rose in relation to synthetic rubber, the
price of which remained fixed.® By early 1954, cutbacks
in world production and increasing consumption had
resulted in some stabilization of natural rubber prices.
In other countries, which account for two-thirds of
natural rubber consumption, the upward trend in use
continued throughout 1954. Rising prices had a marked
effect on production. Whereas rubber production de-
clined about 4 per cent in 1953 and fell further in the
first half of 1954, in the second half of the year it was
expanded by one-fifth in relation to the preceding half-
year. The expansion in 1ubber exports was concen-
trated in Indonesia and Thailand; Malayan net exports
remained virtually stationary. Well over one-half of
Ceylon’s rubber exports continued lo be exported to
mainfand China under the terms of a five-year general
trade agreement signed late in 1952; prices under this
agrecment have been fixed on an annual basis.

T This relative shift in consumption in favour of natural rubber
ceased, however, in the latter part of 1954, after its price began
to rise,
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Trade in vegetable oils and oil-seeds expanded mate-
rially in 1954, as a result of generally rising incomes
and industrial production in Europe and of a tendency
in some importing countries to veplenish inventories at
attractive prices. A poliey of liquidation of surplus
stocks in exporting countries has provided part of the
increased supplies. United States exports of all vege-
table oils and oil-seeds were three to four times as great
in 1954; Argentina doubled its linseed exports, and by
the end of the year its stocks were for the most part
liquidated. With respect to several oil producing crops,
increased supplies for export also became available
as a result of gains in production. Exports of ground-
nuts and palm kernels from Africa increased in 1954,
as a result of higher output and improved handling
facilities, There were also substantial increases in ex-
ports of copra from the Far East, primarily from the
Philippines where output recovered from the low level
to which typhoons and disease had reduced the ¢rop in
1952/53.

The volume of international trade in non-ferrous
metals increased in the first nine months of 1954 as
compared with the same period of 1953, a reduction
in import demand in the United States being offset by
higher demand elsewhere, notably in western Lurope.
Average prices of the metals had declined sharply in
1953 owing to the rise in world output accompanied
by a fall in west European demand. This decline in
prices, coupled with a surge in output of western
Europe’s engineering industries, prompted western
European countries to raise their purchases consider-
ably, both for current consumption and for stocks. In-
creases in the volume of imports of western Lurope
from the first nine months of 1953 to the corresponding
period of 1954 ranged from about 10 per cent in
aluminium and tin to about 35 to 40 per cent in copper,
lead and zine. These increases outweighed declines in
United States import volume of 13 per cent in copper,
18 per cent in tin and as much as 40 per cent in zinc.

The volume of United States imports of copper from
Chile {ell despite an agreement early in 1954 for the
transfer of some 100,000 short tons of Chilean copper
to the United States stockpile. Northern Rhodesia ex-
perienced an even sharper reduction in earnings {xom
exports to the United States at this time. This was, how-
ever, a fall from an exceptionally high level since its
exports to the United States had risen close to 150 per
cent in 1953 when Chilean prices in sales to the United
States had been above world market levels. However,
both of these countries, together with all other leading
exporters, increased their exports to western Europe,
the major importer of copper.

Towards the end of 1954 and early in 1955, United
Kingdom copper prices rose sharply. While western
Furope’s demand remained high, demand in the United

States recovered with the upturn in manufacturing.
Meanwhile, world output of copper was virtually un-
changed from 1953 to 1954, partly owing to strikes,
and stecks in exporting countries had been greatly
reduced. United Kingdom prices in the last quarter of
1954 rose to a level 17 per cent above that of the cor-
responding quarter of 1953. In contrast, tin prices fell
off somewhat towards the end of 1954, after an upward
movement earlier in the year.

The demand for petroleum products has been rising
steadily in relation to industrial production and income.
Despite the lower level of United States economic activ-
ity, its consumption of petroleum producets increased
in 1954 by 2 per cent. In western Europe the use of
petroleum continued to rise at a more rapid pace, and
in the first half of 1954 consumption was more than
one-fifth above the 1952 level. The increase in this
area, which is of greater relevance to the export earn-
ings of overses suppliers, primarily those in the Middle
East, resulted from increased industrial activity, con-
tinuing substitution of petroleum for other forms of
energy and steadily growing gaseline consumption.
With the expanding capacity of domestic refineries in
western Europe, there have been further increases in
imports of crude oil. Apart from the effects of an ap-
ward revision of prices in mid-1953, exporters in the
Middle East had benefited from an increase of 17 per
cent in their shipments of crude petrolenm in 1933,
and further sizable gains were 1ecorded in 1954, The
rapid rise in 1953 had heen largely the result of in-
creased exports from Iraqg, facilitated by newly com-
pleted pipelires. Kuwait, which in 1952 had substan-
tially increased its shipments to help make good the
reduction in exports of Iran, further increased its ex-
ports in 1953, by 15 per cent, and again in 1954,* by
about 10 per cent. In Saudi Arabia, where exports had
remained unchanged in 1953, they rose about one-
seventh in 1954.* At the end of the year, exports of
refined produets from Iran were being resumed as a
result of an agreement between Iran and an interna-
tional consortium of producers.

The other major producing area, Latin America, has
felt the influence of the declining rate of increase in
United States consumption of petroleum produets which
has characterized the past few years. Its output of crude
petroleum in 1954 was only about 5 per cent above the
1952 level. Venezuela's export earnings, however, rose
by close to one-sixth in 1954, owing to higher ship-
ments of petroleum products and to the eflect upon
1954 eninings of the increase in prices in mid-1953.
Export receipts of the Netherlands Antilles also re-
sumed their upward trend in 1954, following the first
post-war decline in earnings in 1953.

* Based on data for cleven months, at an annual rate.
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Imports

The quantum of imports of primary producers re-
covered shaiply in the second half of 1953, and con-
tinued to rise in 1954, after having fallen considerably
in 1952/53 (see chart 7). In the Rist nine months of
1954 the quantum was about 5 per cent above the level
of the same period of 1953, and there appears to have
been a further inciease in the last quarter of the year.
The rise in imporis was made possible principally by an
increase in exports of primary producing countries;
though export proceeds were only little higher than in
1953, the increase in purchasing power in relation to
imports was enhanced by the decline in import unit
values, Since the terms of trade of primary producing
countries changed relatively little from 1953 1o 1954,
the increase in the real value of export proceeds in
texms of imports was of the same order as the rise in
quantum of expotts. Contributing to higher imports
in some countries was a larger inflow of capital, par-
ticularly in the form of increased shoit-term accommo-
dations, and more liberal medium-term credit facili-
ties granted by industrial countries for financing instal-
lations of capital goods.

Chart 7. Indices of Current Value, Quantum and
Unit Value® of Imports of Primary Producing
Countries, 1950 to 1954
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The decline in import unit values of primary pro-
ducing countiies, which had begun in mid-1952, con-
tinued through 1953 and 1954 but the rate was very
much reduced in the latter year. During the first nine
months of 1954 the level of import unit values was on
the average about 3 per cent lower than in the corre-
sponding period of 1953, but the decline had already
taken place by the end of 1953, In general, the lower
unit values reflected moderate declines in prices of in-
dustrial commodities coupled with a greater drop in
grain prices.

Although the rise in quantum of imports in 1954
was very widely shared, there were striking differences,
not only in magnitude but also in timing of the upturn;
whereas the increase was still gathering momentum
in the second half of 1954 in many countries, in others
imports were already seriously curtailed. These dif.
ferences were only partly correlated with current devel-
opments in export earnings; to a considerable extent
they reflected varying time lags in the adjustment of
imports to export earnings. These depended both on the
commodity composition of imports and on the import
policies of individual countries. In general, changes in
imports of essential foods depended more on domestic
supplies than on the course of export earnings. Changes
in imports of industrial consumer goods were signifi-
cantly affected by import controls in many countries;
the alternate tightening and relaxation of such contiols
frequently produced a delayed, but considerably mag-
nified, response of consumer goods imports to export
earnings, Imports of capital goods, however, could be
adjusted less rapidly to changes in export earnings,
owing to the relatively long planning and production
periods that are generally required for investment
projects.

Canadian imports followed a pattern different from
that of the primary producing countries as a group.
Its imports had risen almost continuously until late in
1953, as a result of the rapid rate of growth of its
economy and the high rate of United States direet
investment in Canada, In 1953/54, however, when im-
ports of other primary producers were rising, its im-
ports declined in quantum owing to a 1ecession in in-
come and production. With the upturn at the end of
1954, imports began to rise once again. The rise in the
quantum of imports of primary producers, excluding
Canada, in the first three quarters of 1954 compared
with the same period of 1953, was about 8 per cent.
The increase appears to have been maintained in the
fourth quarter, despite the sharp downturn which oc-
curred in a number of major importing countries.

A large part of the rise in imports of oversea sterling
area countries in 1954 was accounted for by Australia.
That country had liberalized import quotas emily in
16953, primarily to replenish stocks of consumer goods
and materials required in the construction and manu-
facturing industries, It funher relaxed its import re-
strictions in the second half of 1953 and early in 1954,
concurrent with a rise in real income and a sizable
expansion in consumer expenditure and fixed invest-
ment. By the second half of 1954, however, Australia
was again confronted by a sharp contraction in foreign
exchange reserves owing to the rapidity of its import
expansion and a fall in its export receipts; in the third
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quarter of 1954 tighter import quotas were reimposed,
which began to affect imports in the last quarter of the
year, and further restrictions were added early in 1955
For the year as a whole, Australian imports were up
29 per cent in dollar value,

Imports rose more moderately in the rest of the over-
sea sterling area. The increase reflected the rise in ex-
ports of the area and the relaxation of import restric.
tions in several of the independent countries, The Union
of South Africa relaxed import quotas in the latter part
of 1953 and early in 1954, and New Zealand liberalized
its controls in the first half of 1954. India’s imports had
declined in the first half of 1954, owing to reduced im-
ports of food grains and cotton, made possible by larger
domestic supplies. A special purchase of rice for inven-
tories in the fourth quarter of 1954, under an agreement
with Burma, raised the volume of Indian imports {or the
year as a whole above the level for 1953, The reduced
need for wheat imports from dollar area countries led
to a relaxation of restrictions on dollar imports in 1954
and again early in 1955. Significant exceptions to the
rise in imports of the oversea sterling area countries
were the declines in Ceylon and Pakistan, largely as a
result of lower food imports. In the second half of 1954
and early in 1955, Pakistan announced some relaxation
of controls on imports of industrial consumer goods, and
imports began to rise. Imports in the sterling area de-
pendencies generally continued to rise, except in Hong
Kong, where there were declines both in imports of food
for home consumption and in entrepdt trade with main-
land China and Indenesia.

The quantum of Latin American imporls increased
more than 10 per cent in the first three quarters of 1954,
compared with the corresponding period of 1953. By
mid-1954, however, many of the countries attempted to
curb imports by restricling credit or by tightening im-
port and exchange contrels. Although imports rose
somewhat more in the non-dollar than in the dollar
countries as a group, individual countries showed con-
siderable diversity in import policies and in the pattern
of imports. Among the non-dollar countries, Peru had
already reduced imports in the first half of 1954, fol.
lowing depreciation of the exchange rate and a marked
decline in foreign exchange reserves. Restriction of
credit to the privale sector in the first half of 1954
was supplemented by a reduction in public expenditure
for development projects; in addition a drop in United
States direct investment curtailed imporis of capital
goods. In the second hall of 1954, the decline in ex-
change 1eserves appeared to have been checked.

Argentine imporis rose in 1953/54 concurrent with
the recovery in export earnings and the relaxation of
some of the restrictive policies relating to credit and
public expenditure which had been adopted in the pre-
vious year. In the second half of 1954, however, efforts
were again made to reduce imports as export earnings
fell, reflecting both lower prices and the fact that earn-

ings had earlier been augmented by the liquidation of
exportable surpluses. The improvement in export earn-
ings in Brazil permitted a rapid expansion in imports in
1953/54 from earlier low levels. However, the alloca-
tion of exchange through sales at auction in amounis
which proved to be excessive in relation to actual export
earnings led, in 1954, to 2 fall in loreign exchange re-
serves, and Brazil then sought new foreign credits.
After mid-1954 foreign cxchange offered for auction
was sharply reduced, and credit restrictions were
tightened.

The expansion in imports of the dollar countries in
1954 rellected a substantial increase in Colombia and
more moderate increases in Venezuela and the Cenlral
American couniries. Colombia cut its imports early in
1955, however, as a result of a drop in export receipts,
partly by means of outright prokibition of certain im-
ports and partly by higher import duties. In contrast to
these countries, Cuba and Mexico had lower imports in
1954. Mexico, following a deterioration in its foreign
exchange reserves early in 1954, devalued the peso. The
substantial decline in Mexican imports in the second
half of the year resulted not only from devaluation but
also from an improved harvest,

The dependencies of continental OEEC countries
inereased their imports in 1954 as their export earnings
rose and their imports of capita] were maintained. The
changes in imports of the other primary producing
countries were quite heterogeneous. In the Far East,
Taiwan and the Philippines increased their imports, the
latter as a result of the rise in exports. Indonesia, how-
ever, had a lower velume of imports, as a result both of
lower import requirements for food, and of a curtail-
ment of textile exports by Japan to Indonesia. In the
Middle Fast, Egypt’s imports were reduced in 1954, but
they began to move sharply upwards in the second half
of the year. As a result of the improvement in its foreign
exchange position and a further release of blocked ster-
ling, Egypt lifted all special restrictions on its imports
from the sterling area in July 1954, In Finland, the
recovery of output, largely in response o increased
external demand for wood and wood products (espe-
cially pulp), contributed in 1954 to a considerable ex-
pansion in incomes and in imports.

CoMMODITY COMPOSITION OF IMPORTS

The expansion in the imports of primary producing
countries in 1954 was accompanied by some shifts in
the relative importance of various commodities. There
was a sharp decline in grain imports, offset only in part
by higher imports of other foodstuffs. The rise in im-
ports was, therefore, concentrated in non-food items.
There was a moderate inciease in imports of capital
equipment, especially in categories of goods required
for public investment prejects. The share of industrial
consumer goods in non-food imports rose somewhat in
the first half of 1954 and then declined in the second
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half. This probably reflects the fact that import and
exchange controls are used in many primary producing
countries to ensure maximum availability of foreign
exchange resources for imports of raw materials and
capital equipment. Thus, import fluctuations become
concentrated in consumer items, for which heavy pent-
up demand tends to result from the enforcement of
restrictions and to be dissipated subsequently as restric-
tions are relaxed. In the present instance, the easing of
import restrictions by many primary producing coun-
tries during 1953 led to a rebuilding of inventories of
industrial consumer goods in the latter months of that
year and during the first half of 1954. By the second
half of 1954, demand for these goods had slackened, but
in some cases the reappearance of balance of payments
difficulties necessitated a renewed tightening of import
controls. However, restrictions on imports of consumer
goods do not appear to have been relaxed in 1953 in
Latin America to the same degree as in other primary
producing countries, so that imports of capital goods
probably rase more than imports of consumer goods
from 1953 to 1954. In several other countries, more-
over, restrictions were not relaxed until about the mid-
dle of 1954, and their effect on imports became visible
only towards the end of the year.

The fall in grain imports was largely due to favour-
able harvests in 1953 /54 in several importing countries,
notably India and Indonesia, and to the recovery of
production in certain other countries, for example Paki-
stan and Yugoslavia, which had resorted to food im-
ports because of poor crops in earlier periods. Only
in Spain did a poor harvest in 1953 necessitate higher
imports of grain in the first nine months of 1954, as
shown in table 66. While wheat imports by India vir-
tually ceased in 1954, there was a large increase in rice
imports (see table 67), particularly in the second half
of the year, following an agreement with Burma for
bulk purchases for inventory at reduced prices. In Egypt
and Pakistan the decline in imports was in part made
possible by a shift in acreage from the production of
textile fibres, prices of which had dropped considerably,
to prain.

The increase in imports of textiles by primary pro-
ducing countries from the first half of 1953 to the first
half of 1954 was much greater than the rise in total im-
ports. Canadian imports dropped on account of the re-
cession in that country, and Latin American imports rose
little since restrictions on textile imports were not re-
laxed appreciably. In other primary producing coun-

Table 66. Imports of Wheat and Wheat Flour by Primary Producing Countries,
1951 to 1954

(Thousends of metric tons)

1951 1952 4953 1953 19548
Avrea and counlry Full year Full year Fuil year Nine months  Nine montha
ALL PRIMARY PRODUCING COUNTRIES 10,440 10,062 10,068 8,183 5,019
Selected Latin American countries: )
Brazil ... ... . ... 1,304 1,239 1,315 1,047 731
Cuba. .. ... ... . .. ... 215 213 192 151 143
Mexieoe ... ... ... ... 382 474 244 188 71
Pera ... .. ... o 204 252 264 189 157
Venezuela . .. ... ... .. .. .... 177 169 190 133 153
Selected oversen sterling arca countries;
British West Indies . . . . .. .. 191 230 182 138 158
Ceylon............ .. ... ... 311 216 368 201 196
HopgKong .. ... ... . ... 59 66 50 37 46
India. .. .... .. ... ... 3,322 2,251 1,578 1,573 137
Malaya and Singapore ... ... 226 192 199 143 147
New Zealand. .. ... .. ... ... 157 241 200 159 155
Pakistan... ... ....... ... ... —_ 193 1,132 854 37
Union of South Africa. .. ... .. .. 154 215 250 250 117
Other countries:
Eoypt ... ... . 872 745 471 433 43
Fimband .. ....... . ... . . .. 38 42 — — 4
Trench Afeica. . . . ... .. .. 219 208 21 17 5
Indonesia....... ....... ... .. 188 198 180 131 112
Korea, southern . . ...... .. ... 34 89 166 164 103
Lebanon and Syria .. .. ... .. . 225 142 165 104 21
Philippines. .. ... . ... .. 246 262 247 184 188
Spain. ... .. 164 73 378 278 41
vgoslavia ... ... . ... 107 399 551 551 509

Sourcer United Nuations Food and Agriculture
Organization, Monthiy Bulletin of Agricultural Eco-
nomics and Statistics {Rome}. Data from export

statistics of four major wheat exporters: Argentina,
Australin, Canada and the United States.
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Table 67. Imports of Rice by Primary Producing Countries, 1951 to 1954

(Thousands of metrie tons)

1854 1952 1853 1953 1554
Counlry Full year Full year Full year Nine months  Nine months

All primary producers .. .. ........... 3,666 3,356 2,699 2,181 1,583
Ceylon.. ... . . ... ... . 413 3568 410 311 197
Hong Kong . ... C e 209 208 304 281 87
India. . .. .. .. ... . ... 783 704 221 209 343
Indonesia. . ... .. .. . .. .. ... 500 630 330 266 216
Korea, southern .. . .. ... ... 116 158 250 227 41
Malaya and Singapore. . ... . . .  95ll 528 538 452 i%4
Philippines. . .. .. .. .. ... ... .. 111 63 — —_ 1

Souree: United Nations Food and Agriculture Organization, Monthly Bulletin of dgricultural Economics end

Statistics {(Rome).

tries as a whole, however, the value of imports of textiles
rose 15 per cent or more in the first half of 1954. The re-
laxation of import restrictions by Australia and New
Zealand accounted for most of the increase in imports of
textiles from western Europe. Elsewhere, the additional
textile imports were mainly from India and Japan,
which shipped substantially larger quantities of cotton
textiles not only to Australia but to other oversea ster-
ling area countries. This development was made pos-
sible in the case of Japan by the Lifting of restrictions
on Japanese imports. Australia, Indonesia and Pakistan

Table 68. Exports of Cotton Piece-Goods from Major

Exporting Countries to Primary Producing
Countries, 1953 and 1954

(Thousands of metric tons)

1553 1953 1954

Aren Full year First half  First half
Independent sterling area ... 720 310 514
Australia . L 17.7 5.6 13.5
Pakistans. ... .... S 0.6 0.3 7.9
Union of South Africn 183 93 110
United Kingdom dependencies . 763 368 40.3
Gold Coast .. . o 13.1 33 3.1
Malaya. . .. 12.9 6.8 45
Nigeria .. ... .. 16.6 81 7.6
Latin America . 19.5 10.0 03
French dependencies . 391 190 17.1
Indonesia . e 43.5 15.8 24 .4
Other countries® . i N 38.2 457
Torar 3277 1508 189.2

Source; United Nations Burean of Economic Affairs, based on
national trade statistics of the [ollowing exporting eountries:
France, western Germany, India, ftaly, Tapan, Netherlands,
United Kingdom and United States

» Excluding land trade with India,

¥ Excluding Canada.

together took GO per cent of the entire increase in cot-
ton textile shipmenis by the eight major exposting
countries® from the first half of 1953 to the first half
of 1054, though these three countries had accounted
for little more than 11 per cent of the total of such

® France, western Germany, India, Italy, Netherlands, Japan,
the United Kingdom and the United States.

exports in the earlier period (see table 68). At the
same time, trade in 1ayon and synthetic fabrics con-
tinued the strong upward trend notable since the end
of the Second Woild War, and there were appreciable
increases in imports of these goods in southern and
south-eastern Asia, in particular, as well as in the
African dependencies,

Among imports of other consumer goods, particu-
larly large increases in shipments of passenger vehicles
were recorded by Australia and New Zealand from
the United Kingdom, by the Fiench oversea territories
from France and by a large number of countries from
western Germany. Here, again, there was a sharp drop
in Canadion imports, while the imports of Latin
America from its principal supplier, the United States,
rose only slightly in the first half of 1954.

Large increases by most areas in imporls of chemicals
seem to be in part associated with consumer require-
ments. For example, there were large gains in imports of
dyeing and tanning materials, pharmaceutical goods
and detergents and chemicals required for the pro-
duction of artificial fibres. Much higher imports of these
goods were recorded by Latin American countries as
well as in other areas. However, there were also im-
portant increases in imports of basic chemical com-
pounds with extensive industrial and consumer uses.

Preliminary data for the second half of 1954 suggest
a considerable slowing down in imports of industrial
consumer goods by primary producing countries. There
appears, in fact, to have been a significant decline in
imports of textiles from western Furopean countries,
though imperts from Japan continued to rise.® Apart
from the substitution of Japanese for western European
goods in the sterling area, these developments were
probably due to the completion of the process of in-
ventory replenishment in the countries whose imports
had previously been subject to restrictions. In addition,
Japan cuitailed its exports of textiles to Indonesia as a
result of an accumulation of commercial debt by that

¢ A slight decline in deliveries of cotton piece-goeds from
Japon appeers to have been more than offset by higher shipments
of royon {abrics.
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country, and to Pakistan, as a result of difliculties in the
operation of the trade agreement.

There was a moderate increase in imports of capital
goods by primary producing countiies in 1954 fol-
lowing the general decrease in 1953. This drop in 1953
largely reflected an earlier fall in export earnings when
the 1aw material boom of 1950/51 had subsided. Not
metely had expectations been adversely affected by this
development, but declines in foreign exchange reserves
had in some countries necessitated restrictions on im-
poits of capital goods as well as consumer goods. The
gradual recovery in the real value of export earnings in
terms of purchasing power over imports during 1953
and 1954 and, in some cases, the release of foreign ex-
change resources resulting from reductions in food im-
port requirements, made it possible for impoz1ts of capi-
tal goods to rise once more in 1954, in part to compen-
sate for previous delays in reaching investment targets.
Additional factors in the 1954 expansion were probably
the receipt of medium-term credits to finance capital
goods imports by a number of countries and a shortening
of the lag between orders and deliveries in certain of the
supplying countries, particularly western Germany and
the United States.

The largest increase in imports of capital goods was
recorded by Australia, but there were also substan-
tial gains in Argentina, Brazil and Indonesia, following
the cuts imposed in 1953. In the latter three countries, as
well as in India, the expansion derived to an important
extent from the further development of power facilities,
necessitating higher imports of generating equipment. A
number of Latin American countries also had consider-
ably higher imports of railway and other transport
equipment. Other countries, including Pakistan, the
Union of South Africa and the sterling area depend-

encies, likewise imported larger quantities ol transport
equipment. These advances in imports of power and
transport equipment were probably linked in many
cases with the furtherance of public investment pro-
grammes.

On the whole, imports of other types of industrial
and agricultural equipment appear Lo have increased
less than power and transport equipment. An exception
to this is to be found in a very large expansion in im-
pouts of iron and steel products by Argentina and Brazil
from Japan under barter agreements. A number of
other countries also increased their imports of iron
and steel products from western Europe. In the Union
of South Africa, moreover, imports of agricultural
equipment were higher, and the increases in the capital
goods imports of Australia and Pakistan covered a wide
range of goods. There were also some significant in-
creases in imports of industrial machinery by Middle
East countries, including shipments from western Ger-
many to Iszael under the reparations agreement hetween
these two countiies,

In some primary producing countries imports of
capital goods did not increase in 1954, The completion
of various investment projects in a number of French
dependencies in 1953 had led to a reduction in capital
goods imports in that year, and these were stabilized
at the lower level in 1954, In a few Latin American
countries, notably Chile and Peru, declines in export
earnings and anti-inflationary domestic policies slowed
down development programmes, and several United
States investment projects were completed; imports of
capital equipment consequently dropped considerably.
Finally, Canadian imports of capital equipment, as of
other goods, declined in 1954 owing to the recession in
that country.

Balance of Payments

The trade of primary producing countries in 1954 left
the group as a whole with an import balance of approxi-
mately $1.1 billion, $500 million larger than in 1953
(see table 69). A large part of the passive balance in
1954 was accounted for by the third quarter when im-
ports exceeded exports by $700 million; a substantial
increase in exports in the fourth quarter reduced the
passive balance in the period October to December to
only $100 million. Most of the deterioration in the
aggregate trade balance of primary producing countries
from 1953 to 1954 was accounted for by Latin American
non-dollar countries and a number of independent coun-
tries in the oversea sterling area. These countries had
relaxed import restrictions in the latter part of 1953 and
in 1054 after a period, beginning in 1952, when balance
of payments difficulties had forced them to restrict im-
potts severely. At the same time the balances of a num-
ber of countries, notably of Canada, of a few Middle

East and Far East non-sterling countiies and of the Afri-
can dependencies of the United Kingdom became less
passive or more active. Canada’s import balance in 1954
was reduced in the face of falling exports as a result
of a slackening in demand for imports associated with
the recession in that country in the first half of the year.

In the oversea sterling area, Australia alone experi-
enced, between 1953 and 1954, & $700 million deteriora-
tion in its balance, owing to a 30 per cent increase in
imports while exports declined. The balances of Burma,
New Zealand and Pakistan also deteriorated, though to
& smaller extent.

In Latin America, Brazil’s active balance in 1953 was
turned into a passive one in 1954 as imports increased
considerably mote than exports; the pattern of change
in Uruguay was similar to that in Brazil; Chile also
reduced ils export balance in 1954, Peru and Argen-




Chapter 6. International trade and payments of primary producing countries 143

Table 69. Selected Items® in the Balance of Payments of Primary Producing Countries,
1952 10 1954

(Billions of United States dollars)

195% 1653 1554 1554
Tlem Full year Full year Firsl half  Seccond half®
Exports. .o e e 207 9.7 14.9 152
Imports (ci.f) .. .. ... .. . 1 30.3 15.2 16.0
BarancE —3.5 —0.6 —-0.3 - 0.8
Private service paymenis . .. ... . ... iiuiun e, =24 —2.3 —1.2 —1.3
To the United States. .. ... .. vvvn i e nnn. —1.3 1.3 - 0.7 - 0.8
To the United Kingdom . ... . ... .. —1.1 —1.0 ~0.5 —~0.5
Government service payments and grants ... 2.0 2.0 09 0.7
From the United States ... e e e 1.4 1.6 0.7 0.5
From the United Kingdom . ... ...... ... .. ..., 0.5 0.4 0.2 0.2
Capital flows. . ..o 1.7 1.4 1.2 1.1
‘rom the United States, private, long-term . 0.9 0.6 0.6 0.3
From the United States, private, short-term . 6.1 —0.2 0.1 0.3
From the United States Government. ... . .. ...... 0.3 0.4 — 01
From the United Kingdom, total. .. ... ... ...... .. 0.3 0.4 0.4 03
From the International Bank foer Reconstruction and
Development .. . P . 0.2 0.2 01 0.1
Change in reserves {(increase — 0.6 —-1.2 — Q.4 —01
Gold reserves .. 0.1 - 0,1 0.1 -
United States dolar assets. . . .. .. . —0.3 —-0.1 —~0.2 —0.2
Stesling assets. . .. ... 0.9 -1.0 -0.3 0.1

Sourcer United Nations Bureau of Economic
Affzirs.

» Major items not taken into zccount were trans-
actions on service account {other than transporta.
tion included in eif imporis}y and capital necount
with eontinental western Turope; the net flow of

tina, however, improved their balances to some extent.
There was also some decline [rom 1953 to 1954 in the
export balance of Lalin American dollar countries,
Until mid-1954 rising exports had more than offset the
increase in their imports and their active balance had
been at a higher level than in 1953, In the second half of
the year, however, experts declined while imports con-
tinued to rise, with the result that the tolal export bal-
ance was sharply reduced. Changes in the balances of
Colombia and Venezuela in the latter part of 1954
largely accounted [or this deterjoration in the aggregate.

CAPITAL FLOW TO PRIMARY PRODUCING COUNTRIES

The flow of United States capital to primary produc-
ing countries rose {rom somewhat more than $800 mil-
len in 1953 to $1.3 billion in 1934. Private capital
increased more than the total—irom $450 million to
$1.2 billion—but this inerease was enlirely accounted
for by short-term funds and portlolio investments,
largely medium-term credits of one year or more. Pri-
vate direct investment was somewhal lower in 1954 than
in 1953 {see table 70).

The decline in private direct investment occurred in
the second half of the vear; in the fiust half the flow of
such capital was at a substantially higher rate than in
1953. In that year net foreign investiment of the United
States had been reduced by repayment to parent com-
panies of advances made earlier to subsidiaries in coun-

long-term capital from primary producing countries
(chiefly importantl in the case of Canada); gold
production in primary producing countries; and
earnings on iransportation account by primary
preducing countries

b Preliminary.

tries with halance of paymenls difficulties. In the first
half of 1954 there was a general cessation in this return
flow of capilal to the United States, especially from
manufacturing industries in Brazil and elsewhere in
Latin America, and frem Australia. There was also in-
ereased investment in the first half of 1954 in the petro-
leum industry in Canada, Latin America and the Middie
East and some increase in United States invesiment in
manufacturing in Canada despite a recession in that
country. On the other hand, United States investment in
mining in Canada, Chile, Peru and Venezuela declined
us projects in these countries neared completion.

Total United States portfolio investments rose sharply
in the fivst half of 1954, chiefly as a 1esult of increased
horrowing by Canadians who sought to benefit from
lower United States inlerest rates. During the second
hall ol the year the movement was 1eveised as credit
became cheaper in Canada, but on the other hand in-
creased medium-lernt credits were granted by United
States banks to Latin American countries, notably
Brazil.”

Renewed balanee of payments dificullies, especially
in Brazil, are reflected in the very substantial increase
in the outflow of short-term funds. In 1953 Brazil had
repaid shori-term credils and comamercial arrears with

"In addition, a large part of the rise in portfolio investment
(table 70) resulted frem cotton loans gramted by commereial
banks to Japan, under guaranice of the Export-Import Bank.
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Table 70. Capital Flow from the United States to Primary Producing Countries,
1952 to 1954

{Millions of United States doilars)

Coersen

Hem and period Canada Latin slerling Other Totat
America area couitiries
ToraL:
1952, . . . ... 431 483 179 137 1,230
1953 ... . .. 412 183 66 168 829
1954 Fiist half | . 379 138 29 125 671
1954 Second half 65 365 7 149 656
Private capital:

Direct investment:
L1958 .o 480 277 85 97 935
p 1953, e 413 93 64 104 674
%-;‘ 1954 Tirsthalf .. . .. . ... 242 79 22 63 406
% 1954 Second half.. . ... .. .. 170 —9 27 56 244

Other private long-term capital:

e e =30 —34 - -11 —-75
1953 ... . . 3 —33 —42 35 32
1954 Tirsthalf .. ........ ... 130 — 15 55 170
1854 Second half. ... ... ... ~127 94 -7 39 -1

Short-term capital:
8952, . .. .. =25 175 w34 —57 59
1983, ..., ... . .. ... cc... =13 —222 2 42 —101
1954 Tirsthalf .. .. ... ..... 14 49 7 -8 62
1954 Second half. ...... . ..., i3 259 3z 22 331

Government loans:

1952 . 6 G5 128 108 307
1953, .. 4 345 42 —13 378
1954 Firsthalf. ...... ... ...... 7 10 15 15 33
1954 Second half. . . . ....... 4 21 25 32 82

Source: United States Deportment of Commerce,
Survey of Current Business (Washington, D.C),
March 1955 and Balance of Payments of the United

the aid of a $300 million Export-Import Bank loan,
which had given rise to a net inflow into the United
States of over $200 million of short-term funds. The
position was reversed in 1954, as short-term credits were
again granted to finance expeorts.

There appears to have been a marked increase in
net capital outflow from the United Kingdom in 1954,
the investment and borrowing account of its balance of
payments showing a rise in the net outflow to primary
producing countries from the equivalent of a little over
8400 million in 1953 to $700 million in 1954.% As in
the past, the greater part of United Kingdom capital
went to the oversea sterling area, which received nearly
$750 million in 1954, $350 million more than in 1933,
This increased outflow of capital may reflect to some
extent the Government’s policy of encouraging invest.
ment in the sterling area. However, it may also have
been associated with lags in payments for sharply rising
exports to countries like Australia. There was a sub-
stantial increase in the inflow of private United King-
dom capital into that country and into the Union of
South Africa in 1954, and a number of colonial and

It should be noted that the capital account of the United
Kingdom halenee of payments includes an unknown element of
errors and omissions.

States, 1919-53 (Washington, D.C).
s Including Japan,

Commonwealth loans floated in the London market late
in 1953, as well as a United Kingdom Government loan
of £10 million to Pakistan, were disbursed in 1954,
Although firm figures are not available, qualitative evi.
dence suggests that private investment in British de-
pendencies was also substantial in 1954.

While the net capital flow from the United Kingdom
to most primary producing areas rose from 1953 to
1954, in the case of Latin American non-dollar coun-
tries there was an increased flow of capital to the
United Kingdom in 1954. A large pait of this flow was
accounted for by short-term capital, primarily repre-
senting Brazil’s repayment of commercial debts to the
United Kingdom.

The total How of capital from sources other than the
United Kingdom and the United States cannot be ascer-
tained with any degree of certainty, Metropolitan
France continuned to finance the development pro-
gramme of its dependencies; together with other trans-
fers the amounts involved must have been at least equal

' In addition to the capital outflow from the United Kingdom
shewn in table 69, there was an increased flow of United King-
dom capital to Canada, which amounted to £49 millien in 1954.
This was the result of an easing of restrictions en United King-
dom investments in non-sterling countries.
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to the passive balance of the French dependent overseas
territories, amounting to some $300 miilion in the first
half of 1954, about the same as the half-yearly aver-
age in 1953.

Banks in a number of western European countries
and Japan gave medium-term credits to primary pro-
ducing countries on an increasing scale in 1954, and
a number of governments made agreements providing
for medium-term credits to finance trade in capital
goods. These included Japanese agreements with
Argentina and Iran involving credits of $50 million
and $16.5 million, respectively, o German credit of
$60 million and a French credit of about $14 million
to Iran, and French and Netherlands eredits to Indo-
nesia of $34.3 and 86.0 million 1espectively.

Repayment of commercial debts to continental west-
ern Europe gave rise in 1954 to an outflow of short-term
funds from primary producing countries. Western Ger-
many alone reduced its credit position en clearing ac-
count with primary producing countries in the first
nine months of the year by about $60 million,

CHANGES IN GOLD RESERVES AND FOREIGN EXCHANGE
ASSETS

The increase from 1953 to 1954 in the passive bal-
ance was reflected in smaller additions to gold and for-
eign exchange reseives of primary producing coun-
tries, In the first half of 1953 the previous year’s loss
of reserves of some $600 million had been made good
and a further $400 million had been added. Accumula-
tion was at a reduced rate in the third and fourth
quarters of the year. In the first half of 1954 reserves
increased by only $400 million (see table 71) and in
the second hall less than $100 million was added.

A large part of the $400 million increase in interna-
tional reserves of primary producing countries in the

fizst half of 1954 was in the form of sterling balances
and occurred in the oversea sterling area, During that
period dollar holdings increased more moderately in
the aggregate, reflecting chiefly an increase in Latin
American dollar countries, especially in Colombia.
Gold reserves declined on balance, owing to a sharp
fall in the holdings of a few countries, mainly Mexico
and Indonesia. The $100 million rise in reserves in the
second half of the year was accounted for by a $250
million rise in Canada, chiefly in the form of dollar
holdings, which was partly offset by a net loss in the
reserves of the rest of the primary producing countries
taken together.

In the oversea sterling area both independent coun-
tries and dependencies generally increased their re-
serves in the first half of 1954, the former chiefly as a
result of increased capital inflow and enhanced gold
production in the Union of South Africa; the much
farger increase in sterling assets of United Kingdom
dependencies, on the other hand, was closely 1elated
to their increased active trade balance. In the second
half of the vear, only the dependencies continued to
accumulate reserves while those of the independent
countries were drawn down, At this time Australia
alone lost nearly $200 million of its official reserves.

Latin American gold and foieign exchange assets in
the first half of 1954 increased in the aggregate only
moderately. The deterioration in the trade balance of
the non-dollar countries caused their reserves to de-
cline; Brazil’s balance of payments continued to be
under pressure owing to its obligation to repay short-
term external debts, especially 1o western Europe, so
that despite new United States short-term credits and
the cessation of the previous year's outflow of private
long-term capital its reserves feil sharply unil mid.
1954. The decline in the reserves of Chile and Peru,

Table 71. Changes in Gold and Foreign Exchange Reserves of Primary Producing
Countries, 1950 to 1954

(Billions of United States dollars)

Al end Change during period
Feriod and areu o
pericd Cold Daollars Sterling Total
30 June 19560. o 151
30 June 1933 ... . ... 17.5 1.0 1.0 04 2.4
31 December 1953 17.7 ~0.2 02 02 0.2
30 June 1954 ... 18.1 ~0.1 0.2 0.3 0.4
Canada. ... . 24 — — — 01
Latin America 39 —0.1 (2 — 01
Oversea sterling area 9.0 - — 03 0.3
Other S 28 — — — _
31 December 1954 18.2 — 02 —0.1 .1
Canada. ... .. ... 26 — 02 e 0.3
Latin America. 18 — — ~{.1 ~— 0.1
Overses sterling area 8.8 -{.1 — - ~0.2
Other .. o 3.0 — 0.1 — 0.1
Source: United Nations Burcan of Econemic Affairs.
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the latter possibly associated with a speculative capital
outflow, appears to have been checked in the second
half of 1954. The decline in the reserves of other
non-dollar countries continued, however. Reserves of
the dollar countries taken together increased by less
than $60 million in the first half of 1954, despite the
substantial active trade balance of the group. Special
circumstances in Mexico, which lost over $140 mil-
lion—60 per cent of its official reserves—in a matter
of six months, largely aecount for the failure of the

sroup’s reserves to increase more substantially. In the
second half of the year several of the dollar coun-
tries, including Colombia and Venezuela, were forced
to draw upon their external reserves as export balances
declined sharply. Among other countries, Indonesia
made good, in the second half of 1954, its loss of re-
serves in the first half, while the Philippines, alter in-
creasing reserves in the first half of 1954, reduced them
to below the December 1953 level in the latter part
of the year.




Chapter 7

INTERNATIONAL TRADE OF EASTERN EUROPE AND MAINLAND CHINA

Trade with the Rest of the World

The total dollar value of the trade of costern Europe?
and mainland China with the rest of ihe world, which
had declined in 1952 and in the Brst half of 1953, rose
thereafter. In 1954 the value of imporis and of exports
was still lower than in 1951, but the quantum of trade
may have heen as high as in that year, owing to the fall
in prices since that time. It does not appear, however,
that the level of 1948 was 1egained. The increase in
trade in 1954 was accounted {or entirely by the eastern
LEuropean countries, their imports rising more than
exports, The trade of mainland China, on the other
hand, fell from 1953 te 1954, though it rose from the
first to the second half of the latter year.

The expansion of imports in the Soviet Union fol-
lowed the announcement of a shilt in economic policy
in that country in the middle of 1953, which was, how-
ever, again changed early in 1955, The wew policy en-
visaged in 1953 was to be directed towards greater
emphasis than previously on the production and supply
of consumer goods. lts counterpait in {oreign trade in-
volved a rise in imports of consumer goods and of raw
materials for the production of consumer goods, ond
increased commercial exchanges with the countries of
the west.

The Soviet Union raised its imports by about two-
thirds from the first to the second half of 1953, and
again by about one-third in the Brst hall of 1954, but
in the second half of the year there was a decrease.
The increase in the second half of 1953 came largely
from western Europe and Finland, but in the first hall
of 1954 it was derived entirely {rom non-European
sources {see table 72). The decline in the second half
of the year involved imponts from both European and
non-European sources. The rise in aggregate imports
of the other eastein Furopean eountries from western
countries began much more slowly but it was stil] con-
tinuing in the second half ol 1954, While most of their
increased imports came [rom western Furope, there
was likewise a significant growth in purchases from

*Eastern Europe” here includes Albanin, Bulgeria, Crecho-
sfovakia, castern Germany, Hungary, Poland, Romania and the
Soviet Unien. A more complete study of the trade of the Seviet
Union and other castern Europesn countrics, containing also
provisionsl estimates of ehanges in their trade as compared with
pre-war levels, is to be {ound in Economic Survey of Enrope in
1954, issued by the Ecenomic Commission for Europe {United
Nations puliication 1955 H E 2, chapter 5

[

-1

non-Luropean countries. Also, some ol the Soviet
Union’s imports {rom non-Furopean sources were des-
tined for re-export 1o the rest of eastern Europe.

The rise in exporls lo western countries, both from
the Soviet Union and {rom the rest of eastern Europe,
was considerably smaller than the increase in the flow
in the other direction. In the case of the Soviet Union,
this resulted from the fact that its exports to non-
Eurepean countries were small in comparison with the
substantially increased imports from these countries.
In the rest of eastern Europe, however, it was due to the
small increase in exports in relation to imports in ils
trade with western Ewope and Finland.

The value of exports to castern Burope from western
European countries other than Finland averaged over
one-fourth higher in 1954 than in 1953;% the increase
in exports from Finland, with whom tiade had already
been more [ully developed, was relatively small. Sig-
nificant increases were recorded by Denmark, Franee,
western Germany, the Netherlands, Turkey and the
United Kingdom. The increase was smaller in dollar
value for the Soviet Unien than for the rest of eastern
Europe.

Eastern European exports to western Europe and
Finland increased in 1954 by about one-eighth over the
1953 level. The major part of the increase was ac-
counted for by the Soviet Union; its exports rose about
one-fourth, or as much as the increase in its imports.
Exports of the other easte:n European countries to
western Europe and Finland rose only moderately. Par-
ticularly large increases in imports were recorded in
France, western Germany and lialy, whereas countries
such as Austria, the Netherlands and the United Ning-
dom showed no increase over the 1953 level.

Finland continued Lo hold its predominant position
in east-west trade. While the value of its trade with the
Soviet Union in 1954 differed little [rom that in 1953,
its trade with other castern European countries in-
creased in both directions. Various triangular arrange-
ments with countries in eastein Europe provided, as in
previous years, fov the oflsetting of the Finnish export

*In the latter hali of 1954 fifteen nations. inchuding the
United States, announced modifications in their stralegic eon-
trols over exports to eastern Europe, the cifects of which it is
yet too early to ascertain,
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Table 72. Trade of Eastern Europe and Mainland China with the Rest of the World, 1953 and 1954
(Millions of United States dollars)

Tmporls LEzporis Tmporis Ezporis Imports Ezporls Imporls Ezparts
. Jrom o Jrom to from o Srom fo
Reporling arcas and period [RS— A
Other castern Easlern Europe and
USSH Buropean countries Mainland Chinab mainland Cgu'nu
TorALe:
1953 TFirst half ... . 146 150 340 300 220 160 700 620
1953 Second hadf ... 250 260 380 320 210 110 830 690
1954 First half. .. ... 190 330 360 360 186 130 720 830
United States and Canada:
1953 Firat half. .. ... .. 6 — 16 1 5 — 27 1
1953 Second half. ... . 6 —— 13 1 5 — 24 1
1954 First half. ... .. .. 6 3 15 1 2 — 23 4
1954 Second half ... .. 6 2 18 6 — — 24 8
Western Europe:
1933 Firsthalf .. ... 66 59 237 221 64 59 367 339
1953 Second half .. . 176 131 247 235 64 36 487 402
1934 Tirst half .. . . 1254 140 231 265 45 36 401 441
1954 Second half, . .. 205 117 277 278 52 46 534 441
Finland:
1953 Tast half. . .., 48 63 37 13 — 1 83 77
1953 Second half .. . 43 82 54 15 2 4 98 101
1954 Fiest half .. .. .. 37 T4 44 18 2 1 83 93
1934 Second helf .. ... 51 73 55 19 — 6 106 98
Oversea sterling area:
1053 Dist half, .. ... 1 20 13 27 132 97 146 144
1953 Second half. . ... 2 31 16 33 111 66 129 130
1954 Fipst half. ... . . 2 60 17 24, 91 76 110 160
1954 Second half. .. ... 2 1 11 19 101 76 114 96
Other arease:
1953 Tirst half ... .. 16 12 36 38 23 7 75 57
1953 Second half. .. .. 21 13 46 37 28 8 95 58
1954 Firsthalf. . ._.... 16 56 54 56 35 16 105 128

Source: Based on data in Direction of Internetional Trade, a
joint publication of the Statistical Office of the United Nations,
the International Monetary Fund and the International Bank
for Reconstruction and Development.

# Imports are c.if, and exports’ ure f.ob., in the reporting
ares.

b Trade with Taiwan is included in trade with mainiand China
for those reporting countries where available statistics do not

balance with the Soviet Union by an import balance
with other countries in the group. There was also a
Russian payment in gold to Finland in 1954.

In addition to the rise in trade shown in table 72
there was an increase of over 70 per cent in trade
between eastern and western Germany, with imports of
eastern Germany rising more than its exports.

Eastern Europe made special efforts to expand trade
with the piimary producing countries outside Europe,
but as noted above, the increase in imports from these
countries in 1954 was significantly larger than in ex-
ports. The rise was especially notable in trade with
Argentina, which had scarcely participated in east-west
trade in recent years., In the fizst six months of 1954
the Soviet Union became its fourth largest market, pre.
ceded only by the United Kingdom, the United States
and western Germany. In addition, Argentine exports
to other eastern Luropean countries in the first half

R‘ermit its exclusion; the countries that report their trade with
ui&van separately, however, account for the bulk of Taiwan's

trade.

¢ Owing to incomplete reporting, figures are approximete only;
estimates are rounded to nearest $10 million.

4 Adjusted to exclude French imports of gold valued at
$36 mi{lionu

* Owing to incomplete reporting, figures are approximate ouly.

of 1954 rose to nearly three times the level in the fizst
half of 1953, A sizable increase also oceurred in im-
ports of the Soviet Union from Australia in 1953/54,
but in the second half of 1954 this trade ceased.

A new development in recent trade agreements of
eastern European countries with some of the under-
developed primary producing countries has been that
the former arranged to provide exports of capital equip-
ment in return for imports of primary products, and,
in some cases, also to provide credits and technical as-
sistance. Agreements on these lines were signed by the
Soviet Union with Argentina covering Soviet deliveries
of industrial equipment on credit, and with India for
the construction and equipping of a steel mill. Similar
agreements for the export of industrial equipment were
also made by Czechoslovakia and eastern Germany. In
return for these exports of capital goods, the eastern
European countries contracted for imports consisting
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primarily of food and tobacco, and raw materials for
light industry—particularly textile fibres and hides.

The rise in the volume of imports of eastern Europe
from western countries was accompanied by a signifi-
cant relative shift in commodity composition from ma-
chinery and metals to other manufactures, raw materials
and foodstuffs. As may be seen from table 73, whereas
imports of machinery and metals from OEEC countries
and the United States fell significantly, imports of other
manufactures, of raw materials and of foodstuffs in the
first nine months of 1954 were each greater than the
respective totals for the full year 1953. While imports
of metals and metal manufactures fell in both the Soviet
Union and other eastern European countiies, imports of
machinery and transport equipment rose in the Soviet
Union but fell substantially in other countries of castern
Europe. The increased imports in the Soviet Union in-
cluded, for the first time, purchases of fishing trawlers
and refrigerated vessels and machinery for producing
consumer goods.

In imports of foodstuffs the increase was especially
significant in livestock products, and in countries other
than the Soviet Union in cereals also. The Soviet Union
was estimated to have become the third largest meat
importer in the world in 1954, next to the United King-
dom and the United States. Part of the increase in its

imports, both of meat and of butter, was intended, how-
ever, to relieve shortages in other countries of eastern
Europe.

Eastern Europe purchased increased quantities of
wool; the United Kingdom in particular increased its
exports of imported wools in 1954. Egypt’s exports of
cotton to the Soviet Union ceased until the Jast month
of 1954, when there was a substantial shipment; its
cotton exports to other parts of eastern Europe rose in
1954, Re-exports of rubber from the United Kingdom to
the Soviet Union, which had totalled about 88,000 tons
in 1652, fell to 27,000 tons in 1953 and to only 400
tons in 1954, There were no direct exports to the Union
of Soviet Socialist Republics from Malaya, Indonesia
or Ceylon, either in 1953 or in 1954. The Soviet Union
appears to have obtained its supplies primarily from
mainland China under an agreement whereby the latter
was to re-export to the Soviet Union 45 per cent of its
imports from south-castern Asia.

Exports of {oodstuffs, especially from countries other
than the Soviet Union, fell significantly in 1954. As
imports of foodstuffs rose substantially at the same
time, eastern Europe apparently became for the first
time a net importer of foodstuffs during the frst nine
months of 1954. Exports of coal and coke from Poland
also continued to fall in 1954; its trade with Sweden,

Table 73. Composition of Trade of Eastern Europe and Mainland China with
the United States and OEEC Countries,* 1953 and 1954

(Milliens of United States dollars)

1853 Full year 1954 Firsl nine months
e Qthier eastorn Other caslern
USSh Eurepean  Mainland ussn Eurgpean  Mainland
eountrics China couniries® China
Exports of United States and OELC

countries:

Total. . C 166 428 95 171 381 42
Foodstufls . . 62 80 — 55 114 ——
Raw materials. 22 90 il 23 94 1
Manufactured goods . 82 258 84 93 173 35

Base metals and metal manu-
factures. . - | 91 21 10 33 4

Machinery and transport
equipment ... .. . ... 39 92 il 50 50 5

Imports of United States and OEEC

colniries:

Total. . .. . 254 489 136 225 384 63
Foodstufis . 72 174 27 44 109 16

Cereals. . 56 35 3 33 28 ——
Raw materials 141 174 10 146 146 40
TFuel .. . ‘ 23 112 e 33 82 —
Manufactuied goods . 41 141 9 35 129 7

Sonrce: Dased on Commodity Trade Statistics,
R;ablishcd by the Statistical Office of the United
ations.

u Exeluding re-exports of the reportingareas. This
exclusion, which is particularly significant for re-
exporis {rem the Uniled Kingdom, and the incom-
plete classification of commedity trade statistics by

destination of exports and provenance of imports,
secount for the dilference between the value of
total trade in this table and the corresponding
figures that may be derived [rom table 72,

b Including the trade of Switzerland with the
Soviet Union” In 1953 Swiss cxports to thal coun-
try were $3 million and imports [rom the Soviet
Unien were 34 millica.
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consisting largely of the exchange of Polish coal for
Swedish iron ore, decreased considerably as a result
of dilficultics in the operation of their trade agreement.
Offsetting these declines were continued increases in
expotts of timber and, more especially, of petroleum.
Exports of engineering products from eastern Furope to
under-developed countries rose, while at the same time
the area’s imports of these products from western
Europe fell. In addition to its other exports, the Soviet
Union sold large quantities of precious metals in London
and other European maikets to pay for its import bal-
ance in 1954,

Mainland China’s exports to countries other than
eastern Europe, except Japan, dropped significantly in
1954; Japan purchased larger quantities of soya beans,
other kinds of beans, oil-seeds and cashmere wool. Im-
potts of mainland China, on the other hand, were about
the same in 1954 as in 1953, although the distribution
by source of supply was considerably altered. In 1954
the dollar value of Hong Kong’s exports to mainland
China was about 70 per cent of the value in the previous
year. Ceylon had moved into second place after Hong
Kong in 1953 as the principal supplier of exports to

mainland China. In accordance with a trade agreement
signed with mainland China in October 1952, Ceylon’s
exports of rubber increased from 30,000 tons in 1952
to 58,000 tons in 1953 and 46,000 tons in 1954. As
China received no imports either from Malaya or Indo-
nesia, ils total imports of rubber remained substan.
tially below the level of 1950 and early 1951, Switzer-
land, which in 1953 was the third principal supplier
of mainland China, was replaced by Pakistan in 1954
when the latter country resumed its exports of cotton
to mainland China. Japan’s exports to mainland China
alfo increased, but remained small in value.

Whereas the restiictions on exports of capital goods
to eastern Europe were modified, there were no changes
with regard to exports to mainland China. After some
increase in expoits of capital goods to that country in
the first half of 1953, shipments from European coun-
tries decreased. The only relaxations announced by
Japan have not resulted in exports of any sizable quan-
tities of machinery. Mainland China, for its part, has
not shifted towards large-scale purchases of consumer
goods, for which it had provided an extensive market
for Japan in the period before the Second World War.

Trade within the Group and Total Trade

In 1953,° the total trade of the Soviet Union, eastern
Europe and mainland China continued to expand, but
the rise was generally confined to trade within the
group. Only two countries, Bulgaria and Romania, in-
creased their shares of the total trade with countries
outside the group; all others showed a continuation of
the trend towards tightening of economic ties among
countries within the group.®

Polish trade, which fell between 1951 and 1952, was

Table 74. Indices of Foreign Trade of Eastern
European Countries, the Soviet Union and Main-
land China, 1952 and 1953

1952 1953 19853
Counlry (1048 = 100) (1062 = 100)

Albania . w148 162 113
Bulgaria . ... . ... .. 124 158 127
Crechoslovakia. . ... .. ... . 119 124 107
Germany, eastern. . e 130
Hungary, ... ... ... ... . .. 270 203 108
Poland. . . . % 153 100
Romania . . . .. . 230 267 118
USSR, ........ ... .. .. 225 111
Mainland China. . . . . | o . 136

Source: For USSR: Planovee Khozyaistuo (Moscow), 1954,
No. 4, and Kemmunist (Moscow), No. 13, Qctober 19543 for
eastern Germany: Die IFirtschofi (Berlin), No. 36, Seplember
195%; for maialand China: Faeshnyaya Targovlya (Moscow),
1954, No. 10; for all other countries: Pueshnyaya Torgavlya,
1954, No. 11.

" Data on total 1954 trade and trude within the group were
generafly not available at the time of writing,
Y Kommanist (Moescow), No. 15, Qctoher 1954,

practically unchanged in 1953, the increase in trade
within the group being insufficient to do more than
oflset the decline in trade with the rest of the world.
Czechoslovak trade did little more than recover from
its small decline of 1952, and the Hungarian expansion
was relatively modest. On the other hand, in 1953
eastern Germany increased its trade by 30 per cent®
and Bulgatia by 27 per cent over the previous year (see
table 74). In the case of eastern Germany, the increase
in trade was partly due to a substantial increase in
imports during the latter half of the year, both from
within the group and outside, financed in part by special
credits granted by the Soviet Union.

Soviet trade increased from a total of 18 billion
roubles in 1951 to 23 billion roubles in 1953, and
conlinued to expand in the first half of 1934, when it
reached a level 30 per cent above that of the same period
of 1953.° At current prices, the 1953 level of tiade rep-
resented a tenfold increase over the 1938 leve] of 2.1
biltion roubles, but “if account is taken of the rise of

* The indices for eastern German trade published in the Forld
Economic Report, 1952-53 were derived from an official series
on a 1947 base. Die Wirtschaft (Berlin), 3 September 1954, gave
a revised series on a 1950 basce, as follows:

1051 1852 1553

Fotal trade. .. .. . 138 158 204
Trade with other members of the

Broup. o . 159 179 239
Trade with countries outside the

group . 99 18 136

Reports on the fulfilment of plans for the first, second and
third quarters of 1934 indicsted further increases in loreign
trade

# Nammunist, No 15, Qctoher 1954
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prices on the world market, then the trade turnover of
the Soviet Union in 1953 was almost four times as high
as the pre-war level in comparable prices”.”

As in previous years, approximately 80 per cent of
the Soviet Union’s trade was with other members of the
group. Trade with the Soviet Union comprised more
than half the total trade of Albania, Bulgaria, mainland
China and Romania, about half that of eastern Germany
and approximately one-third of the foreign trade of
Czechoslovakia, Hungary and Poland.®

In 1053, it was stated that trade of mainland China
had increased 36 per cent since 1952, Later, it was re-
ported that this trade had risen a further 14 per cent
between 1953 and 1954. Mainland China is the princi-
pal trading partner of the Soviet Union, which in 1954
granted a new long-term credit of 520 million roubles;
400 million roubles of this wete to be used for purchase
of equipment from the Soviet Union.?

The share of mainland China’s total trade with mem-
bers of the group grew from 72 per cent to 75 per cent
from 1952 to 1953. Its trade with the Soviet Union more
than doubled between 1950 and 1953, while that with
other countries of eastern Europe, and particularly
eastern Germany, has been expanding at a higher rate.
Imports of machinery and equipment from these coun-
tries quadrupled between 1952 and 1953.1°

In the latter half of 1953, there was increasing em-
phasis upon developing trade in consumer goods among
the members of the group. Lestern Germany and
Czechoslovakia hoth concluded supplementary agree-
ments with their trading partners in the group to obtain
additional supplies of foodstuffs and raw materials for
light industry, eastern Germany utilizing for this pur-
pose its emergency credit of 485 million roubles
granted by the Soviet Union, and Czechoslovakia paying
with additional exports of manufactured goods.** In the
first half of 1954, Czechoslovakia increased its trade by
8 per cent above the level of the same period of 1953,
and its imports of foedstulls and raw materials for light
industry were higher than in 1953.%

Official stalements stressed the need to promole ex-
ports in order to increase imports of consumer goods
and to co-ordinate production among the members of
the group in order to benefit from the division of labour.
Previously such division ef iabour had been confined
to heavy industry and particularly to engineering indus-

" L. Bol'shakov, “Questions of the Growth of Soviet Foreign
Trade” in Planovoe Khozyaisive (Moscow), 1954, No. 4, page
80 The Feomomic Commission for Europe estimates that if
comparison is made with the preswar volume of trade for the
sresent nrea of the Soviet Union the increase in 1953 is about
threefold.

3 Vpeshnyaya Torgoviya, 1954, Neo 11

* Prgvda, 13 November 1954, .

1 Fneshnvaye Torgovlya, 1954, No, 10, page 12

1 Kommunist, No. 15, Octeber 1954

1 Ceoehoslovak Fconomic Bulletin, No 288 (Prague), Sep-
tember 1954.

try, but co-ordination was now to be extended also to
light industry, notably consumer goods. In the second
half of 1954 agreements for co-ordination of certain
light industries were concluded between Czechoslovakia
and Hungary, Czechoslovakia and eastern Germany, and
Hungary and eastern Germany, while similar discus-
sions were taking place at the end of the year between
Balgaria and Czechoslovakia. It is not clear to what ex-
tent these developments may be allected by the changes
in economic policy announced early in 1955.

Notwithstanding the emphasis placed for a time upon
production of, and trade in, consumer goods in 1953/54,
trade within the group remained heavily concentrated
upon machinery, equipment and industrial raw mate-
rials, with foodstuffs oceupying an important place in
the trade of certain countries. Czechoslovakia and cast-
ern Germany continued to be dependent upon imports
from the Soviet Union for a considerable portion of the
grain they consumed, and one of the reasons given for
the expansion of Soviet grain production was that “the
country must have bread grain surpluses to increase
exports, the needs for which are growing”.** The Soviet
Union also supplied a major share of castern Europe’s
requirements of iron ore, cotton and wool. T'or example,
80 per cent of Poland’s needs {or raw cotton in 1953
were met from the Soviet Union?!

In 1953 the Soviet Union exported to other members
of the group machinery and equipment worth between
%550 million and $600 million.’® More than half of the
output of the machine-building industry in eastern Ger-
many was exported, and in the 1954 plan for trade with
the Soviet Union, 80 per cent of eastern German exports
were to consist of machinery, the remainder including
optical and precision instruments, paper, books, periodi-
cals.?® Machinery and equipment constituted 40 per cent
of Poland’s imports in 1953, while industrial equipment
and means of transport made up 12 per cent of its ex-
ports.’” In the plan for 1954, the volume of these ex-
ports was to increase {urther; on the other hand, the
absolute quantity of exports of coal and coke—though
still a very important export commodity—was to be
smaller than in 1953, despite a planned increase in
mine output.!® Machinery and equipment accounted for
40 per cent of Czechoslovakia’s exports®

Two changes have occurred recently in the com-
mercial trade among the members of the group. One
was the cancellation on 1 January 1954 of castern
German reparations payments to the Soviet Union; the

8 Prayda (Moscow), 6 March 1954,

" 1bid. 12 July 1954

* Feonomic Commission for Furope, Etrde sur la Situation
Economique de Europe en 1954 (United Nations publication
1955 1LE2).

* [neshnyaya Torgoviya, 1954, No. 10

U Ibid, 1954, No. 11

8 Ihid, 1954, No. 7.

1 Press office of the Polish Embassy in London, Pelish Facts
and Figures, 29 May 1954.

2 Vneshnyaya Torgovlya, 1954, No. 11
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other was the sale to the countries concerned of Soviet
shares in joint companies in DBulgaria, Hungary, Ro-
mania (except Sovrompetiol, which owns the Romanian

petrolenm industty) and mainland China, and the re-
turn, without payment, of thirty-three Soviet companies
in eastern Germany.
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Alriea, coffee production, 134

Alrican dependencies of UK, balance of
payments, 142

Agriculture

centrally planned economies, 46, 49-50,
changes, in under-developed countries, 6
farm implements, 56, 142

government price supports in Argentina,

manpower shift to urban employment,
48, 79-80

market situetion and experts of agrieud-
tural raw materials, 96, 97

selected Latin American countries, 75

surpluses, 92, 109

western Burope, 34

see also under specific countries

INDEX

Australia {continned)
inflation, 42
inflow of UK eapital, 144
netional product, 43
prices, 44
terms of trade, 42, 43
USSR, experts to, 148
wages, 44
wool trade, 42, 136
Austria
balance with European Payments Union,

eastern Europe, imports {rom, 147
B

Balance of payments
internationa] econemic equilibrium, 8.9

Albania, trade with USSR, 151
Aluminium, 137
Argentina

apricultural output, 75

balance of payments, 72, 74, 142.43
capital goods imports, 142, 148
consumption, 73, 75

eastern Europe, trade with, 148
economic chunges, 62, 71-77
exports, 62, 74, 95, 134, 137
government expenditures, 73

grain inventories, 74

imporis, 74, 139, 142, 148

industrial production, 76

inflation and cost of living, 78
inventories, 73

investmeni, 72, 74

Japunese credit to, 145

linseed production and exports, 137
meal production and exports, 75, 134
national product, 74, 75

prices, 763 government supporis, 73
terms of trade, 72, 74

USSR, trade with, 148

wages, 77, 18

wheat exports, 132

wool output and exports, 136
Armaments, see Militury expenditures

Asia

effect of raw materials shamp in primary
producing countries, 60

losses of pold and dollar reserves in non-
sterfing countries, 117

whezt demand, 133

see also under specific countiies

Atomic energy, possible influence on {uture

trade patterns, 4

Australia, 42.44, 138-39

agricultural production, 43

balance of puyments, 42, 43, 142

eapital goods, imports of, 142

censumption, 43

employment and snemployment, 44

exports, 43, 44, 94, 131, 132, 134, 148

flotation of seenrities, 111, 116

zold and foreign exchange reserves, 143

governmen! expenditures, 43

imyports, 44, 95, 31, 142: liberalization
of restrictions. 11, 42, 43, 138

industrial production, 3, 44

potentiel deterforation of, 91-92
primary producing countries, 142-46
selected Latin American countrics, 72
trade restrictions to protect, 4, 7
under-developed countries, 5, 60

US and sterling area, 117, 118
western Europe, 119-30

see also under specific countries

Balance of trade, 91.95

changes in, 102-106

private enterprise economies, 22
under-developed countries, 60
western Burope, 30, 123

see also under specific countries

Banking system

Chilean inflation and, 85, 87
development banks, 13

Belgium, 39

balance of payments, 123, 125

consumption, 32, 33, 39

employment and unemployment, 35

exports, 33, 39

gold and dollar reserves, 123

governmen! expendilures, 36

imports, 33, 39, 125; liberalization of,
120, 129, 130

industrial production, 33, 39

invesiment, 39

national product, 32, 39

prices, 37

taxation, 39, 40

terins of trade, 33, 39

wages, 37, 39

Beneluy countries, liheralization of imperts

from dollar area, 10, 125, 129

Bolivia

ceonomic changes, 03

feod grant under US aid programme, G6n
mining production, 6hn

prices, 66

Brazil

agricultural production, 75

halance of payments, 72, 74, 134, 142,
143, 145

capital goods imporis, 142

cecod production and exports, 135

coffec output and exports, 74, 75, 132,
131

consumplion, 73, 75

cotlon exports, 136

devaluation of curreney, 76-77
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Brazil {continued)

economic changes, 71.77

Export-Import Bank loan te, 109, 144

exports, 71, T4, 94, 132, 136

freec murket of cruzeiros in western Ger-
many, 125

gold and foreign exchange reserves, 91,
139, 145

imports, 74, 132, 139, 142

industrial production, 76

investment, 72, 74

nationel product, 74, 75

terms of trade, 72, 74

US claims against, 103, 109, 112

wages and prices, 76, 77-78

British dependencies in Africa, balanece of

payinents, 142
Building, see Construction
Bulparia
agricultural production, 49
consumer goods, shift to output of, 48
eo-prdination of productien among cast-
ern European countries, 151
employment, 48
foreign trade, 150
tndustrial production, 47, 48
investment, 51
prices, 52
productivity, 49
sa]lesgf USSR shares in joint companies,
USSR, trade with, 151
wages, 53
Burma
balance of payments, 142
ehanges in economic conditions, 68
cost of living, 69
sovernmeni expenditures, 6B
rice exports, 68, 134
Business cycles, economic imbalances, 9

C

Canada, 25-29

agriculture, 28-29

balarce of peyments, 142

helance of trade, 102, 105, 112

consumption, 25, 27

empoyment and unemployment, 20

exports, 27, 94, 131; to westorn Europe,
1215 of wheat, 111, 132, 133

gold and dellar holdings, 103, 145

impc.g!s, 27, 95, 102, 109, 138, 140, 141,
142

industrial production, 28

investment, 25, 27, 143; by US, 143

national product, 27

prices, 29

recession of 1954, repercussions in west-
ern Europe, 120

US exports 1o, 109

wages, 29

wheat preduction and exports, 27, 111,
132,133

Capital

flow, to primary producing countrics,
143-45: of private, as cement in doi-
far supply, 1163 to under-developed
countries, 13
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Capital {continued)

outflow, from U8, 109, 112, 143.45; fiom
western Furope, 121-22

specttlative movements in western Eu-
rope, 127

Capital goods

China mainiand, tmports, 150, 151

import priorities in most countries, 99

improvements in productivity in private
enterprise economies, 23

primary producing countries, impozts of,
139, 140, 142

agles in centrally-planned economies, 52

shift te production of consumer goods
from, in centrally planned econemies,
47-48, 49, 54-55

trade ngreements between eastern Furo-
pean countries and under-developed
primary producing countries, 1¢8-49

under-developed countries, imports of, §,
65

US exports of, 12, 13, 109

{JSSR, exports of, 148, 151

Centrally planned economies, see Planned
economics

Cereals

east-west trade, 149

exports of, 94, 131

Ceylon

consumption fluctuations, 65

economic changes, 63

imporis, 05n, 139

prices, 66

rubber production and exports, 136, 150

tes exports, 132, 134

terms of trade, 64

Chemicals

exports of, 89

trade in, 141

Chile

agriculture, 75, 79, 87

consumptien, 73-74, 75, B3, 84, 85

copper, exports and taxation of, 84, 83,
137; stocks, 73-T4

cost of living, 82

eredit and banking activities, 85, 87

demend-supply situation, 88

devaluation of pese, 76-77, 78

economic changes in, 7177, 78-88

employment, 79-80

exchange rates, 84, 91

exports, 71, 74, 84, 85, 137

zold reserves and foreign exchange as
sets, 145

imporis, 84, 139, 142; prices and value,
81-82

income, 73, B4, 85

industrial production, 76, 79, 87-88

inflation, 78-88, 139

investment, 73, 74, 84, 85, 87

mining, 79, 84, 85

national produet, 74, 75, 79, 83-84

prices, 76, 78-79, 80-82

raw materinls slump, effect of, 7ln

taxation of export profits, 84, 85

terms of trade, 72, 74, 84, 85

wages, 78, 82-83, 85

China mainfand

agriculture, 49

consumer goods, rise in, 46, 48, 53, 536

demand.supply pesition, 51, 53

economic development and policies, 46,
54, 56-57

employment, 48

five-year plen, 56-57

heavy industry, 46, 47, 56

income, real; 54

industrial produsction, 47, 56.57

investment, 46, 47, 50, 51, 53, 56-57

military expenditures, 53

Ching mainland {continued)
national income, 47n, 50
prices, 46
producers’ goods production in relation
to consumer goods, 48, 57
rotioning, 46, 53
rubber agreements and imports, 136,
149, 150
trade, 57, 150, 151
wages, 5d
China: Taiwan
economic changes in, 67
exports, 67, 94; sugar, 132, 134
imports, 67, 139
inflation, 68
US aid programme, 68
Coal
easterp European trade, 151
Polish exports, 149-50
U5 experts, 109
western Furopean imports, 121
Cocoa
exports and prices, 96, 134-35
US imports, 93
Coconut oil, prices, 67
Coffes
Brazilian output and exports, 74, 75, 132,
134 ‘
Mexico, produetion in, 75
prices, 74, 96
US imports, decline of, 93, 109
Coke, eastern Furopean trade, 149, 151
Collective farms in mainland China, 57
Colombia
batance of payments, 143
doHar holdings, 145
foreign exchenge reserves, 146
imports, 139
US cleims against, 103, 11}
Commission on Interngtionndl Commodity
Trade, 92
Competition, foreign markets, 13
Construction, investmeni, in eastern Eu-
rope, 51; in US and Canada, 26, 27;
in western Burope, 32, 39
Consumer credit, limitatien of, 128
Consumer goods
centrally planned cconomies, demand
for, 5; increase in production of, 47-
48, 49, 54.55; investment in industries
producing, 46, 48; szles and distribu-
tion of, 52; supply of, 46, 51
composition of international trade in, 97
demand for, in western Turope, 126
fluctuations in market for, 97, 99
import restrictions, 6, 140
primary producing countries, imports
by, 18640, 141
shortages of, 53
stagnation of output in Chile, 87-88
under-developed countries, 5, 6, 65
US exports of, 109
Consumption
eqstern Buropean countries, 47-48
foodstufls, 57, 114
national product in relatien to, 38
North America, 25-26
private enterprise economies, 22
selected Latin American countries, 73
shure of output aveilable for, in centrally
planned economics, 46, 52
under-developed countries, 60, 65
western Eurepe, 30, 33, 37-28
see also under specific commodities snd
under countries
Co-operatives
mainluad Ching, 57
trade of, centrally planned economies, 52

Copper
Chile, exports and taxation of, 84, 85,
137; stocks, 73, 74
outptit, 76
prices infiuenced by strikes in mines, 97
Copra
Philippine exports, 137
prices, 67
Corporate profit taxes, 26-27
Cost of living
centrally pianned economies, 52
private enterprise economies, 29
under-developed countries, 66
see also under speeific countries
Cotton
consumption, 136
east-west trade, 149
exports, 109, 135-36, 149, 151
prices, 97, 135-36
production, Brazil, 75; mainland China,
49, 57; Mexico, 75; USSR, 49
textiles, rationing in mainland Ching,
53; stocks, accumulation in India, 70
western Europe, imports, 121, 130
Credit
Chilean inflation and, 85, 87
commercial, in western Lurope, 121-22
expansion of medium-term facilities, 94
granting of, by eastern Europesn coun-
tries to under-developed countries, 148
tightening of facilities, 91, 127-28
Cruzeiros, free market for, in western Ger-
many, 125
Cuba
halance of psyments, 72, 74
halance of trade, 74
consumption, 73, 75
economic changes, 71-77
exports, 71, 74
imports, 74, 139
inventeries, 73
investment, 72, 74
national product, 74, 75
prices, 76, 77
sugar production, prices and exports, 74,
75, 134
terms of trade, 72, 74
Currencies
devaiuation, 114-15, 116; Brazil, 76-77;
Chile, 76-77, 78; Mexico, 77
free market, favouring transit trade in
western Germany, 125
Czechoslovakia
agricubture, 49, 54
co-ordination of production with other
eastern European countries, 151
employmesnt, 48
foreign trade, 148, 150, 151
industrial production, 54
investment, 51
machinery and equipment exports, 151
national income, 50
prices, 52
shift from heavy industry to comsumer
zoods industries, 48
wages, 54

D

Dairy products, New Zealand, 43
Deflation
Cuba, 77
econemic imbalances and, 9
policy adopted in Tapan, 45n
under-developed countries, 61, 62, 65
BDelivery quotas for agricultural products,
and prices, 52, 54
Demand and supply
centrally planned eeonomices, 51-54
ceonomic expansion in relation to, 38
foodstufls, 97
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Demand and supply (continued)
primary products, 96
rationing in some eastern BEuropean
eountries in relotion to, 53
raw materials, 93-94
Denmarl, 41
agricultural production, 3¢
balence of payments, 123, 126, 128
consumption, 32, 33, 42
econonic expansion, 41-42
employment and unemployment, 35, 42
exports, 33, 41, 126-27, 147
gold and dollar reserves, 123, 127
government expenditures, 41
imports, 33, 41, 126
industrial production, 33
investment, 41
sules taxes, 11
wages, 37, 42
Depeadencies of contineatal western Euro-
pean countries
balance of trade, 105
dollar earnings end transfers, 111, 112
imporls, 93, 139
terms of trade, 103
Perationing, see Rationing and deration-

ing
Devaluation of currencies, see Currencies
Discount rate, rise in, 11
Dollar
holdings, by primary producing eoun-
trics, 145; rise outside US, 11, 91, 103,
108; during US recessions, 116, 117-19
supply problems, 11-13, 114-15
use of, 116-17
Dollar aren
exports to western Europe, 93, 121
liberalization of imports from, 11, 93, 94,
120, 122.23, 125, 129-30
regionalization of trade and, 105
Dollar balance in 1954, 108-19
Domestic trade, in centrally planned econ-
omies, 52, 57
E
East-west trade, 92, 94, 121, 147, 148
Economic development
Burma and Thailand, 68
Chile, 78, 87
degree of, in under-developed countries,
60
integrated programme for, b
movement  {rom agricultural 1o non-
agricultural cccupations during, 80
Economic policies
centrally planned economies, 54-57
pationalism affecting international eco-
nomie equilibriem, 14
Egypt
cotton production and exports, 136, 149
import reductions, 139, 140
Employment and unemployment
centrelly planned cconomies, 48
government policies on, 14
movement {rom agriculiure]l to non-agri-
cultural ecenpations, 79-80
private enterprise economies, 23
protection of domestic industries to pre-
vent unemployment, 7-8
see alse under specific countries
Engineering products
co-ordination of production among easl-
ers Luropean countries, 151
expansion of production in centrally
pianned economics, 46
exports from eastern European countries
to under-developed eountries, 150
trade in, 94, 98
EPU: see European Payments Union
Europe, costers, 46-57, 147.52
agriculture, 49-50

Europe, eastern {continued)
co-ordination of production among coun-
tries of, 54-55, 151
countries included in, 147n
demand-supply position, 51.54, 131
east-west trade, 92, 94, 121, 147, 148
economic policy changes, 54-56
employment znd productivity, 48-49
industrial production, 47-48
investment, 50-51
miliary expenditures, 51
national income, 50
regional and world trede, 147-62
wool imports, 136, 149
see also under specific countries
Europe, western, 20-42
agricultural production, 33, 34
balance of payments, 119-30
balance of trade, 30, 123
consumptien, 30, 33, 37-38
credits, 121.22, 145
east-west trade, 92, 94, 121, 147, 148
economic activities, expansion of, 11, 91,
93, ¢4, 96, 120.21
empsluymcnt and unemployment, 23, 34,
3
Europesn Poyments Union, 122.23
export expansion, 11, 33, 93, 121, 131
gold snd doliar holdings, 103, 117
government expenditures, 32
income, personal, 30
mperts, 93, 95, 100, 115, 120-21, 137:
liberalization of restrictions, 931, 94,
129-30
industrial production, 30-31, 33-35
invesiment, 32
national product, 29, 30-31, 32
regional trade, 121
retail prices, 23, 35-36
taxation, 39
terms of trade, 96
textile production and exports, 136, 141
US, balence of goods and services with,
112, 129; military expenditures, 121,
reduction of aid, 122; trade with, 129
wage rates, 23, 30, 37, 38
European Paoyments Unien, 122-23
credit balonces of certain countries, 125
purtial settiement of UK debt to, 111n
payments Lo creditor members, 118
prolongation of, 3
European Recovery Program, 116
Export-Import Bank of Washington
puarantee for colton exports to Japan,

11
loan to Bigezil, 109, 144
Joans to finance US exports, 13
Exports
castern Furopean countries, 147-52
fluctuations in world, 91, 93
industrizlized countries, 7, 8, 96
QFEEC countries, 94
price declines, 60, 64-63, 93, 95, 96
primary producing countries, 96, 131-37
private enterprise cconomies, 22
undei-developed coustries, 64-05; devel-
opment of export industiies, 5, 10, 60;
restrietions, 6
see also under specific countrics

F

Fair trade practices, 4, 7
Far East, imports, 139
TFarm income, in centrally planned econo-
mies, 52
Farms, eollective, in mainland China, 57
Fats and oils
imports of western Eurepe, 130
5 exports of, 109

Fibres, agricultural, market situntion for, 97
Finance, shift in financing of trade, 15
Finland
exports, 132, 147
imports, 139
triangular arrangements with eastern
European countries, 147-48
Five-year plans
castern European countries, 54-55
India, 69
mainland China, 56-57
Fixed capital investment, see Investment
Fodder crops, in esstern Europe, 49
Food
demand as result of labour migration, 80
eastern European countries, exports, im-
ports, and prices, 52, 147, 149, 151
{zl} in exports of, 141
mainfand China, increases in demand, 33
price fluctuations, 52, 62, 66, 97
primary producing countries, exports,
132-35; imports, 139
processing industries in centrally
planned economies, 44, 51
shortages in Mexico, 73
subsidies in India, 70
under-developed countries, domestic out-
put und prices, 60}, 61, 65, 66
US consumption and imports, 108, 114
Foreign exchange
Brazil, 139
controls, 5, 6-7, 9, 10
holdings by US from sale of agricultural
surpluses, 11}
industzial countries, 91
influence of reserves on capital goods
imports, 142
reserves of primary producing countiies,
91, 105, 145.46
under-developed countries, 5, 6-7, 60
Foreign exchange rates, adjustments im,
9,191
Toreign investment
eontrol of, under-developed countrics, 6
by governments, 13
liquidation el British, 15
by US private investors, 12
Foreign Operations Administration, ex-
penditures by, 100
Frane area, transactions with rest of wozld,
25

France, 39, 124-25

agriculture, 124

balunce of trade, 123

capitel fow from, 14445

consumer prices and unit costs, 37

consumplion, 39

credit to Iran, 145

cconomic expansion, 39, 124-25

Europesn Payments Union,
with, 123

exports, 33, 39, 182, 141, 147

imports, 33, 39, 123

Indonesia, eredit 1o, 145

industrial production, 33, 39, 124

inventoeries, 33, 39

investment, 32, 33, 39

nalional produet, 32, 39

prices, 37

repurchase of currency from Interna-
tional Menetary Fund, 111

laxation, 39

US, aid from, 169, 124; military expendi-
tures, 125

wage rates, 37, 3%

Tree trade

importance of balenced cconomic
growth to, 15-16

steps to achieve, ¢

balance
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French dependencies
capital flow {rom France to, 145
imports of capital geods, 142

G

Genergl Agreement on Tariffs and Trade
(GATT)
functioning, 3-4
international economic co-speration, 10
trade and exchange rules, 13
Germany, eastern
agricultural production, 49
cancellation of reparation payments to
USSR, 151
co-ordination of production among east-
ern European countries, 151
employment, 48
foreign trade, 148, 150, 151
industrial equipment exports, 148
industrial production, 47, 54
investrneat, 50, 51
natienal income, 50
prices, 52
rationing, 53
return of Soviet companies to, 152
USSR credit to, 151
wages, 54
Germany, western, 41
halance of payments, 125
balanee of trade, 123
capital outflow, 122
clearings, 125
competition in world markets, 13
consumer prices and unit costs, 37
consumption, 41
credit position, 145
gconomic expansion, 32, 41, 105
employment snd unemployment, 34, 35
European Payments Union, halance
with, 122, 123
export rise, 33, 41, 105, 121, 125, 134,
147
gold and dellar reserves, 125
imports, 33, 105; from eastern Europe,
147; liberalization of, from dollar
area, 120, 123, 125, 130; prices, 41;
wheat, 132
industrial production, 32, 33, 105
investment, 33, 41
{ran, credit to, 145
measures to improve trade and payments
situation, 10
national product, 30, 41
prices, 37
taxation, 41
terms of trade, 41
transit trade, 125
US military expenditures, 125
vehicle exports, 141
wage rates, 37, 41
Gold
and dollar reserve holdings outside US,
11, 91, 103, 108, 116, 145-46
“gold terms of trade” in Chile, 84n
mining of, 103
stendard, abandonment of, by Chile, 78;
ahstacles to return of, 14
Gold Coast, cocon exports, 135
Government expenditures
North America, 24-25
private enterprise economies, 21.22
selected Latin American countries, 73
under-developed countries, 60
western Earope, 24, 30
see also under specific countries
Grains .
Argentine govesrnment price supports
for, 73
in castern Buropean trade, 151

Grains (continued)
imports, by primary producing coun-
tries, 140; by western Europe, 121
production, in centrally planned econo-
mies, 4%4; Canada, 27; India, 69, 70;
plans in USSR, 56; primary preduc-
ing countries, 132
Giecce, liberalization of import controls,
129, 130
Gross national product, see National prod-
uct, gross
H
Handieraits
production plans in meinland China, 56
trade, centrally planned economies, 52
Heavy industries
co-ordination of production among cast-
ern Buropean couniries, 151
emphasis resumed, in USSR, 55
expansion in mainland China, 46, 47
investment in centrally planned econo-
mies, 46, 5ln; shift of, from heavy
industries to consamer goods indus-
tries, 48
Heng Kong
exporis to muinfand China, 131, 150
imports, decline in, 139
Hungary
agricultural production, 49
co-ordination of production with other
eastern European countries, 151
employment, 48
foreign trade, 160
handicrafts sales, 52
industrial preduction, 5¢
investmeny, 51
national income, 50
prices, 52, 53
productivity, 49
sale of USSR shares in joint companics,
152
shift from heavy industry to consumer
goods industries, consequences of, 48
USSR, trade with, 151
wapes, 53, 54
I

Import restrictions

Australia, 42, 137

dellar supply problems, 11-12, 116

economic equilibrium and, 9

industrialized countries, 7, B

Japan, 456

Hiberalization of, from doliar area, 93,

120, 122.23, 125, 129-30

primary producing countries, 94, 140

to protect balence of payments, 128

under-developed countries, 5, 6, 62

see also under specific countries
Imports

dellar shortage and, 11.12

duties, 3, 5

eastern Turopean countries, 147

expansion of, 11, 91

influence on domestic prices, 35

primary producing countries, 95, 138-42

private entcrprise cconomies, 22

rise in several western European counm-

tries, 126

under-developed countries, 5, 60, 65

during US reecssions, 114-15, 116
Income, national

ce:gtlrully plarned economies, 47-48, 50-

concept of, in centrally plarned econo-
mics, 46n

government appropriations {rom, in US,
26

increase of consumption share in east-
ern Europe, 51

Income, national {continued)
in relation to astional output, in private
enterprise economies, 39
Income, personal
centrally planned economies, 4, 46, 53-5¢
private enterprisc economics, 30
taxation in relation to, 38
under-developed countries, 5, 60
western Lurope, 30
Income tax
reduction in US, 26-27
western Europe, 39
India
agricaltural production, 69
balance of tiade, 70
cereal production, 132
consumnption, 70
economic changes, §9.70
employment, 69-70
exports, 97, 132, 134
five-year plan, 69
government expenditures, 70
impoerts, 133-34, 139, 149
industrial produetion, 69
investment, 70
national product, 69, 70
tea exports, 134
trade sgreement with USSR, 148
Indochina, US payments to France for ex-
penditures i, 100
Indonesia
capital goods imports, 142
consumption fluctuations, 65
econemic changes, 03
exports, 132, 136
gﬂ;c‘iéﬂnd foreign exchange reserves, 145,

imports, 131, 139, 141
Netherlands credit to, 145
prices, 66
Industrinl fibres, price rises, 64
Industrial production
changes, in centrally planned cconomies,
47.48
co-ordination, among eastern Europenn
cotptrics, 151
QEEC ecountries, 94
private enterprise economies, 23
during recessions in US, 119
selected Latin American countries, 76
trends influencing new materiaks de-
mands, 93-94
under-developed countries, 16
western Europe, 33-35
see olse under specific countries
Industrinlization
centrally planned cconomies, 46, 47-48,
Chile, 80
China, mainland, 56, 57
under-developed countries, 6, 14-19
Industrialized countries, 7-8
balance of puyments, 7
expozts, quaniunm and unit velues, 94, 96
granis of techrical and economic aid 1o
under-developed countries, 15.16
protectionist policies, 7-8
rise in world trade, 91, 93
terms of trade, 96
trade restrictions, 5.7, 8
Industry
balanced growth within one ecountry
versus balanced international growth,
15-16
disparity between changes in productiv-
ity and money incomes in centrally
planned cconomies, 52
national defence, importance for, 7
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Industry (continued)
protectionist policies, in industriglized
cotntries, 7-8; in under-developed
counlries, 5-6
trade restrictions to protect from foreign
competition, 45
Inflation
Chile, 78-88, 139
economic imbalances and, 9
{actors determining, 79
under-developed countries, 5, 66
see olso under specific countries
Interest rate, raising of, 127-28
International Bank {or Reconstruction and
Development
flotations by, 111, 116
international economic co-operation, 10
loans, 13
payments of subscriptions 1o, 125
repayment by Netherlands to, 111
Internationszl Commodity Trade, Perma-
nent Advisory Commission on, 3
International Monetary Fund
dollar receipts, 111
international economic co-operation, 10
payments of subscriptions to, 125
repurchases of currencies, 111, 118
trade and exchange rules, 13
Internutional Sugar Agreement, 134
International trade and payments
bilateral and muohilateral equilibrium, 9
commodity compesition, shift of, 96-101
controls, on payments, 6, 7, 10, 14-15
eastern Europe and mainlend China,
14752
cconomic imbalance, 8-15
government restrictions on  payments,
reasons for, 4
international economic equilibrium, 8.9
primary producing countries, 131-46
regionalization of trade, 103
rise in volume of, 92.95
1erms of trade, relative stability, 9596
trends towards economic equilibrium, 10
US, western Europe, Jupan, 108-19
see afso Balance of trade; Terms of
trade; Trade restrictions
International Trade Organization, 8
International Wheat Agreement, 132
Inventories
accumulation, rute in private enterprise
economies, 21-22
changes in US recessions, 112
of export goods in selected Latin Ameri-
can countries, 72
North America, 25
under-developed countries, 60, 65
western Europe, 32-33
see afso under specific countries
Investment
centraily planned econemies, 47-48, 50-
51; allocation changes, 46; priorities,

fixed eapital, in primary producing eoun-
tries, 94; privaie enterprise cconomies,
22, 32; restriction of, 128
selected Latin American countries, 72,
74
under-developed countries, 60-61, 65
western Europe, 30
see alse Toreign investment; Inven-
lories; and under specific countries
Investment goods, see Capital goods
Iran
credits to, 145
petroleum exports, 137
Ireg, petreleum production, exports, 137
Iron ore
Swedish experts of, 150
LISSR exports of, 151

Iron and steel products, imports of, 142
Israel, imports of industriai machinery, 142
Iraly, 41

ggricultural produetion, 34, 124

balance of trade, 123

consumer prices and unit costs, 38

constemption, 41

employment gnd unemployment, 35

exports, 33, 41

government expenditures, 41

imports, 10, 33, 41, 147

industrial production, 33, 124

investment, 4}

national product, 32, 41

terms of trade, 41

US militery expenditures, 124

wage rates, 37, 41

wheat output, 132

Tapan, 44-45

agriculture, 44, 45

belance of payments, 44, 45, 123, 126,
127-28

balence of trade, 45

China mainland, trade with, 150

competition by, in world markets, 13

consumption, 43

cotton exports and imports, 97, 111

creidists to primary producing countries,

4

deflation, 45n

employment, 45

exporls, 13, 97, 126, 141, 150;
values, 95

gold and foreign exchange reserves, 128

government expendilures, 45

erain production, 132

imports, 13, 126, 132, 133; relsxation of
restrictions, 128

industrial production, 44, 45

inventories, 45

invesiment, 45

national product, 45

rice, demand and imports, 131, 133

US military expenditures in, 13, 126

Jute

exports, 94, 131, 130

prices, 97

production, 70, 136

K
Kuwait, petroleum production, exports, 137

L

unit

Latin America

Lualanee of payments, 112, 142-43

balance of trade, 102

capital flow to UK, T44

capital geods, imports of, 142

chemicals, imports of, 141

economic developments, 78; in selected
countries, 71-77

exports, rise, 1313 decline of, to US, 109,
137; carnings, 132

gold and foreign exchange reserves, 117,
145-46

hmports, increases, 85, 131; from OLEC
eountries, 94; quantum, 139; restric-
tions, 116

petroleum exports, decline, 137

raw mueterials shumyp, effect of in pri-
mary producing countries, 60

terms of trade, 96, 103

textile imports, 140

US, investment in, 143

US, trade with, 102, 109, 134

vehicle imports, 141

ser also under specific countries

Lead, trade in, 137
Light industries, centrally planned econo-
mies, 46, 51
Livesteck
centrally planned economies, 49
output plans in USSR, 56
products in enst-west trade; 149
Loans
by Export-Import Bank and by Interna-
tionnl Bank for Heconstructien and
Development, 13
internal, in USSR, 55
Lauxembourg
balance of payments, 1283, 125
gold and dollar reserves, 123
liberalization of imports from doliar
area, 120, 125, 120, 130
Luxury consumer goods, imports in under-
developed countries, 6

M
Machinery
cast German exports, 151
trade in, 98, 142; castern Europe, 149,
151
S experts, 109
USSR exports, 151
Muinland Chiga, see China maintand
Muaize
eastern Europe, production, 49
USSR output plans, 56
Malaya
consumption fluetuations, 65
ecopomic changes, 63
money trade balances, 65n
rubber exports, 136
Manpewer, shift frem agriculture to urban
employment, 48, 79-80
Manufactured poods
composition of trade, changes in, 98
expansion of production in centrally
planned economies, 46
imports, US, 108, 114; western Europe,
126
Marshall plan, 10, 11
Meat
Argentina, production snd exports, 75,
134

international trade in, 134
Metals and metal industries

castern European countries, imports by,
140

expansion of metallurgical industries in
centrally planned ecenomies, 46

international trade, 98, 137

muarket situation, 97

non-ferrous, rise in exports, 131; USSR
imports, 149

precious, USSR sales of, 150

prices, 137

production, 65

stockpiling by US, 97

western European imports, 126

Mexico

agricultural production, 75

balance of rade, 74

consumption, 73, 75

economie changes, 71-77

exports, 71, T4

gold reserves and foreizn exchange as-
sets, 145, 140

industrial preduetion, 76

tnventories, 73

investment, 74

national produet, 74, 75

peso, devaluation ol, 77, 139; cxchange
rale adjusiments, 91

prices, 76, 77

shoertages of foodstulls, 73
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Mexico (continued)
terms of trade, 72, 74
wages, 77, 78
Middle East
balance of payments, 142
petroleum, exports, 132, 137; US invest-
ment in industry, 143
Military expenditures
Canada, 27
enstern Europesn countries, 51
private enterprise cconomies, 22
U5, 25, 108, 109 in France, 125; in
Japan, 13, 45; in [taly, 125
USSR, 581, 55
Yugoslavia, 58
Minerals
quantum and unit value of exports, 96
see also under specific commodities
Mining
Chile, 79
output in Latin America, 76
Monopolies, Yuposlavia, 59
Motor vehicles
imports, Denmark and Sweden, 126
US exports, 109
Multilateral trade and payments system
economic imbalances resulting irom
breakdowsn of, 9, 10
freer trade and problems of, 15
regionalization of trade and, 105
settlements in dollars, shifts in, 111
work townrds re-establishment of, 16

N

National defence
export restrictions for, 8
profection of industries vital for, 7
National produet, gross
centrally planned economies, 52
changes in principel components, se-
lected Latin Americen eountries, 71-75
consumption in relation to, 38, 52
North America, 24
private enterprise ceonomies, 21, 22.23
western Europe, 20-31
see also under specific countries
Netherlands, 41
balance of payments, 125
consumption, 32, 41
credit to Indonesiz, 145
exports, 33, 41, 147; incentives to pro-
mote, 125
government expenditures, 41
imports, 41, 147; liberalization of, from
dollar areas, 120, 130
industricl production, 32, 33
International Bask for Reconstraction
and Development, repayment to, 111
inventories, 33, 41
investment, 33, 41
national produet, 40, 41
productivity, 41
taxation, 41
transit trade, 125
wage rates, 37, 41
Netherlands Antilles, petroleum exports,
137
New Zealand, 42-44
agricaltural production, 43
balance of payments, 42, 43, 142
consumption, 43
credit controls, 11
employment and unemployment, 44
exports, 43, 44
governmnent expenditures, 43
imports, 43, 44; restrictions, 42, 139
textiles, 141
industrial production, 43, 44
infation, 42
inventories, 43

New Zealand {continued)
national product, 43
prices, 44
terms of trade, 42, 43
wages, 44
wool trade, 42
Nigeria, cocor exports, 135
North America, 24-29
consumplion trends, 25
employment, 23
government expenditures, 24
inventeries, 22
national product, 23, 24
prices, 23
wage rates, 23
western Eurcpe, balance of payments
with, 120
see aise Canada: United States
Northern Rhodesia, copper exports, 137
Norway, 40
balance of payments, measures to pro-
tect, 128
balance of trade, 123, 126
consumption, 40
discount rate rise, 11
employment, 40
exports, 33, 40, 12627
government expenditures, 40
imports, 40, 126
industrial preduction, 33
inventories, 33, 40
investment, 40
netional product, 32, 39
residential building, 32
lerms of trade, 40
witge rates, 37, 40

0

OEEC, see Organisation for Eurepean
Economic Co-vperation
Offshore procurement programme, 109
Organisation for Buropean Economic Co-
operation (OLEC)
balance of trade of member countrics,
102, 105
commercial poliey, 3
dependencies of member countries, im-
ports of, 139
exports by member countries, 94, 95, 96,
14

9

gold and dollar heldings, 103.105

imports by member countries, 9¢

member countries, list, 92n

regionalization of trade, 94, 105

terms of trade, 96
Organization of American States (0AS}, 3
Organization of Trade Co-operation, 4
Oversea sterling aren

balance of payments, 142

balance of trade, 103

dollar balances, 112

dollar transiers to UK from, 111

exports 131, 132

gold and foreign exchange reserves, 145

imports, 95, 121, 138

QEEC countries and UK exports to, 94

regionalization of trade, 105

sterling balances, 145

terms of trade, 96

UK eapital fow 1o, 144

U8 exports to, 109

see also Sterling area

P
Pakistan
balance of payments, 142
capital goods imports, 142
cotlon and jute preduction and exports,
136, 150

Pakistan (continued)

domestic preduction increases, 65n
economic developments, 63
exports, 94, 131; to mainland China, 150
imports, 139, 140, 141, 142
inventories, 65n

investment, 05n

prices, 66

terms of trade, G4

trade restrietions, 10

UK loan to, 144

whest production, 132

Peesants’ income, centrally planned eecono-

mies, 52, 54

Permanent Advisory Commissicn on Inter-

national Commaodity Trade, 3

Peru

balance of payments, 142-43

capital goods imports, 142

economic changes, 63

gold reserves and foreign exchange as-
sets, 145

imports, 65, 139, 142

mining production, 651

money trade balances, 650

prices, 66

terms of trade, 64

Petrelenm and petroleum industry

alteration of pattern of trade, 14

demand, 137

exports, 181, 137; from eastern Lure-
peen  countries, 150; from Latin
America, 132

prices, 67, 96, 137

production of crude, 137

US investments abroad, 143

Philippines

economic changés, 67

exports, 67, 132; copra, 137; sugar, 134
foreign exchange reserves, 146

imports, 67, 139

investment, 67

prices, 67

terms of trade, 67

Planned economies, 46-59

ggricaitural production, 49-50

co-ordination of production ameng coun-
tries, 54-55, 151

demand-supply position, 51.54

employment, 48

income, 53-54

industrial production, 47-48

industrizlization, 54

investment, 50.51

rational income, 50-51; concept of, 47n

policy changes, 54-57

prices, 52, 53

productivity, 48-49

shift from producer to consumer goods
production, 47-48, 49, 54.55

trade, regional and world, 14, 147.52

wages, 53-54

see also China mainland; Europe, east.
ern; Union of Soviet Socialist Re-
publics

Poland

agriculture, 49, 54

black market in foodstufls, 53
coal and coke exports, 149-50
foreign trade, 150

heavy industry, emphasis on, 48
industrial production, 47, 54
investment, 51

national income, 50

prices, 52

EISSR, wrade with, 151
wages, 54

Population, movement from agriculture to

wrban employment, 79-80
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Power
expansion of preduction in centrally
planned economies, 54
imports of equipment by primary pro-
ducing counlries, 142
Precious metals, USSR sales of, 150
Prices
centrelly planned economies, 40, 52, 53
export prices, decline in, 92-03, 95, 66
primary products, 96, 97, 131
raw mauterials, fluctuations in, 62, 185
37; slump in, and repercussions, 60-
61, 63, 67, 7ln
retail, in privete enterprise economies, 23
selected Latin American countries, 76-78
under-developed countries, 66, 77
during US recessions, 114-15
western Europe, 35-37
see also under specific commodities and
specific countries
Primary producing countrics, 131-46
balance of payments, 142-46
balance of trede, 91, 105, 131-42
cupital equipment, imports of, 148-49
capital flow to, 14345
castern Burope, trede with, 148
exports, 93-94, 96, 131-37
zold and foreign exchange reserves, 94,
105, 121, 145-16
imperls, 84, 95, 121, 138.42
supply-demand, raw materials, 93-94
terms of trade, 22, 142
Primary products
export compesitien, primary producing
countries, 132.37
fluctuations in demand, 9
import composition, eastorn LKuropesn
countries, 149 -
prices, 96, 97, 131
shifting commodity composition of trade,
96-99
trade agreements between eastern Euro-
pean countries and under-developed
countries, 148-49
see alse Raw materinls; and under spe-
cific commodities
Private enterprise economies, 21-45
Australin and New Zealand, 4344
balance of trade, 22
consumption, 22
government expenditures, 21, 22
inventories, 21.22
Japan, 44-45
national preduct, 21, 22
North America, cconomic changes, 24-29
productivity, 23
rearmament programme, 22, 23
western Europe, 29-42
Private trade, cenlrally planned econo-
mies, 52
Producer goods, see Capital goods
Production
co-ordination, smeng eastern European
countries, 54-ha, 151
local, lo offset decline in imports in
under-developed countries, 630
selected Latin American countries, 75-76
U8, 112, 114, 115
world, expansion in, 91, 114, 115
see also Industiizl produetion; and un-
der specific commodities and countries
Productivity
centrally planncd ceconomics, 48-49
privaie enlerprise economics, 23
under-developed eountries, 6
wage rates in relation te, 39
see alsv under specific countries
Profits
export industries, declines in under-
developed countries, 60, 65

Profits {continued)
rise of margins in western Europe, 36
terms of trade, impact on, 39
Protectionist policies
industrialized eountries, 7-8
under-developed countries, 5, &
unemployment in refation to, 8

R

Rationing and derationing
centrally planned economies, 46
Ching, 46, 53
eastern Germany, 53
Homania, 53

Row muterials
comparative stability of markets, 96
demand, fluctuations in, 71, 93-9¢

eastern European countries, imports of,

149

economic changes in countries produe-

ing, 62-70

exponsion in output, centrully planned

ceonomies, 54
exports, 96, 131, 135-37

prices, fluctuations, 22, 62, 63, 135-37;
slomp and consequences of, 60-01, 63,

67, 1u

processing  of, under-developed coun-

tries, 14
seleeted Latin American countries, 71

trede amony easters European countries

and mainland China, 151

under-developed countries, 60-61

US imporis, 114
Rayon, trade in, 141
Reclamation works

Chira, 57

eastern Europenn countries, 54
Itegional consuitations on trade, 3
Rhodesia, Northern, copper exports, 137
Rice

demand, 62, 68-69

production and exports, 75, 97, 133-34

surpluses, 92
Romania

agricultural production, 49

{foreign trade, 150

industrial production, 47

investment, 51r

nationgl income, 50

prices, 52, 53

production ef producer and consumer

goods, 4
rationing, 53

sule to, of Soviet shares in jeint com-

panies, 152
USSR, trade with, 151
wages, 53, 54
Rubber

China mainland, sgreements with Cey-

lon, 136, 150; USSR, 149
in east-west trade, 149
prices, 97, 136
production and exports, 65, 97, 136

5

Saudi Arebia, petroleum production and

exports, 137
Sell-sulliciency

incentives for under-developed countries

to achieve, 6

possible attainment by industrial coun-

tries, ¢
Shipping serviecs
earnings by western Europe, 121
Us, 116
Shortages
centrally planned economies, 53
foodstuffs, 73, 97

Shortages {continned)
raw materials and industriai supplies,
Brail, 73
Singapore, exports, 131
Six-year plan, USSR, 55-56
South Africa, Union of, see Union of
South Africa
South America
imports from western Europe, 121
US exports to, 109
see alsp Latin America; snd under
specific countries
Spain
gruin imports, 140
trade restrictions, 10
Special United Nations Fund fer Economic
Development, 13
State enterprises
centrally plenned economies, wage funds
spending, 52
China mainland, 57
Steel mill produets, US imports of, 114
Sterling srea
balance of payments, 105, 117, 118
exports to US during recessions, 117, 118
goid and dollar reserves, increase, 117-
119, 145
import restrictions, relaxation, 10, 116
repercussions of US recessions, 117, 119
trade balances, 102
US balanece of goods and services with,
112,117,118
wool exports, 136
see also Overses sterling area
Strategic materials, stockpiling in US, 97,
109, 114, 117, 136
Sugar
exports of, 94, 131, 134
prices, 67, 97, 134
production, 97, 134; in China mainland,
49; in Cubu, 74, 75; in eastern Eu-
rope, 49; in India, 70
supply-demand situation, 134
surpluses, 92
Sweden
balance of payments, 126, 127, 128
congwmer prices and unit costs, 38
consumplion, 40
exports, 38, 40, 126-27, 132
goid and dollar reserves, 127
povernment expenditures, 40
imports, 33, 40, 126; coal {rom Poland,
149.50; of dollar goods, 10
industrial production, 33
inventories, 33, 40
investment, 40
natienal product, 32, 40
laxotion, 40
terms of trade, 40, 126
trade liberalization, 40
wage rates, 37, 40
Switzerland
balance of payments, 125
China mainland, exports to, 150
import policy, 125, 120
Synthetic materials
develepment of, influencing trade pat-
lerns, 10, 1415, 16
trede in synthetic fibres, 141

T

Taiwan, see China; Taiwan
Tariffs
effects of imposition of, in industrialized
countries, 7
protective, in under-developed countries,
B
reduction by US, to help equilibrium, 12
unemployment in relation to, 7-8
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Taxatien
consumption, effect en, in private enter-
prise economies, 22, 39
corporate profit taxes, US, 26.27
income tax, US, 26-27; western Europe,

meastres o protect balance of pay-
ments, 128
see also under specific countries
Few, exports and prices, 134
Technical assistance
by eastern Buropean countries Lo under.
deveioped countrics, 148
by industriglized to under-developed
countries, 15
Technolopical development
as [aetor in international econemic equi-
librium, 13-14
influences on trade patterns, 14-15
Terms of trade, 95-96
primary producing couniries, 131, 138
private enterprise cconomies, 22, 3¢
under-developed countries, 60, 64
western Europe, 30
see also under specifie countries
Textile fibres
eastern European countries, imports, 149
export receipts from, 96
production, 65
Textiles
collen, 97; primary producing countries,
140-41; China mainland, rationing,
53; stoeks, accumulation, India, 70
exports, 99
imports, 140-41
investments, China, 56
outpat, Pakistan, 65n; UK, 128
Thailand
balance of puyments, 68
changes in economic condilions, 68
deflationary tendencies, 68
exports, 62, 94, 132; of rice, 68, 69, 134
prices, 69
Timber, cxports from eastern European
coutries, 150
Tin, prices and exports, 1587
Tohaceo
China mainland, production, 49
eastern TLuropean countries, imports of,
149
Turkey, exports, 126
Toutism
carnings of western Europe, 121
LS expenditures, 116
Frade, see International trade and pay-
ments
Trade agreements, 132, 148.49
Trade restrictions
in enst-wesl trade, 92
as factor of international economic in-
balance, 8-9
[ree versus restricled trade, 4
by governments, 4-5, 7
industrialized countries, 7-8
patterns of pre-war versus post-war, 1d-
15
relaxation of, 10:11; on imports from
dollar area, 93, 94, 120, 122.238, 125,
120-30
under-developed countries, 5, 6-7
unemployment in relation to, 8
see also Import restrictions
TFransport
cquipment, east European trade, 151;
easl-west trade, 149; imports by pri-
mary producing countries, 142
services, payments for, 116
Tuarkey
balance of payments, 123, 126, 128
exports to eastern Europe, 147

Turkey (continued)
{oreign trade, 126
gold and doillar reserves, 123
grain supply difkculties, 126
trade restrictions, 11
wheat production and exports, 132, 133

U
Ukraine, agricultural preduction, 49
Under-developed countries, 5-7, 60-88
halance of puyments, 5, 60
capital flow 1o, 13
Chife, inflation, 78-88
consumplion, 60, 65
cost of living, 66
deflation, 61, 62, 65
development of export industries versus
import-replacing industries, 3, 10, 60
ceonomic  development, problems in-
volved, 5-6
engineering  products, imports from
eustern Luropean countries, 150
expanding ceonomy and balanced
growth, 15
expoerls, 5, 10, 60, 64-05
povernment expenditures, 60
imports, 5, 60, 65
income, personal, 5, 60
industrialization, 6, 14-15
inflation, 5, GO
international foans to, 13
inventories, 60, 65
investment, 60-61, 65
Latin * American countries, economic
changes in selected, 71-78
selected countries producing raw male-
rials and food, 62.70
trade agreements with castern European
counltries, 148-49
trade and payments controls, 5, 6.7
see also Primary producing countries
LUnemployment, see Employment and un-
crployment
Union of South Alrica
godd production, 145
imports, 139
inflow of UK capital, 144
trade liberalization, 10
Usnion of Seviet Socislist Republics
agriculture, cimphasis on, 46; investmen?
in, 55; production, 49
Argentina, trade with, 134, 148
cancetlation of castern German repara.
tiong payments, 151
consumer goods, 48; allocations and in-
vestments, 50; cmphasis on produc-
tion of, 147
economic poliey changes, 46, 55-56, 147
employment, 48, 54
exports, 147,151
Fintand, trade with, 147
foed-processing industries, 46
foreizn trade, 15051
grain exports, 151
heavy industry, emphasis on, 46, 58, 56
imporls, expansion, 131, 147, 149
income, total, of population, 54
industriat productiosn, 47, 54
investment, 50, 51; priorities, 53; na-
tional income, relation to, 51
Hight industry, 46
loan subscriptions, 55
meat agreements with Argenting and
Uruguay, 134
metal imports, 149
military expenditures, 51, 55
national income, 50
prices, 52, 53, 54
productivity, 48
reclamation works, 54

Union of Soviet Socislist Republics

{continued}
rubber imports, 149
sales of zold by, 103
six-year plan of developraent, 55.56
wiages, o
wool imports, 136

United Kingdom, 40-41

balance with European Payments Unjon,
123

balance of payments, 128

halance of trnde, 94, 102, 105, 123, 1206

banking claims against, 111

capital, outflow, 122, 144; inflow, 112,
116

capital transfers, 127

consumption, 32, 40, 41

deratiening, 134

discount rate rise, 11

dellar transfers to, 111

exporis, 33, 95, 121, 126, 128.29, 141, 147

gold and dollar holdings, increase in,

105
imporis, 33, 40, 126, 128.20, 134, 147;

liberalization of, from dollar areas, 91,

120, 129, 130

industriel production, 33, 94, 128

inventories, 40

investent, 40, 105

national product, 32, 40, 41, 128

regionalization of trade, 105

repurchase of currency from Interna-
tionel Monetary Fund, 111

taxation, 41 v

terms of trade, 96, 103, 126

trade and peyments situation, measures.
to improve, 10

wege rales, 37, 40, 41

wheat production, 132

United Kingdom dependencies, sterling as-

sets, 145

United Nations Fund {or Feonomic Devel-

opment, Special, 13

United States, 25-28

agricultural surplus export programme,
109, 130

balance of payments, 108, 11416, 117,
118

balance of trade, 26, 27, 102, 105, 108-19

Brazil, elaims against, 103, 109, 112

capital outflow, 92, 109, 112, 143.45; to
irelp world equilibrium, 12, 13

coffee and cocoa imports, 98, 184

Colombia, claims against, 111

consumptien, 25, 112-13, 114

copper imports, 137

colton exports and stecks, 97, 136

deilar shortage, government grants to
obviate, 11

eastern Europe, imporis from, 148

employment and uncmployment, 11, 27.
28

exports, 27, 94, 97, 100, 136; restrictions
for nationat delence, 8; stability of
unit values, 95

financial role of, 15

food consummion and imports, 108, 114,

foreigan aid programmes, 12, 13, 93, 103,
109, 111: China: Taiwan, 68; food
grant e Bolivia, 66r: western Europe,

foreiuzn currencies, holdings, 131

foreign investments, 12, 45

pgovernment expenditures, 12, 25.26, 114

grain agreement with Turkey, 126

imports, 125 decrease in, 11, 27, 91, 93-
94, 108-109; during recessions, 114-
15; rige in unit values, 96; from sterl-
ing area, 117, 118
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United S1ates {continned)

income, personal and national, 26, 113

industrial production, 27

inventories, 25, 26

investment, 26

louns by Export-Import Bank te finance
exporis, 13

military expenditures, 108, 109, 112;
abroud, 13, 93, 111, 121, 125

national product, 26, 27

offshore procurement programme, 169

oils and oil-seeds, production and ex-
ports, 137

prices, 29, 95, 96, 114-15

production fall during recessions, 11,
112, 115

produciivity, 28

raw materiats, hnports of, 108-109

recessions, inlernational repercussions of
1954 declines, 11-12, 26, 27, 91, 02, 03,
113, 117; trade and payments during
three recessions, 112-19

stockpiling of strategic materials, 97,
109, 144, 117, 136

surplus disposal programme, 109, 130

tarifls and trade borriers, 12

taxation, 26-27, 113

terms of trade, 96, 103, 114-15

wage rates, 26, 29

United States (continued)
western Europe, trade with, 121, 129
wheat production and exports, 132, 133
Uruguay
balance of payments, 142
meat exports, 134
wool exports, 136

v

Vegetable oils and seeds
prodzetion and exports, 137
retioning of, mainland China, 53

Venezuela
balance of payments, 143
econemic changes, 67
exports, 67, 137
{orcigm exchange reserves, 146
imports, 67, 139
petreienm production and exports, 137
terms of trade, 67

W

Wages
centraily planned ecconomies, 46, 53-54
castern Europesn countries, 46, 52, 53-54
privale enterprise economies, 23, 39
selected Lotin American countries, 77-78
western Europe, 30, 85-37
see afso under specific countries

Wheat

Canada, exports, 131
primary producing countries, imperts,
140

production, exports and prices, 97, 132-
133

surpiuses, 92

ool

Australia, trade, 42, 136

exports, 94, 131, 135-36

imports, by European countries, 149;
US, 114

prices, 42, 97, 135-36

Y

Yugeslavia, 46, 58-59

agriculture, 46, 58
consumplion, 58

cost of living, 58
decentralization, 59
employment, 58

exports and imports, 58, 59, 132
industrial production, 46, 58
inflation, 46, 58-59
investment, 46, 58.59
monopolies, 59

national income, 58

wazes, 46, 58

wheat production, 132






