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FOREWORD

This report, World Economic Survey, 1955, is the eighth in a series of compre-
hensive reviews of world economic conditions published by the United Nations. It is
jssued in response to General Assembly resolution 118 (II), in which the Secretary-
General was asked to prepare annual factual surveys and analyses of world economic
conditions and trends. The report is intended to meet the requirements of the Economic
and Social Council and other organs of the United Nations fox 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.

Part I of the present survey complies with the request of the Economic and Social
Council, contained in a decision of 6 December 1955, that in connexion with the
celebration of the Council’s tenth anniversary at the twenty-second session, the
Secyetariat should devote special attention, in some of the imporlant documents
relating to the woild economic situation, to developments during the past ten years.
To this end, chapters 1 and 2 review the growth of production and trade in the private
enterprise economies during the first post-war decade; and chapter 3 covers the same
ground for the centrally planned economies. Drawing upon the analyses in these
chapters, the Introduction examines some of the major problems of balanced growth
encountered since the war.

Part 1T of the survey is devoted to an examination of recent developments in the
woild economy. Chapters 4 and 5 deal, respectively, with the recent situation in
industrially advanced and primary producing private enterprise economies. They also
contain brief assessments of the economic outlook at the beginning of 1936, based
largely upon replies by governments to a questionnaire concerning full employment
and the balance of payments circulated by the Secretary-General in November 1955.
Chapter 6 contains an account of recent changes in the centrally planned economies
and of certain long-term economic plans of which details have recently been published.

There are published as supplements to this survey reviews of economic conditions
in areas outside the scope of the woik of the regional economic commissions of the
United Nations: Economic Developments in the Middle East, 1954-1955 (1956.11.C.2)
and Economic Developments in Africa, 1954-1955 (1956.11.C.3),

The basic data used in the report are, in general, as published in governmental
or inter-governmental sources, or as officially reported to the United Nalions and its
specialized agencies. The significance of the figures may vary from country to country,
depending on the statistical concepls and methods followed and on the structure and
development of the national economy. For this reason, 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 this report or in the publications of the United Nations and of the specialized
agencies that contain the basic data from which many of the tables have been pre-
pared. Some of the data have been specially tabulated by the Statistical Office of the
United Nations.

The survey was piepared in the Department of Economic and Social Affahis by
the Bureau of Economic Affairs.
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EXPLANATORY NOTE

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

Three dots { ...} indicate that data are not available or are not separately
reported

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

A blank in a table indicates that the item is not applicable

A minuvs 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 c10p year or financial year, e.g., 1953/54

Use of a hyphen ( - ) between dates representing years, e.g., 1950.1954, signifies
the full period invelved, including the beginning and end years.

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

The term *“billion™ signifies a thousand million.

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

BALANCED GROWTH: AN APPRAISAL OF THE POST-WAR RECORD

The economic progress of the first post-war decade
cannot as yet be adequately evaluated. Viewed in
terms of past history it appears truly impressive, but
seen in relation to recognized international goals it
seems to diminish in significance. Only future develop-
ments will show whether the smaller or the larger lens
. gives the more significant picture.

There can be little doubt that the economic record of
this post-war decade is superior to that of the decade
following the First World War. Though the damage
and destruction of war were greater by far this time,
the recovery and growth of output were more rapid
and more widespread. Economic crises generated by
the war were more readily overcome, and even long-
standing problems of imbalance and stagnation yielded
in part to the forces of growth.

Nevertheless, the history of the period does not
justify untempered optimism; on the contrary, it
provides ground for serious concern, Despite a record
of unparalleled growth the problem of mass poverty
in a large part of the world remains as stubborn as
ever. Moreover, such growth as has taken place has
been due only in part to favourable long-term forces;
to a significant extent it has also been based on special
and temporary supports, some of which have been
disappearing in the course of the period. In only a few
of the under-developed countries has per capita eco-
nomic growth been consolidated to a point where it
may be consideted seli-cumulating. Iiven fewer coun-
tries have been able to develop and diversify their
economies sufficiently to stzengthen their resistance to
inflationary or deflationary shocks from abroad;
indeed, some countries have even been made more
vulnerable to outside shocks by the very process of
economic development. And though the developed
countries have demonstrated a remarkable capacity for
growth, that growth has not been free from a con-
siderable degree of instability. Indeed, it must always
be borne in mind that the process of growth itself
tends to generate powerful forces of instability which,
if not compensated, may prove frustrating and lead
to an economic reversal. One decade of prosperily
provides no proof either that the world has acquired
permanent immunity against the business cycle, or that
the natienal and international remedies in its medicine
chests would be sufficiently potent to cope with another
outcropping of the disease,

A DECADE OF GROWTH

The dimensions of post-war economic growth will
be veviewed in the following chapters. The earth has
Become capable of supporting a far larger population
than ever before, The habitable area of the world has
been expanded and the cultivated land made to yield
larger quantities of food and of raw materials for
industry. Industrial output has made great strides,
production at the end of the decade being estimated at
more than double the pre-war level.

In the under-developed countiies expanded networks
of transportation and communication have made a
beginning towards overcoming the heritage of centuries
of economic fragmentation. Incieased energy wutiliza-
tion—together with the intreduction of medern science
and technology—is contributing towards higher pro-
ductivity. New industries have been established to pro-
vide the nucleus for future growth. Increased exports
combined with improved terms of trade have raised
the capacity to import of most under-developed coun-
tries and have laid the basis for further economic
development.

Perhaps the most significant advance in the under-

developed countries to date, however, lies not so much
in the physical expansion of productive capacity per
capita as in the evelution of a social climate favour-
able to econemic development. The change in social
philosophy, especially in countries which have only
recently acquired national independence, is of revo-
lutionary proportions; the vision of economic and
social progress is taking its place alongside religion
and language as a basis for social integration. Its
effects are visible not only in the matket-place but in
political and social institutions. Perhaps the outstand-
ing change is to be found in the fact that governments
are increasingly coming to view themselves and to be
viewed by their peoples as engines for the promotion
of economic and social welfare; this has alieady had
far-reaching implications in converting the government
budget into an instrument for the development of both
natural and human resources. It underlies not only
encouraging developments in fiscal policy and ad-
ministration but also widespread reforms of private
institutions—most notably in connexion with land
ownership—which have in the past stifled economic
development. Under its stimulus, a virtual revolution
in public health has lifted life expectancy, and a strik-
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ing advance in public education has made marked
inroads upon illiteracy, perhaps the most confining
bottleneck limiting the rate of economic development.

In the industrial countries full employment has been
mainteined in peace time after a decade of mass un-
employment before the war. Under the stimulus of
constantly rising effective demand, unemployment has
been reduced te levels that would not have seemed
possible earlier. In retrospect unemployment levels of
pre-war years now seem almost unbelievably high.
From levels ranging as high as 20 to 30 per cent of
the labour force in the nineteen thirties, unemployment
has dropped to a range of 1 to 5 per cent in the
fifties. Even so-called structural unemployment hes
yielded in many instances to the forces of a dynamic
effective demand.

Contrary to widespread fears, the low unemploy-
ment has been associated with a high degree of
mobility of rescurces and Hexibility of output. This
is evident, above all, from the ease with which in-
dustrial countries converted from military to civilian
output at the end of the Second World War and again
at the end of the Korean hostilities, On a more con-
tinuing basis it is evident also from the speed with
which new products are being introduced, new in-
dustries established and new regions developed within
the industrial countries, Again contrary to widely held
fears, the low levels of unemployment have generally
been accompanied by sharply rising productivity, so
that output has risen substantially in relation to man.
power. This is not surprising since the high levels
of employment have been due largely to continuing
high rates of investment while the growth in pro-
ductivity is essentially the fruit of the cumulated in-
vestrnent over the decade. It is worth remembering
in this connexion that the economic loss of the depres-
sion of the thirties was a dual one: not only was a
large portion of available resources kept idle but the
global growth in productivity was also impeded by
the curtailment of the rate of investment.

The growth in productivity and employment has
produced a substantial rise in per capita incomes in
industrial countries as compared with the pre-war
period. Despite the smaller proportion of income
generally devoted to consumption purposes, the level
of living is significantly above pre-war levels. There
have also been significant improvements in the dis-
tribution of income in many countries: labour income
has become a higher share of total income and the
degree of inequality in earnings between sexes, ocou-
pations and zegions has in many instances also been
reduced. Equally important has been the effect of
highly progressive income taxes in levelling off in-
comes from the top and of government transfer pay-
ments in lifting incomes at the bottom.

The growth in output and productivity has also

brought some progress in international economic
balance. For the first time in a generation trade re-
strictions are being progressively removed, especially
by industrial countries, and the volume of international
trade has, since 1948, been 1ising not only in absolute
amount but even in relation to world output. The
terms of trade in the post-war decade have moved in
favour of primary producets after a steady deteriora-
tion in the nineteen twenties, followed by a catastrophic
drop in the thirties, And while the non-dollar world
remains in deficit with the United States even after
taking into account capital flow, the deficit is smaller
than the amount of United States Government aid
and military expenditure abroad, so that the rest of the
world has in recent years been able to begin rebuild-
ing its reserves.

Yet the record is not all on the plus side of the
ledger. Political tensions have led to g division of the
world economy inte two virtually isolated sectors.
East-west trade, which prior to the war accounted for
about one-seventh of the world total, has dwindled to
negligible proportions. The tensions have led countries
in both sectors to devote a considerable proportion of
their resources to military rather than civilian uses.
This has checked the rise in the level of living and
the growth in productive capacity, and has limited the
contribution which countries are capable of making
towards economic develapment.

In the private enterprise part of the world, the
problem of international economic balance remains
far from solved. A hard-core deficit remains with
the dollar ares, which is financed not by long-term
capital movements but by extraordinary United States
foreign outlays. Despite efforts both in lending and
borrowing countries to encourage the international
flow of private capital, the volume of such movements
remains small by former standards, especially by
standards prevailing before the First World War. This
is mot only because of the greater political and eco-
nomic uncertainty which now attaches to foreign
capital movements; it also reflects in part the greater
pressute of demand for domestic investment in in-
dustrial countries, which leaves a smaller margin of
savings available for foreign investment in under-
developed countries. Recent increases in interest rates
in industrial countries suggest possible further reduc-
tions in the supply of capital available for under-de-
veloped countries, as well as higher costs for such
international financing as may take place.

The partial diying of the capital stream in itself
tends to aggravate international disparities in levels
of living, but such disparities are further widened by
the virtual cessation of international migration, which,
before 1914, contributed towards narrowing the
spread bebween countries, Much of the improvement
in the international balance which has been attained
to date reflects not increased integration of the world
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economy but rather a greater degree of compart-
mentalization of regions within the private enterprise
part of the world, Economic relations within the dollar
area, the sterling area, the European Payments Union
area and even smaller subdivisions have been strength-
ened while trade and capital ties among areas have
been loosened.

In the under-developed countries, economic growth
-—significant as it has been in many cases by pre-war
standards—has not kept pace with the rate in industrial
countries, While agriculture and menufacturing have
cach expanded at about the same rate in under-de-
veloped as in developed countries, the rise in total
output has been smaller in the under-developed regions
because agriculture, which expanded at & much lower
rate than manufacturing in both regions, accounts
for a much higher proportion of total cutput. Popula-
tion growth, moreover, has been increasingly more
rapid in the under-developed than in industrial coun-
tries. The combined difference in output and popula-
tion is reflected in a striking disparity in per capita
growth: whereas in the developed countiies per capita
output has risen about 435 per cent since before the
war, in the under-developed regions the iise appears
to have averaged about 5 per cent.

Since 1948 the increase in output of the under-
developed countries has compared more favourably-—
or, more precisely, less unfavourably—with that of
the developed countries; indeed, in the Middle East
and Africa, owing te a rematkable expansion of output
of petroleum and other minerals, the rate of increase
has even exceeded that of western Europe on an abso-
lute, though not on a per capita, basis. Though the
improvement, as compared with pre-war trends, pro-
vides ground for considerable satisfaction, it seems
too slender a reed on which to suppoit & conviction
that the wide spread between levels of living in under-
developed and developed regions may soon be signifi-
cantly narrowed.

In the countries ol eastern Eutepe and mainland
China, growth in the post-war decade has been con-
ditioned by a revolutionary transformation of the
economy from the private enterpiise system to central
planning along the Soviet pattern. Industry has been
nationalized, and while most agriculture remains under
private ownership—even expanded under agrarian
reformg--it has been subject to an intense drive for
collectivization, briefly interrupted in 1953-1954 but
resumed, though with substantial modification, in
1955, With the process of economic decision-making
removed from individuals and transferred to central
planning authorities, these countries have been able to
devote a high proportion of their output to investment
and therehy to accelerate their rates of economic
growth, All countries have given strong preferential
treatment o the development of heavy industry as
against light and consumer goods induslries and—

until recently—also agriculture; the major share of
investment has gone into the expansion of basic metals,
power and engineering industries. The rapidly growing
stock of capital equipment in the producer goods
sector and the enlarged flow of output from basic
industry have broadened the base for further expansion
of output and income. The level of living has, however,
lifted much less than output has risen, owing to the
low priority assigned to light industry and agiiculture
in the allocation of resources. In some countries, other
than the Soviet Union, agriculture appears to have
regained pre-war levels only by 1955, while the
Soviet Union, whose farm output had risen about
10 per cent by 1952, experienced virtual stagnation
thereafter until 1955, The slow rate of growth im
agricullure is only in part due to inadequate farm
facilities, equipment and fertilizers supply. Not only
has agriculture until recently received a low priority
in relation to industry, but output has also fallen far
short of planned targets, owing partly to resistance to
collectivization, and partly to the lack of incentives for
farmers to increase their output in view of the system
of compulsory deliveries at low prices and the shoit-
ages of industrial goods. Since mid-1953 economic
policy has been revised with a view to increasing
incentives for higher farm production; and while the
new plans continue to assign highest priority to heavy
industry, they give greater emphasis than heretofore
to the concomitant expansion of agriculture,

SPECIAL FACTORS AIDING POST-WAR GROWTH

It would be imprudent to project the record of the
first post-war decade into the second., In the under.
developed countries capital expenditures have been
finonced not only out of increased production but
also out of special sources, many of which are diminish-
ing or disappearing. In the early post-war years many
countries obtained international assistance through
the United Nations Relief and Rehabilitation Ad-
ministration or on a unilateral basis. Others were able
to draw upon war-accumulated reserves of foreign
exchange or upon war claims against allied industrial
countries, but this source of finance has virtually dis-
appeared. A nwmber of countries continue to receive
foreign economic or military aid from governments,
on an uncertain year-fo-year basis. It is not only these
capital items, however, which are diminishing or un-
certain, Certain doubts also attach to the income and
production of under-developed countries. Most im-
portant in this respect is the benefit they have derived
from the improvement in their terms of trade as com-
pared with the pre-war period. In the aggregate, this
has added far more to their import capacity in the
post-war decade than have their capital imports. In
view of the increasing gravity of problems of com-
modity surpluses, part of the improvement in terms
of trade seems likely to be lost, pasticularly in the
case of agricultural exporters. The fact that in the
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United States farme-parity price ratios, which measure
the terms of trade of agriculture with the rest of the
economy, have already declined to prewar levels—
though certainly not conclusive—is not altogether
without significance for the international terms of
trade of primary producers.

Nor is the uncertainty confined to prices; it extends
also to production in the under-developed countries.
In country after country production of many commodi-
ties had been stimulated by world shortages or high
prices, During the war, shortages of imported goods
encouraged an expansion of industrial output in many
under-developed countries, part of which has since
proved unprofitable. In the early post-war years, the
dollar shortage encouraged production of items in
non-dollar countries even when the goods could be
obtained more cheaply from the dollar area. With the
gradual disappearance of shortages and the emergence
of commodity surpluses, production in such instances
has been adversely affected. Textile production in many
under-developed countries has not yet regained the
peak war-time levels. In agriculture, especially in
wheat, cotton and sugar, where large-scale surpluses
have appeared, production has had to be cut back
in many countries. In the case of raw materials,
especially rubber and textile fibres, where prices have
been subject to violent fluctuation, the production of
synthetic substitutes has been stimulated in industrial
countries.

Nor can the rate of growth in industrial countries
be projected without qualification from the first post-
war decade te the second. The rate since the end of
the war is misleading as a guide to what a normal rate
may be under {ull employment. It is clear that it was
considerably higher than can noimally be expected
gince it did not all depend upon the creation of new
capacity. A large part of the growth was in fact
made possible through repair and rehabilitation of
capacity damaged during the war, which required
less time and resources than construction of new
capacity. Moreover, the rate of growth was accelerated
by adaptation of wai-time innovations to post-war
civilian use; the electronics, chemical and drug in-
dustries, in particular, have benefited enormously
from war-time advances.

The special post-war factors affecting the capacity
to grow may have been less important for the in-
dustrial countries, however, than those affecting the
demand for growth. The vital role of pent-up demand
in the inflationary pressures and balance of payments
difficulties of the post-war years is well known, It is
important fo remember, though, that the pent-up
demand had a highly favourable side also. In in-
dustrial countries growth is likely to be retarded as
, much from the demand side as from the supply side.
| It is the periodic inadequacy of effective demand to

¢ absorb full capacity output that has historically men-

aced the growth of industrial countries. In its milder
form, when lopg-term investment remains unaffected,
the outcome may be only a short-term inventory reces-
sion. When, in addition, longterm investment or con-
sumption also rescts adversely, the result may be a
depression of significant proportions. During the first
post-war decade, as long as investment and consump-
tion have been reinforced by a backlog of accumulated
demand, the menace of depression has been absent.
It would be foclhardy to assume, however, that the
problem of ensuring adequate effective long-term
demand for full employment and full utilization of
resources has been permanently solved.

In this context the recent application of monetary
policy to deal with actual or threatening inflationary
tendencies and balance of payments difficulties takes on
added importance. Interest rates have been 1aised in
most industrial countries and new restraints placed up-
on business as well as consumer credit, Such restraints
are, of course, desirable to the extent to which they
choke off speculative stock-building, or an unhealthy
investment boom in building based on anticipations of
rising prices, or consumer hire-purchases based on
over-optimistic expectations of future incomes; in these
cases the restraints only head off a boom before it
builds up to a probable collapse. There is always some
rigk, however, that if pressed sufficiently fax, the appli-

cation of general monetary restraints may unduly

check demand even for necessary long-term industrial
investment and thus hamper economic growth. And
where the restraints are applied in the hope of releas-
ing additional resources for exports to finance required
imports, there can, of course, be no certainty that the
markets for such exports will always be found. The pol-
icy has the best chance of success where export supplies
have been lagging owing to pressure of internal de-
mand, but even in this case the likelihood of success
will depend in part upon the policies simultaneously
adopted by other countries. If world demand continues
strong, the enlarged export supplies may find ready
markets; if, however, the rest of the world is simultane-
ously tightening the reins upon demand, the restraints
may prove ineffective for expanding exports. In such
cases il is necessary to remain alert to the danger that
the monetary controls may provoke a recession in pro-
duction and employment rather than yield significant
long-term improvement in the balance of payments.

This is not the only source of such danger, however.
Balance of payments difficulties may stem as much
from a burden of excessive costs as from pressures of
excess demand. High prices and wages may limit for-
eign demand for a country’s exports as effectively as
internal demand may siphon off supplies of exportable
goods. However potent monetary restraints may be in
curbing demand inflation, they are less likely to be
effective in dealing with cost inflation. In modemn in-
dustrial societies neither wages nor prices may be very
sensitive to ordinary changes in monetary policies,
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Attempts to deal with cost inflation by measures appro-
priate for demand inflation may generate socially un-
acceptable levels of unemployment before they produce
any significant effect on the balance of payments.

GROWTH AND ECONOMIC STABILITY
IN THE POST-WAR DECADE

If the menace of industrial depressions has been ab-
sent in the first post-war decade, the problem of eco-
nomic instability has by no means been of minor
importance. On the contrary, the record has only
dramatized the powerful forces of instability which the
process of rapid growth itself tends to generate. A
major source of difficulty, as is well known, lies in the
dual role of investment. On the one hand, investment is
an element of current production, current income and
current demand; on the other hand, investment adds to
the stock of capital goods and therefore to the produc-
tive capacity of the economy. Its effect is not symmetii-
cal, however, in the two roles which it plays. If invest-
ment should remain unchanged from year to year, it
would constitute an unchanging element of current in-
come and current demand, but it would continually
raise productive capacity. Income would thus tend to
lag behind capacity. For income to rise enough to ab-
sorb the output of an expanding capacity, investment
must rise from year to year, unless other elements of
demand are steadily increasing independently, so that
the growth in demand may match the growth in capac-
ity. Investment must not, however, rise too rapidly, for
then demand would grow more quickly than the capac-
ity to produce, and the economy would become subject
to inflationary pressures. Thus, when an economy is
operating at rates approximating full utilization of re-
sources it becomes subject to the twin hazards of in-
flationary and deflationary pressures, Small increases
in the rate of growth of investment demand may gen-
erate inflation; small decreases, on the other hand.
may lead to recession.

The problem is complicated by the fact that invest-
ment is not the only element of effective demand which
may be subject to fluctuation; all of the major elements
which absorb the gross national product may vary their
“take” from period to period. In 1ecent years the gov-
ernment portion especially has fluctuated widely, but
even consumer demand has been far from stable in
relation to income; indeed, fluctuations in the consump-
tion ratio have been a key element in post-war eco-
nomic developments, both in the United States and in
western Eulope. Similarly, investment is not the only
factor tending to increase productive capacity; tech-
nical innovations, for instance, may lift productivity
and cieate new disproportions between capacity and
demand. Changes in these elements may be sufliciently
small and randomly distributed so that disproportions
of demand and supply largely cancel each other, and
economic growth may continue without interruption.
Experience has shown, however—and the post-war

period has been no exception—that one or another ele-
ment or combination of elements of change may be-
come predominant and carry the economy as a whole
into a phase of inflation or deflation.

Gver the short term the deflationary effect of inade-
quate demand and the inflationary effect of excess de-
mand may be partly compensated by unplanned
changes in inventories. Accumulation of inventories in
the first instance and liguidation in the second in-
stance may provide a breathing spell during which
demand and supply may be adjusted without undue
effects on prices or production. These changes are by
their very nature of short duration, however. There is
a floor below which inventories cannot be drawn down
without curbing production, so that lguidation soon
ceases and tends to change to renewed accumulation;
and there is a ceiling above which producers cannot
afford to finance inventories, so that accumulation
changes to liquidation. In each case the gain during the
breathing spell may be more than lost in the subsequent
period unless the basic demand and supply factors can
be adjusted in the meantime.

When the gap between demand and capacity is not
universal but confined to only one country or group, it
may also be moderated by foreign trade relations. The
inflationary effect of excess domestic demand may be
partly offset by a rise in imports and decline in ex-
porls; conversely, the deflationary effect of inadequate
domestic demand may be partially compensated by a
decline in imports and rise in exporis. The resulting
gain in internal balance may, however, lead to dispro-
portionate losses in international balance. The rise in
the import balance generated by excess demand may
be relatively small in relation to the inflationary pres-
sure but may still lead to an unbearable drain on the
gold and foreign exchange reserves of the country.
Conversely, a 1ise in the export balance generated by
the deflationary pressure may be of minor consequence
in moderating that country’s recession but may never-
theless produce serious balance of payments difliculties
in the rest of the world,

Perhaps of greatest significance is the effect of the
oscillations in inflationary and deflationary pressures
on the stability of commodity prices and, in conse-
quence, on the economies of under-developed countries.
Owing to inelasticities of both demand and supply for
ptimary products with 1espeet to changes in price,
variations in import demand of industrial countries are
reflected in disproportionately large fluctuations in
commodity prices. Even relatively mild inflationary
pressures in industrial countries may generate large in-
creases in commodity prices; conversely, relalively
mild deflationary pressures in industiial countries may
lead to substantial deterioration in primary product
prices. Given the importance of commodity exports in
the national income of under-developed countries, it
follows that relatively moderate changes in demand
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pressure in industrial countries may considerably in-
crease the burden of instability in undexr-developed
countries,

The record of the post-war period is, in fact, one of
rapid growth accompanied by oscillation between in-
flationary and deflationary pressure in industrial coun-
tries. Through 1948 virtually all countries were in the
thioes of severe inflationary pressures. At the end of
1948 came a biief recession in the United States, re-
flecting a temporary fallering of demand. This was
reversed, however, in the second half of 1949, output
reaching a new peak by the first half of 1950, before
the outhreak of Korean hostilities. Expectations of
sharply rising military expenditure quickened the pace
of expansion in industrial countries in 1950 and 1951,
but military budgets rose less than had been antici-
pated, and in western Europe output levelled off in
1952, In 1953/54 a mild recession set in once again in
the United Siates as the cconomy adjusted to a cutback
in military expenditure. Recovery set in around the
fmiddle of 1954, however, and renewed strength in
housing, auntomobiles and other consumer durables
carried output to new peaks in 1955, In the meantime
the rate of growth in western Europe had been rising,
and by 1954./55 several countries were again beginning
to experience some inflationary pressure.

Modezate as these oscillations have been at the inter-
nal level, they have had {ar-reaching external effects,
They have led to recurrent intensification and easing
of balance of payments difficulties for most non-dolar
countries of the world; in most under-developed coun-
tries they have superimposed upon domestic develop-
ments alternating waves of inflation and deflation from
the foreign trade sector. Nor have these oscillations
been without long-term effects. The most obvious effect,
perhaps, concerns commercial policy; Hberalizalion of
trade and payments has been less than hoped for in de.
veloped countries and has made little progress in many
under-developed countries. More important, however,
is the adverse effect on the economic development of
the under-developed countries; the extreme fluctuations
in export prices have added to their difficulties in plan-
ning and executing stable long-tesm development pro-
grammes. Cyeles in expoxt proceeds have commonly
generated cycles in imports, usually with a time lag.
This has led to several problems; the flow of capital
goods imports has been irregular and the lag between
impoits and exports has often led to balance of pay-
ments crises as impoits of manufactures ordered in
flush periods have continued to arive long after export
proceeds had turned downwards. It is significant that
this pattern of fluctuating imports generated by export
cycles is as characteristic—frequently more so-of
countzies with direct controls on trade and payments as
of countries without such controls. The pressure of
demand for imports generated by high export proceeds
is evidently too great to be suppressed even under a

system of controls; the export eycle tends to be accom-
panied by alternating waves of relaxation and tighten-
ing of controls,

National measures undertaken by under-developed
couniries to cope with the internal effects of the Auctua-
tions in export proceeds have also been far from suc-
cesstul. Attempts to withhold supplies fiom the market
to avoid sales at falling prices have frequently ended in
failure. Measures to insulate the economy from price
fluctuations in world markets through internal price
stabilization programmes or through exchange controls
have broken down in many instances and in others have
discouraged production and exports. The effects of
price fluctuations have been considerably aggravated in
the case of several commodities where marginal pro-
duction has been stimulated. High prices have encour-
aged the spread of production to marginal areas within
countries, as well as to additional countries, some of
which have then been eliminated as producers during
periods of fow prices. Where, on the other hand, the
new producers have succeeded in establishing them-
selves permanently, the long-term effects on prices and
on incomes of the old producers have been adverse.
Moreover, the phase of 1ising prices has not only stimu-
lated production of the same goods in competing re-
gions but has also encouraged production of synthetic
substitutes as well as greater economies in the use of
materials. Once established, such new commodities or
techniques permanently affect the demand for primary
commodities. In, all these ways, the instability of
commodity prices has had a long-term adverse effect on
incomes of primary producers.

LconoMIC DEVELOPMENT AND
INTERNATIONAL SPECIALIZATION

./ Experience during the post-war decade has made it

abundantly clear that sustained growth of industrial
countries, essential though it may be, is not in itself
sufficient to provide for an adequate 1ate of growth in
under-developed countries, As will he seen in the fol-
lowing chapter, the demand of the industrial countries
for primary products tends to rise much less than in
prope:tion to the increase in their incomes and produc-
tion. In the industzial countries consumption has, over
a long period, accounted for a declining proportion of
the gross national product, and food for a declining
proportion of total consumption; in addition, the rela-
tive share of agricultural output in the retail value of
food consumption has fallen with the increase in serv-
ices and costs of processing and distribution, The share
of raw materials in the value of the final product hag
also declined as the composition of output has changed
in favour of industries using less raw material per unit
of output, as goods have undergone more intensive
processing and as synthetics have been substituted for
natural raw materials. Assuming supplies of primary
products to keep pace with demand so that terms of
trade remain unchanged, the growth of income earned
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in primary production would thus be considerably be-
low the growth in income of industrial countries, The
problem is aggravated by the fact that in many indus-
trial countries farm output is expanding more rapidly
than the rise in consumption, so that agricultural im-
ports are a falling share of their total consumption,
Clearly, therefore, the under-developed countries, if
they are even to keep pace with the rate of growth of
industrial countries, must expand their internal marlkets
as well as their trade with one another, rather than rely
entirely on expanded exports of primary products to
industrial countries. Much as increased exports are
necessary to finance essential imports, one-sided expan-
sion of the output of primary prodidcts would only
widen the gap between the developed and the under-
developed countries.

The gap would be widened even i the expansion of
primary production were such as to maintain the terms
of trade unchanged. Should expansion of output go
beyond this rate, the terms of trade would be adversely
affected; and, given the relative sensitivity of demand
for primary products and for industrial goods in te-
sponse to changes in price, the gap might be expected
to widen even further.

Even within the industrial countries themselves, the
relatively low elasticity of demand for primary prod-
ucts in relation to income and industrial production
has resulted in marked disparities in per capita income
between primary producers and the rest of the econ-
omy. But whereas within a rapidly expanding indus-
trial economy the problem can be met in the long run
by transfer of excess manpower from agricultme to
industry, opportunities for migiation across national
boundaries are limited. Differences among nations in
per capita income thus tend to grow rather than to
diminish. The only avenue which exists for reducing
such disparities and achieving a belter balance in the
growth of the world economy lies in a more rapid de-
velopment of the domestic markets of the under-devel.

oped countries as well as of their trade with one an-
other.

It is now generally recognized that broad economic
development is not inconsistent with international spe-
cialization The gains from specialization and exchange
are undeniable, at the international level no less than at
the inteinal level. There are both the dynamic gains
emphasized by Adam Smith-improvement of skills
and techniques—and the static gains demonstrated by
Ricardo—the optimal allocation of resources under
given conditions of production. But specialization in-
volves cost as well as gain; undue specialization makes
for rigidity and renders the economy extremely vulner.
able to shock. Man’s superiority over animals lies in
his peculiar combination of specialization and adapta-
bility; natural history abounds in examples of over-
specialized species which became extinct when faced
with a drastic change in environment. The need for

adaptability, for flexibility, would provide ample justi-
fication for broad economic development even i some
immediate gains from specialization were thereby
sacrificed.

It is not clear, however, that economic development
necessarily involves a net reduction in specialization,
since under-developed countries characteristically suf-
fer from unbalanced specialization, They are highly
specialized in relation to international trade, producing
negligible proportions of the goods they impoit, and
generally consuming negligible proportions of the
goods they export. At the same time there is relatively
little specialization in production of domestic goods,
much of it being organized on a subsistence or handi-
craft basis. Economic development need not therefore
necessarily represent a sacrifice of specialization; on
the conliary, it should lead to a better balance in spe-
cialization. The decline in specialization involved in
producing a portion of the imports and consuming a
portion of the exports should be more than compen-
sated by the increase in specialization in the internal
market which is ereated by economic development.

The under-developed countries have had little of
Adam Smith’s dynamic gains—improvement in skills
and production techniques—from their lop-sided spe-
cialization. Nor—with some notable exceptions—have
they benefited overmuch from the Ricardian gains of
comparative advantage. Comparative cost caleulations
are relevant only upon the assumption that resources
used for broad economic development would otherwise
be employed to expand exports. The choice in under-
developed countries, however, is frequently not be-
tween exports and economic development, but between
under-employment and economic development, Prices
cannot be assumed to reflect comparative costs in an
economy in which there is substantial unemployment,
visible or disguised; there is no cost to the economy-—
only a net gain—in utilizing resoutces which would
otherwise remain idle. If the effective supply of pro-
ductive resources can be expanded, it is possible to in-
crease the production of some goods without decreas-
ing the output of any others. The problem is then no
longer one of reallocating given resources from less
eflicient to more efficient uses; rather it is one of allo-
cating resources not otherwise used to areas where they
will make the maximum contribution to real income.
Even if a shift of already employed resources from ex-
port industries to these competing with imports would
lead to a reduction in total output, it by no means fol-
lows that under-employed or unemployed resources can
always be put to use most productively in export indus-
tries; the maximum contribution from resources enter-
ing into new use may just as well be in goods compet-
ing with imports,

Relative prices may not be an appropriate guide to
comparative advantage, moreover, even in economies
in which there is no disguised unemployment. Prices



10

Introdunction

do not measure comparative costs in an economy in
which substantisl immobility creates wide disparities
in earnings between industries. Where labour of simi-
lar quality earns significantly different wages in alter-
native occupations, relative prices can no longer serve
as an index of real costs. It may be worth recalling
that classical economists have long had reservations
about the applicability of the comparative cost doctrine
to countries with “non-competing” (that is, inade-
quately mobile) industrial groups; indeed some ex-
ponents of the doctrine have justified its applicability
even to economically advanced countries only on the
assumption that the industrial structures of such coun-
tries are fairly similar to one another. However useful,
therefore, prices may be as a pguide to comparative
costs in a highly integrated, fully employed, industiial
economy, they are of more limited significance in the
typical dual economy of an under-developed country.

It is not immobility alone, however, which limits the
applicability of the comparative cost doctrine in under-
developed countries. A second qualification has gained
widespread—indeed universal--acceptance. Economists
have always recognized that even in industrial coun.
tries, prices cease to function as a guide to optimal al-
location of resources whenever possibilities of so-called
“external economies” of production exist. In their po-
sition on “infant industries”, economists have readily
granted that a country may profit by sacrificing imme-
diate comparative advantage for greater long-term
gains from improvement in the conditions of produec.
tion. The ohjection that it is difficult to determine in
advance whether a specific industry warrants treatment
as an infant industry, however valid for industrial
countries, is less relevant for under-developed countries
where it is the economy-—not a single industry-—that is
the “infant”,

Needless to say, these comments do not justify the
path of autarky in economic development; given almost
complete dependence upon imported capital goods, nat
to speak of widespread need for imported {ood and raw
materials, a great expansion of imports is required
even under the most restrictive import policy. Nor is
there an inherent preference for import-competing
goods over exports. The extent to which imports of
non-essentials can be reduced is limited in any event,
and an expansion of exports is normally necessary to
finance increased import requirements for capital
goods and other essentials,

Neither does economic development imply expan-
sion of industiy at the expense of agriculture. On the
contyary, a rise in agricultural supplies is normally
needed along with the expansion of industry. This is
true not only in countries dependent upon agriculture
for foreign exchange; more important, typically, is the
inczeased requirement for food consumption which is
associated with econemic development. In countries
with low levels of living, any increase in private in-

come that may be generated in the process of expansion
is likely to swell the demand for food. Indeed, a sub-
stantial increase in food requirements would still
emeige, even if the government were to tax away most
of the increase in income. For industrialization is com-
monly associated with the migration of population
from farms and villages to urban centres, and in coun-
tries with considerable subsistence farming, it cannot
be expected that the transfer of population will natui-
ally give rise to a corresponding transfer of food sup-
plies. To ensure adequate food in the towns it is neces-
sary both to stimulate higher farm production and to
provide increased incentives to farmers to bring their
surplus food to the market. Unless food supplies can be
increased, the growth of industry may be prematurely
checked by unbearable food shortages and inflationary
pressures.

Nor does economic development imply a one-sided
increase in heavy industry. In the course of industrial-
ization, urban demand not only for foed but also for
industrial consumer goods, may be expected to rise.
More significant, perhaps, is the fact that there will be
little incentive for farmers to increase the supply of
food to cities unless industrial goods can be obtained
in return. Supplies of industiial consumer goods must
therefore expand along with food supplies if industrial-
ization is to proceed.

The problems of halanced specialization are not con-
fined to one economic system or another; they are as
relevant for centrally planned as for private enterprise
economies. Indeed, it will be seen in chapter 3 that sev-
eral of these problems were encounterd in acute form in
the eastern European countries and by 1953 prompted
revisions of economic plans to lessen the disproportions
which were creating serious difficulties for future ex-
pansion.

It is sufficiently clear, therefore, that economic de-
velopment involves 2 many-sided expansion of demand
~—for capital goods and for raw materials, for food and
for industrial consumer pgoods. It would he as unrea-
sonable to expect that all of this expansion in demand
should normally be met only from imports financed by
an increase in exporls as that none of it should he so
met. Clearly, such a many-sided expansion of dermand
requires a balanced expansion of output. What is
needed is a shift from the unbalanced specialization of
a dual market-plus-barter economy to the balanced spe-
cialization of an integrated market economy.

THE DILEMMA OF BALANCED GROWTH

Significant as the post-war decade of growth has
been in other respects, it cannot yet be said that the
world has effectively come to grips with the problem of
economic development. The translation of potential
into actual growth has thus far proceeded on a very
limited scale. Growth in many of the under-developed
countries of the world, it will be seen in chapter 1, has



Introduction

11

not been sufficient to raise levels of living significantly.
In few areas have incomes from production—not count-
ing gains from more {avourable terms of trade—grown
sufliciently since before the war to generate annual sav-
ings at a rate adequate to finance a continuing expan-
sion of productive capacity per head of population. A
large part of the increase in annual savings is not avail-
able to improve levels of living because it is absorbed
in providing instead for an increasingly rapid growth
in population. Such increases in production as have
taken place have as yet made little inroad upon dis-
guised unemployment or under-employment. Nor hos
there been much impact on the degree of diversification
or on the vulnerability of the economy to shocks. Even
the increase in production of primary products, apart
from petroleum, has been no greater—in many items it
has indeed been smaller—in under-developed than in
industrial countries, And while the rate of growth in
manufacturing has been approximately comparable
with that in industrial countiies, the inciease has been
on such & small base as to be of limited significance.
Manufacturing in under-developed countries still repre-
sents only about 5 per cent of the total in private
enterptise econcmies.

Fundamentally, the economic dilemma of the under-
developed countries has been that their demand and
capacity have over a long period been mutually ad-
justed at low levels of income and production which do
not provide an adequate basis for growth. On the one
hand, capital formation has generally been limited by
savings inadequate to finance investment without infla-
tion and balance of payments difficulties. On the other
hand, the demand for investment in productive capilal
has frequently been insufficient even to absorb the
whole of such savings as have taken place, so that part
has not been used to finance investment in productive
capital but has been dissipated or misallocated. The
result of this equilibrium between low savings supply
and low investment demand has been not balanced
growth but economic stalemate.

1t is a mistake—mnot uncommon, but a mistake never-
theless-—to assume from the law of diminishing returns
that capital must be relatively more productive in the
under-developed countries beeause of its relatively
greater scarcity in relation to land and labour, Despite
the self-evident scarcity of capital in under-developed
countries, investment opportunities for the private en-
trepreneur have in many cases been quite limited, They
have been limited, on the one hand, by the low levels of
income which restrict consumer demand. On the other,
they have been limited by shortages of skilled labour
and management and of technical “know-how”, and by
the absence of a social and economic “infra-structure”

necessary for economic development, Even the indus-

trial countries have their relatively depressed areas,
and capital has not necessarily been found most pro-
ductive in the regions where it has been scarcest. Mod-

e lechnology is too capital-intensive for private
investment to be able to flourish before the ground has
been adeguately prepared by vast outlays of capital for
“social and economic overhead”.

It is not only in goods which must compete with the
output of the advanced countries that investment op-
portunities have appeared limited; opportunities in
industries producing purely domestic goods have in
many cases also seemed unattractive, In a dynamic
economy in which output is simultaneously expanding
in many directions, investment in each industry is sup-
ported by, and in turn helps support, investment in all
other industries, since the additional income created in
each industry provides the demand for the products of
all others. Where output is sulliciently diversified, dis-
parities between the responsiveness of demand and
supply of individual commodities are likely to be suf-
ficiently small so as to require little change in price in
order to equate supply and demand. In under-developed
countries, however, at least in the early stages of de-
velopment, the entreprencur cannot count upon an
expansion in the rest of the economy to support his
product but must bear in mind that the income gener-
ated in his own plant may be largely spent on other
goods; thus, the stagnation of demand in most direc-
tions may depress investment demand in all directions.
As a consequence, substantial portions of the savings of
many under-developed countries have frequently been
dissipated rather than invested at home in productive
capital formation. Savings have been partly invested
abroad or used to accumulate domestic hoards of
jewels and specie; even when employed at home they
have been partly invested in items such as luxury build-
ing where demand is not significantly affected by high
costs of production, or accumulated in cash balances
for financial transactions, notably for usurious rural
credit and land speculation.

It does not follow, of course, that economic growth
must from the very beginning take the form of a bal-
anced expansion in all directions. If this were true,
many of the countries which lack the resources to de-
velop simultaneously in all directions might never be
able to develop at all. The initial impetus to economic
development may come from strategic growth in key
economic sectors—in export goods or in goods com-
peting with imports, for instance, where a market al-
ready exists, or in investmeent in social and econemic
requisites for development. Before balanced growth
can be achieved in under-developed countries it may
first prove necessary to break the economic stalemate
by means of unbalanced growth.

I1 it is essential not to overlook the limitations which
in many countries stem from inadequate investment
oppottunities, it is nevertheless true that where the
process has already begun to gather momentum, the
ultimate obstacle to economic development is set by
the inadequacy of resources for rapid capital forma-
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tion, A rise in investment generates increased incomes
and higher demand for goods of all types—not only
capital equipment, but also raw materials, industrial
consumer goods and foodstufls. The atterapt to take out
of the economy for consumption and investment more
than it is capable of producing gives rise to the twin
hazards of inflation and balance of payments deficits.
The two hazards are, of course, closely interrelated; to
avoid problems of external imbalance it is necessary to
ensure internal balance. Unless savings can be in-
creased sufficiently to finance the desired rate of capital
formation, the excess demand is bound to spill over
into higher demand for imports, at the same time as it
siphons off part of the supply of exportable goods, If a
wage-price spiral is permitted to develop, the external
imbalance may be aggravated from the cost as well as
the demand side; import demand may be additionally
swollen, costs of production will rise and foreign de-
mand for exports may even fall below the already re-
duced level of supply of exportable goods. Loss of
confidence in the stability of the currency may en-
courage transfers of capital to foreign countries,
further aggravating the deficit in the balance of pay-
ments, the shortage of foreign exchange and the pres-
sure on the exchange value of the currency, It is true
that countries may and do seek to dam off pressures
on the external balance by trade and exchange controls
or by the use of multiple exchange rates. Such controls
tend to aggravate the internal imbalance, however, by
curbing supplies while demand continues to rise, and
by reinforcing the price-wage spiral. Moreover, in the
face of really extreme internal imbalance, experience
shows that direct controls on the external balance are
not likely to prove effective.

It would be a mistake to assume, however, that
internal and external balance are so closely related
that the one will take care of itself once the other
has been achieved; balance of payments difficulties
may well limit the rate of capital formation even when
savings might be adequate to finance a higher level
of investment. Unless the resources which may be
diverted from domestic use through increased savings
can in fact be employed in increasing the output of
goods which will either earn or save foreign exchange,
the country will not have the foreign funds it requires
to pay for its essential imports. In that case economic
developruent will founder, not on the boulder of
excess aggregate demand, but on the rock of excess
impott demand.

The problems of inadequate savings and foreign
exchange earnings to finance desired rates of capital
formation and of imports are, of course, not unique
to under-developed countiies. The industrial countries
of western Lurope have been faced with the same
twin problems throughout the post-war period, in
acute form in the early years of reconstiuction and
since then in milder but apparently chronic form.

There is, however, an overwhelming difference in the
scale of the problems faced by the under-developed
countries, To take fizrst the problem of external im-
balance: if conditions adequate to achieve internal
balance do not automatically gnarantee external bal-
ance anywhere, the additional conditions necessary
to ensure external balance are more difficult to achieve
in under-developed countries. Given the lack of
diversification and the high degree of concentration
on only one or two export goods~and the concentra.
tion of sales of even these goods in one or two markets
~—given the high proportion of income produced on a
subsistence basis and the relatively low mobility he-
tween the subsistence and the market sector, it is
readily seen that an under-developed country may
suffer a chronic external imbalance even when its
savings might be sufficient to finance the desired rate
of capital formation. The goods released f1om domestic
utilization through higher savings are commonly not
exportable and the resources not readily transferable
to the export sector. The additional savings may then
lead to more unemployment, visible or disguised,
rather than to higher exports. Even when resources are
transferable, there is little assurance that additional
exports could find markets at prevailing prices; indeed,
given the typically low elasticity of demand for pri-
mary products, an increase in volume might lower
rather than raise export earnings.

Nor is the difference between industrial and under-
developed countries confined to the export side of the
balance; under-developed countries are typically much
more dependent upon imports than are industrial
countries. It is not simply that imports are usually
larger in relation to incomes; it is also that a larger
proportion of the imports are indispensable for eco-
nomic growth. In under-developed countries, capital
formation is dependent upon imported capital goods;
if exports cannot be increased to finance an adequate
rate of imports of capital goods, economic development
may be completely frustrated. It is this factor which
prompts under-developed countries to curbh imports of
non-essential goods, not only by means of high tariffs
but also by direct quota restrictions, exchange controls
and, in some countries, by multiple exchange rates.

The diflerence in scale of the problem of ensuring
a rate of savings adequate to maintain internal balance
is even more readily apparent. The margin of per
capita income available for saving is low in most under-
developed countries and increases slowly, hoth because
a large proportion has to be devoted to the development
of overhead capital which “matures” only over a long
period, and because a large part of such savings as do
take place are needed merely to keep pace with an
increasingly rapid growth of population, The relatively
large shares of the subsistence and handicraft sectors
of the economy make it difficult to provide adequate
incentives for liguid savings or to modernize and
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develop fiscal policy and administration. Moreover,
the tradition of government as an agency for the
promotion of economic welfare is much more recent,
and time is required to develop the social and political
institutions and the climate of public opinion which
alone can provide individuals and economic groups
with the necessary willingness to sacrifice current
yeeds to future growth.

In this, as in other economic problems, the primary
responsibility rests with the countries themselves.
Cumulative economic growth cannot be imported from
without ; it must be nourished from within. At the same
time it is universally recognized that the responsibility
is not confined to the under-developed countries, but
is shared by the whole world, International help has
been forthcoming in many ways, private and public,
bilaterally and multilaterally, The almost universal

acceptance of economic development as the world’s
overriding economic objective has led to a growing
awareness and understanding of the special needs and
problems of under-developed countries and to a more
constructive attitude towards national and inter-
national measures for the promotion of economic de-
velopment than has ever prevailed in the past. This
attitude is reflected in the individual and joint efforts
of governments, and in the operations of the United
Nations and its specialized agencies. Bearing in mind,
however, the benefits which economic development of
the under-developed countries may bring, not only to
them but to the whole world—as much in the enriched
contribution to the world’s store of science, technology
and skills as in the development of new resources and
markets—it may be questioned whether the scope and
scale of present programmes represent the world’s
optimum contribution towards the accepted objective.
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Chapter 1

PRODUCTION IN THE PRIVATE ENTERPRISE ECONOMIES

The post-war decade has witnessed a remarkable
world-wide expansion of economic activity. After a
decade of depression prior to the war, growth has
become an overriding social objective in the private
enterprise economies.! The economic lethargy of the
nineteen thirties has been shaken off, and the horizons
of economic communities have been vastly extended.
Governments have assumed new and increasing respon-
sibilities for full employment, rising standards of living
and economic development.

The war-time expansion of output in North America,
especially in the United Stales, provided a striking
demonstration of the potential for growth which had
been ohscured by the preceding decade of inadequate
eflective demand.

The influence of this example was not limited to the
industrial countries which had experienced large-scale
unemployment in the nineteen thirties. The conviction
spread to most countries that they had latent potenti-
alities for substantial growth, which should be ex-
ploited to achieve peace-time improvement in the
level of living. In the devastated areas of western
Europe and Asia, this objective was reinforced by
the urgent need to increase output and productivity
in order to overcome the war legacies of shortages,
inflationary pressures and deficits in the balance of
payments. In the under-developed countries which had

escaped the ravages of war, a similar attitude was
fostered by experience during the war, when domestic
output had been significantly expanded in response
to curtailment of imports or expanded foreign demand
for exports. In Asia, added impetus to the diive for
economic development was given by the post-war
social revolution, which gave most of the peoples of
the area national independence.

Not only government, but the public also, has ex-
perienced a profound change in economic climate.
Not least among the significant changes affecting
civilian demand has been the unanticipated rise in
birth rates in industrial countries and the phenomenal
decline in death rates in under-developed countries,
which have given a sharp upward tilt to the growth
curve of the world’s population. Civilian demand has
grown even more rapidly than population as per capita
incomes have generally risen and consumers have
displayed constantly expanding aspirations to raise
their standards of living. Business investment de-
cisions in industrial countries have been freed from
the shackles of large-scale excess capacity and unem-
ployment, and have become motivated instead by
shortages of both capital equipment and manpower.
Durable goods industries, formerly characterized by
“feast and famine”, have come to be viewed instead
as the key to economic growth.

From Reconstruction to Long-Term Growth

On a world scale of economic activity, the post-
war decade may be divided into four phases: the
first conditioned primarily by the immediate post-war
crisis; the second characterized by a general awaken-
ing to the long-term character of post-war economic
problems; the third dominated by the raw material
boom and collapse associated with the Korean hostili-
ties: and the fourth, or current, phase marked by
vigorous expansion, but encountering substantial ob-
stacles. No precise line can be drawn in point of time
separating one phase ftom another, not only because
the timing has varied from area to area and from
country to country, but, more importantly, because
economic history resists such rigid compartmentali-
zation. One phase tends imperceptibly to dissolve into
the next, and where the dividing line is placed is in-

1 Fonomic growth in the centrally planned economies of
eastern Europe and meinland China is reviewed separately
in chapter 3.
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evitably somewhat arbitrary. While the guide-lines
indicated below appear to be meaningful in sketching
the chief features of production on a world-wide
canvas, they necessarily involve sacrifice of precision
in detail.

IMMEDIATE POST-WAR CRISES

The world emerged from the Second World War
faced with three major economic crises. The gravest
of all — indeed a major cause of the other two —
was the crippling cut in standards of living in the war-
devastated areas. The shortage was most acute in
food supplies but the story was much the same in
the rest of the econemy. In most of Europe, agri-
cultural production had been disorganized by the
war; not only had livestock been destroyed and land
rendered unsuitable for cultivation, but productivity
had also been impaired by dislocation of manpower
and shoriages of fertilizers, insecticides and agri-
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cultural equipment. In Asia, although war devastation
was less widespread, it was no less intensive in the
war areas; on a per capita basis, moreover, cutput
was substantially lowered in view of a large and
general increase in population (see chart 1).

Increased imports from North America by the
deficit countries, savings in food processing, lower
feed requirements for livestock, and reduced exports
from affected food exporting countries, helped to
relieve the shortages. It is estimated, nevertheless, that
per capita calorie consumption in Europe immediately
after the war was about onesixth below the pre-war
level.* Data for Asian countries are less reliable but
also suggest a significant drop from the already low
pre-war level.

Industry in Lurope was hit no less hard than agri-
culture. Although additions to plant and equipment
for military production had more than kept pace with
war destruction, civilian productive capacity had heen
sharply cut. Difficulties in converting war plant to
civilian production, botilenecks in transportation,
shortages of power, fuels and raw materials, as well
as dislocation of manpower, contributed to a drop in
industrial production of about 30 per cent as com-
pared with pre-war levels,

The shortages in food, raw materials and capital
equipment not only posed an urgent problem of satis-
fying essential needs. They also exposed the war-
devastated countries to inflationary pressure that
hardly differed from that experienced during the war,

It was not merely that bottlenecks in supplies of key
materials necessary for reconstruction pushed up the
costs of production and hampered general recovery.
More important was the fact that the reduction in
the level of living was too severe to be acceptable.
A price-wage spital was thus inevitably created by
mutually incompatible attempts of the major income-
earning groups — business, labour and farmers — to
protect themselves from the full impact of the cut.
The upward pressure on prices from this source would
have been sufficiently intense even if incomes available
for expenditure could have been cut in proportion to
the decrease in supplies. In fact, the urgent needs of
teconstruction and the war-weariness of the public
1endered this goal virtually impossible of achievement.

As compared with the pre-war years, public expendi-
ture remained swollen by high military outlays, de-
clining, it is true, in North America and western
Europe, but rising in many parts of Asia which were
beset by civil strife and other political disturhances.
Civilian government outlays, too, were greatly ex-
panded everywhere, not only on account of new and
growing expenditure for the development of industry,
agriculture and tramsportation, but also owing to

2 Tood and Agriculture Organization of the United Nations,
The State of Food and Agriculture, 1955 (Rome), page 95,

enlarged subsidies and social welfare payments for
safeguarding minimum standards of living. Despile
a significant increase in government revenues over
pre-war levels in many countries, expenditures were
generally far in excess of revenues, thereby adding
to private incomes and aggravating the pressure of
consumer demand upon limited supplies, Only a few
countries, where the tax structure had been revolu-
tionized during the war, succeeded in maintaining a
budget surplus during some part of this period as a
result of pruning their military expenditures.

Demand for private investment was compounded
of the need for rebuilding and replacing war-damaged
housing, industrial and agricultural plant and equip-
ment and transport facilities, for reconverting war
industry to civilian use and for meeling the release
of pent-up demand for consumer goods. Investment
in plant and equipment was reinforced by intensified
business demand for rebuilding inventories which
during the war bad been run down in relation to
output and sales. Consumer demand was inflated by
the requirements of returning veterans, by the need
to replenish wardrobes depleted during the war and
by the demand for consumption goods whose output
had been sacrificed to war requirements. Virtually
everywhere, pent-up demand was supported by excess
liquid assets, and an abnormally high proportion of
available personal income was devoted to consumption.
In some countries where inflationary pressures were
especially intense, consumers ceased to save, in an
attempt to provide themselves with essentials or to rid
themselves of depreciating liquid assets,

If even under war compulsion it was possible only
to suppress rather than to eliminate inflationary pres-
sure, it is not surprising that inflation proved so
difficult to cope with in the early post-war years when
the public had grown weary of shoztages, controls and
high taxes. In most countries, suppressed inflation
quickly gave way to open inflation as controls were
dismantled or became inoperative. A number of
countries with particularly acute inflation replaced
their old currency with new issues in order to lay the
groundwork for the restoration of economic stability.
In several countries, runaway inflation had led to a
complete loss of confidence in the currency, and it
was necessary o overcome this inflation before recon-
struction could begin,

The countries of north-western Europe, and
Australia and New Zealand, which retained their
war-time system of controls during the first half of the
post-war decade, remained in a state of suppressed
inflation; even the budget surpluses which governments
achieved through the maintenance of high taxes in
the face of reduced military expenditures were inade-
quate to offset the pressure of privale demand on
scarce supplies. In their concern over the interest
burden on the budget and their anxiety over possible
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Chart 1. Commodity Qutput and Population
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long-term effects on employment and economic ex-
pansion, governments were determined to maintain
Iow interest rates, In any event — and this is often
overlooked — the excess holdings of liquid assets,
not only by the banks but also by the public, left
little scope for the application of credit policies, even
if governments had been favourably disposed to their
use. Through direct contrals, these countries succeeded
in maintaining a greater degree of price-wage stability
than prevailed elsewhere, and in preserving the more
equitable distribution of the national income and of
consumption which had been achieved during the war.
The controls proved, however, increasingly difficult
to administer. With the economy straining for maxi-
mum employment and production, and with the bal-
ance of payments under continuing pressure, it was
dificult to provide for adequate inventories; the
United Kingdom, in particular, experienced several
balance of payments crises as a result of inventory
fluctuations, Moreover, despite the controls, prices and
wages could not be entirely stabilized; with import
costs xising as the rest of the world permitted free
market operations, it became repeatedly necessary
to adjust wages and prices.

The post-war shortages lay at the roots, not only of
the inflationary pressures, but also of the acute halanee
of payments difficulties of much of the world. Devasta-
tion in agriculture and industry was reflected in
curtailed export capacity and emergency import re-
quirements, both in Turope and in Asia. The onmly
major region in a position to fill this deficit was North
America, where productive capacity in food, raw
materials and capital goods had been greatly expanded
during the war.

Thanks to international aid, provided through
the United Nations Relief and Rehabilitation Ad-
ministration (UNRRA), as well as directly by the
United States and, on a more limited scale, by Canada
and several other countries, the emergency require-
ments in foed, materials and equipment were met moze
fully than after the First World War. If reconstruction
and rehabilitation of production and trade proceeded
more rapidly than after the First World War, the
superior performance is due in large measure to the
greater margin for investment which was made pos-
sible through such aid. By the end of 1948, less than
four years after the end of the war, production in
western Burope had recovered to pre-war levels, and
by the end of 1949 even exports had regained those
levels. By way of contrast, although the decline had
been significantly smaller during the First Wotld War,
production regained pre-war levels only in 1924, and
exports considerably later.

The recovery of output in western Europe made
it possible to reduce the pressure of pent-up demand.
In countries where direct rationing and price controls
had been dropped, excess liquidity was gradually

absotbed by increases in prices and wages, and the
spiral slowed down considerably; in some instances
prices even levelled off or began to fall. The United
Kingdom, the Scandinavian countries and Australia,
which had retained their war-time systems of direct
controls, found it possible to deration and decontrol
some items, to increase the rations of others and, in
some instances, to reduce the degree of subsidy as
well. Growing output also provided a margin for
increasing exports and cutting imports, thereby re-
ducing the extraordinary degree of dependence upon
United States aid. Indeed, it became possible for the
metropolitan countiies of western Europe to permit
freer use of the balances of countries and territories
affiliated with them and in some instances even to ex-
tend loans to enable these areas to increase their
imports and thus guicken the rate of recovery. By
1949 even Asia had achieved a significant degree of
recovery in per capita food supplies.

FroM ACUTE CRISES 1O CHRONIC DIFFICULETIES

The second phase, which may be dated from the
beginning of 1949 to the outbreak of Korean hostili-
ties, represents a period during which the structural
problems which had been obscured by the immediate
post-war crisis came to the surface. It became clear
in the course of this period that the basic problems
had not disappeared when the acute crisis conditions
were overcome, but rather had emerged in a chronic,
though somewhat milder, form. In particular, inter-
national disequilibrium, which took the form of a
woild-wide dollar shortage, persisted long after pre-
war levels of output had been restored, emergency
imports had ceased and pent-up demand had been
largely met,

TFundamentally, inteinational disequoilibrium was
related to the intense drive for recovery and expansion
which has been the key economic feature of the post-
war decade in industrial and under-developed countries
alike. The drive for economic growth produced a
continuing race between domestic demand and capacity
in most of the world. In the United States, it is true,
the gap between domestic demand and capacity was
limited mainly to housing and other consumer durable
goods; for the economy as a whole, capacity was, in
fact, sufficient not only to satisfy growing domestic
demand hut even to provide for a substantial annual
export balance to the rest of the world, Twice within
the decade domestic demand even proved temporarily
inadequate to absorb the full cutput of an expanding
productive capacity, and mild, brief recessions were
experienced.

Elsewhere, however, the gap between domestic de-
mand and productive capacity was more general in
scope, more deep and more lasting, and it was reflected
in both internal and external disequilibrium—in gen-
eralized inflationary demand pressure and in a dis-
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crepancy between import demand and export supply.
The deficit persisted long after the export capacity of
the non-dollar world had recovered, because increased
exports were more than matched in the aggregate
by a huge increase in import demand.

Even the recovery and expansion of output in west-
ern Europe did not suffice to solve the world’s doliar
problem, owing to structural changes in world pro-
duction and trade, which limited the scope for trade
between western Europe and the rest of the non-dollar
world, and rendered them more dependent upon im-
ports from the dollar area. In the drive for economic
expansion and development, capital goods had top
priority in both western Europe and the under-
developed countries. Western Europe was unable to
spare an adequate supply of capital goods from do-
mestic use for export markets, and the under-developed
countries were less interested than formerly in import-
ing consumer goods, especially since in the meantime
many had greatly expanded their own textile industries.
The situation was similar for trade in the opposite
direction in agricultural products; exportable supplies
were reduced in primary producing countiies because
output had not yet fully recovered in some areas,
because industrialization was in some instances com-
peting with the output of agricultural exports and
because in still other areas domestic demand for food
had expanded with the rise in incomes and production.
An aggravating factor for western Lurope was the
rupture in trade with eastern Europe, which had pre-
viously supplied it with grain and fuels in exchange
for manufactures.

In the circumstances, it is not surprising that the
dollar problem appeared so intractable; that govern-
ments felt compelled to maintain trade and exchange
controls, especially in relation to the dollar area, even
after production had been increased; and that even
despite such controls, the balance with the dollar area
could be settled only through substantial United States
aid and oversea military expenditure.

In the under-developed countries, the expansion of
productive capacity proceeded at a generally slower
rate than in western Europe. The rate of expansion was
particularly low in Asia and the Far East, which suf-
fered not only from an under-developed industrial
base and from inadequate resources for financing in-
vestment, but also from civil strife and other political
disturbances. In Latin America the rate of investment
was at first accelerated by means of large-scale liquida-
tion of foreign exchange rescrves that had been accu-
mulated during the war, but this factor ceased to be of
significance by 1949.

The expansion of productive capacity in many
undex-developed countries was further checked, though
only temporarily, by a drop in export revenues
generated by a brief recession in the United States.
In that country this period marked the first tem-

porary faltering of demand; it was foilowed, how-
ever, by rapid recovery which carried output to
a new peak prior to the outbreak of Korean hostilities.
A shortfall of demand below enlarged capacity levels
had developed in the second half of 1948, bul it was
temporarily obscured by substantial inventory accumu-
lation, only to re-emerge on an amplified scale in 1949,
when accumulation changed to liquidation. The result-
ing decline in business investment in inventories from
1948 to 1949 was of the same order of magnitude as
the total volume of residential construction in 1948.
The recession was kept in check, however, through the
operation of several builtin economic stabilizers,
notably an automatic reduction in tax yields occasioned
by the decline in incomes, and a rise in government
outlays for unemployment insurance and farm support
programmes, Renewed strength of both investment and
consumption demand, especially in housing and auto-
mobiles, reinforced by several government measures,
including lower tax rates and credit liberalization,
brought the recession to a halt and initiated a new
expansion phase by the end of the year.

Mild as were the domestic consequences of the re-
cession, it had far-reaching external repercussions as
United States import demand fell far more sharply
than output. World market prices of raw materials
dropped, and the quantum of exports of primary pro-
ducing areas, especially of the sterling area, registered
a substantial decline. The resulting deterioration in
trade balances of the oversea sterling area was prob-
ably an important factor—though by no means the
only factor—contributing to the devaluation of ster-
ling and other currencies in the autumn of 1949. By
the first half of 1950 the recession had already been
reversed, however, raw material prices had begun to
climb upwards again, exports of primary products
had recovered and the United States export balance
had fallen to a post-war fow.

The foreign exchange crises generated by the reces-
sion induced most countries, industrial as well as
primary producess, to tighten their trade and exchange
restrictions, especially against United States products.
Thus, at the same time as domestic controls were
being dismantled, foreign trade controls were made
tighter and more discriminatory. In retrospect, it seems
probable that the recession added to the determination
of western Europe to accelerate the rise in productive
capacity, both within the region and in affiliated areas,
in order to reduce its abnormal dependence upon the
dollar area.

Tur KOREAN PHASE

The third phase, from mid-1950 to the end of 1952,
was dominated by the boom and collapse in raw
materials which accompanied Korean hostilities, and
the period of readjustment. New decisions to raise
military expenditures and the extraordinary inventory
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Chart 2. Prices of Primary Products in External Trade

{1950==100)
Index
T T T 1 ~N ] 1 T T T ] T T T T
- JARN .
;N\
140 | _ / \ _
120 L. e
1001 —
801

e
0} 1 g ! 1 ! 1 t !

_,\f‘\ |

L ! 1 H 1 ! !

Hom o av g nooHo Y
1850 13851

All primary products cmmmememes OO

Source: United Nations, Monthly Bulletin of Statistics, June 1955,

cycle to which they gave rise were the key elements
in economic activity. A sharp upswing in speculative
inventory accumulation, and acceleration of orders for
investment and consumer goods in anticipation of
shortages and 1ising prices, set into motion a world-
wide expansion of output and a raw materials boom
of exceptional proportions (see chart 2). Concern over
the developing surpluses and recessionary tendencies
of a year earlier quickly gave way to anxiety over
scarcities and inflationary pressures. Taxes were in-
creased and credit restraints imposed to curb increases
in consumption and release resources for heavy in-
dustry, In the United States, general price and wage
controls were also established, but countries in western
Europe generally permitted prices and wages to rise
to offset higher import costs. No attempt was made to
suppress inflation by means of the war-time apparatus
of rationing, price controls and subsidies, although a
number of raw materials in scarce supply were sub-
ject to international allocation.

Demand pressure was naturally most intense in the
United States, where it was reinforced not only by
greater involvement in the Korean hostilities but also
by the forces of recovery from the 1949 recession. Qut-
put in western Europe did not lag far hehind, how-
ever, as both private consumption and private invest-
ment spurted in 1esponse to revised expectations.
Output also expanded in the under-developed countries
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undexr the stimulus of higher export earnings, which
encouraged civilian demand for consumption and in-
vestment and increased government revenues available
for public investment, at the same time as they made
available additional foreign exchange reserves to
finance increased imports. In these countries, however,
the expansion in output got under way more slowly,
partly reflecting the inelastic character of the supply
of primary products, partly owing to the inevitable
lag in translating higher export earnings into increased
investment. In addition to the usual interval betwesen
higher profits and revised investment decisions, the
lag in many under-developed countries arises from the
dependence of investment upon imported capital goods
in conditions of chronic shortages of foreign exchange.
The trade and exchange control authorities must be
persuaded to grant import licences and allocate neces-
sary foreign exchange, orders must be placed in foreign
countries and, in addition, long production periods for
the required capital goods result in considerable delay
between orders and shipments. Little wonder, then,
that in many of these countries imports of capital
goods continued to rise after the collapse of the raw
materials boom, reaching a peak only in the first half
of 1952, when export earnings had already fallen
considerably.

The raw materials boom collapsed almost as quickly
as it had begun when it became evident that military
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operations and outlays would be limited. Although
government expenditures and related private invest-
ment were still gathering momentum in industrial
couniries, inflationary pressures subsided and many
world prices of raw materials tumbled when demand
for inventory accumulation ceased and gave way to
large-scale liquidation. Consumption also slackened,
partly as a result of the anti-inflationary monetary and
fiscal restraints that had been imposed earlier, partly
as a reaction to the speculative and precautionary pur-
chases of a year earlier. The growth of output slackened
first in western Europe where, on the one hand, a
slump of considerable proportions developed in the
textile industry, and where, on the other hand, expan-
sion in engineering industries had not yet gathered as
much momentum as in the United States. The reaction
in under-developed countries followed, but generally
later than in western Europe. The decline in their ex-
port earnings led to downward revisions in their in-
vestment decisions, and the ensuing deficits in their
balances of payments led in many instances to foreign
exchange crises which induced many countrigs to
tighten their trade and exchange controls once again
and to revise the scale of their development pro-
grammes.

CUNRENT EXPANSION

Since about 1953 the world has embarked on a new
phase of expansion, interrupted only briefly by a mild
recession in the United States in 1953/54. This ex-
pansion once again, in the course of 1955/56, revived
fears of inflationary pressure and balance of pay-
menis deficits in several countries of western Burope.
The new phase began as a period of readjustment to
the cycle generated by Korean hostilities, but it soon
developed dynamics of its own. At first the impetus
came from the reversal of the downtrend in invest
ment in inventories and from a recovery in consumer
goods industries stimulated in part by the relaxation of
the monetary and fiscal restrainls imposed earlier.
Soon, however, both investment and consumption
gathered momentum and carried output to new peaks.
Both in western Europe and in North America the
forces of expansion were particularly strong in hous-
ing and in consumer durable goods, especially auto-
mobiles, In both areas demand was greatly stimulated
by liberalization of credit policies; in western Europe
the large-scale use of consumer credit to finance sales
of consumer durable goods marks an institutional
development of major importance.

The rise in output and incomes generated by in-
creased demand in these sectors has brought a sharp
upward revision in business expectations, and invest-
ment demand has received new stimulus in all sectors
of the economy. In the United Kingdom, where output
has been maintained at close to capacity throughout
the post-war period, the upsurge in demand has created
bottleneck problems in fuels and basic materials,

notably steel, Symptoms of general inflationary pres.
sure, from both the cost and the demand side, have
also become visible in northern Europe, and the gov-
ernments, in order to safeguard their balances of pay-
ments, have damped the rate of expansion by imposing
new restraints on credit. At the same time, the growth
of demand in this area has provided enlarged markets
for several countries, notably Belgium, France and
Italy, where there had previously been a greater degree
of slack in the economy. Output in these countries has
recently been expanding far more rapidly than in
earlier years, and investment demand has also been
accelerated.

The growth of output in the United States during
this period has been based on essentially the same
elements as in western Europe, namely, on record
levels in housing and in consumer durables, especially
passenger cars, and on continued strength in invest-
ment in plant and equipment. The demand in these
sectors has been sufliciently intense, not only to fill
the gap left by the reduction in military expenditures
but also to carry output to a new peak. Unlike western
Europe, however, where the impact of the adjustment
to the cessation of Kerean hostiiities was relatively
mild, in the United States a cuthack in military outlays
was accompanied by an inventory cycle which gen-
erated a recession in output in 1953/54 lasting about
a year. Contrary to widespread fears based on the
experience of 1949, this recession had little adverse
effect on the world economy. Economic setivity con-
tinued to expand, world market prices remained rela-
tively stable, and the setback in the balance of pay-
ments of the world with the United States was readily

absorbed.?

In the under-developed countries, where the princi-
pal determinant of the level of production is the agri-
cultural harvest, total output has in general also con-
tinued to rise during this phase. There have been many
local sethacks—flood damage in Pakistan, poor weather
in Burma, frost in Brazil in 1953/54, diought in
Argentina, Irag and Turkey and bad growing con-
ditiens in Thailand in 1954/55, for example-~but by
and large it has been a favourable period for agri-
culture, particularly in south-eastern Asia, where the
food situation has heen improved by a sueccession of
good monsoons. The general rise in agricultural cutput
reflects not only favourable weather but also in many
cases the results of earlier investment in the agricul-
tural sector—irrigation projects in such countries as
India and Mexico, improvements in seed and planting
techniques in several Asian and African countiies,
increases in mechanization in Latin America. On the
whole, it is the food importing countries in which
agricultural development has been greatest, and the
consequent expansion of production has posed serious

3 For & more detailed review of these developments, see
United Nations, Forld FEconomic Repere, 1953-54 ({sales
number: 1955.11.C.1).
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probiems for traditional exporters, such as Burma and
Thailand—problems that have been aggravated by
the existence of large surpluses in some industrial
countries and by uncertainty with regard to their
disposal.

In general, the expansion of agricultural production
in under-developed countries has been for domestic
consumption rather than for export; the upswing in
activity in industrial countries has had relatively little
effect on the output of most agricultural commedities.
This reflects not only the effects of existing surpluses
but also the failure of the demand for foods and fibres
to rise significantly during the investment boom. Even
in the case of rubber, demand for which rose to record
levels in 1955, expansion of output of the natural
product was relatively small, and in some producing
countries—Burma, Ceylon and Indonesia, for example
—output did not respond at all to the rise in price.
The increase in the demand for metals in the industrial
countries induced a somewhat greater expansion of
output in the under-developed countries, notably of
bauxite (particularly in Jamaica) and iron ore (par-
ticulatly in Venezuela). Lven in the case of minerals,
however, the elasticity of supply has generally been
low: notwithstanding the increase in demand and price,
tin production declined in 1955, while copper output
was lower in Mexico and Northern Rhodesia, and lead
production in Mexico and Tunisia. The only mining
activity in under-developed countries that has re-
sponded generally and positively to the rise in demand
in industrial countries—not only during the recent up-
swing but throughout the post-war period—has been

petroleam production, particularly in the Middle East.

The effects of changes in the demand for the exports
of under-developed countries, however, are to be found
less in changes in the level of production than in
changes in incomes and foreign exchange receipts; in
this respect a marked contrast has emerged in recent
years between the exporters of minerals and rubber,
on the one hand, and the exporters of fibres and food-
stuffs, on the other. These changes in incomes, while
chiefly affecting the external balances of the under-
developed countries, have also exerted a major influ-
ence upon domestic investment and consumption.

Though it still represents a very small fraction of
the world total, industrial preduction in the under-
developed countries has continued to increase at a
more rapid rate than primary production. In general,
manufacturing capacity is confined very largely to
the lighter industries, based on local raw materials and
producing processed foods, textiles, clothing and shoes,
In the recent period there has been some expansion
of heavier industries: cement plants and, to a lesser
extent, steel and engineering capacity has been in-
stalled or enlarged in a number of countries. This type
of expansion characterizes the second five-year plan
that is about to commence in India, although another
important objective is the expansion of labour-intensive
activities, especially rural handicralt and small-scale
industries, which may curb the increase in unemploy-
ment in the towns—a problem that faces other under-
developed countries {Brazil, Ceylon and the Philip-
pines, for example) in the course of urbanization and
industrialization.

The Dimensions of Post-War Growth

The major features of the current expansion phase
are reviewed in some detail in part II. It is appro-
priate here, however, to view the current position in
relation to the situation in 1948, when immediate
post-war crises had been rendered less acute, and also
it relation to the pre-war periocd, in order to place
the growth of the post-war decade in longer term per-
spective,

The volume of output of the world’s factories, farms
and mines rose by about two-thirds from the pre-war
period to 1954.* The incresse since 1948 has been

¢ The pre-war period referred to is 1938 for mining and
manufactitring and the average level of 1934 to 1938 for agri-
cultural production’

There are & number of well-known difficulties in measuring
changes in output, particularly over a fnirly long period of
years. Of major importence are changes in the composition of
output; gny index of production extended over a period where-
in apprecizble changes in composition have occurred un-
avoidably suffers more or less serious distortion. Improvements
in quality of output also elude measurement and introduce an
element of underestimation. Moreover, national indices differ
widely in method of constroction, coverape and classification
of branches of production; these discrepancies cannot be

approximately as large as the rise from the pre-war
level to 1948-—of the order of 30 per cent in each
period. On an annual basis the rate has thus been
much higher in the recent period. The growth has been

more 1apid in developed than in under-developed
countries, especially so in the phase from the pre-war
vears to 1948 owing to the extraordinary expansion
of output in North America (see table 1).°

eliminnted in constructing international measures. Wherever
such mensores could not be established by combining national
indices — mnd this applies to the regional indices of industrial
production for under-developed countries — they had to be
constructed from oavailable data on commodities and prices;
the indices so comstructed are particularly subject to defi-
ciencies os regerds their commodity and geographical cover-
age, Furthermore, in under-developed countries the recorded
increases in production may oversiete actual increases, since
economic development is often associated both with the ex-
tension of the market economy and with the replacement of
the unrecorded output of cottage industries by factory
production.

G Tor the purposes of this chapter, developed countries in-
clude North America (Cenada and the United States), western
Lurope, Australia, Japan, New Zealand and the Union of South
Africa; the under-developed countries include all others ex-
cept mainlend China and eastern Europe.
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Table 1. Indices of Commodity Output' and of Population, Developed and
Less Developed Areas

(1948=100})
Commodity Per capita
dres ouipnt Population commopdity eutput

Preacar® 1954 Pre.wart 1954 Pro-war 1954

World total’ 78 130 86 109 91 119

Developed areas® . ......... e 75 131 91 108 83 122
Canada and United States ., 53 117 89 110 60 106
Western Europe ..........- 107 151 93 105 115 144
Less developed areas ......... 90 126 83 110 109 115
Latin America ..+ nauon- 78 122 79 115 98 106
South-eastern Asia ....... .- 104 125 83 109 125 115
Africa® and Middle East . ... 80 144 85 109 94 132

Source: Unpited Nations Bureaz of Economie
Affnirs.

& The indices, which should be regurded as
rough estimates, were obtained by combining the
estimates of production in agriculture, mining
and manufacturing shown in table 4.

b Pre-war data for mining and manufacturing
refer to 1938, and for agriculture, to the average
of 1934 1o 1938.

¢ Pre-war data for developed arens refer to

Among developed countries the rise in output since
1948 has been higher in western Euvrope than in North
America; this is true even after allowance is made for
the striking recovery of western Germany from the
low levels to which its output had sunk by 1948, Since
western Europe had not yet fully recovered the pre-
war aggregate level of output in 1948, whereas North
America already exceeded that level by more than
two-thirds, the data for the entire period since before
the war record a much larger increase in output for
North America than for western Europe. While in the
former area output in 1954 was more than twice as
high as before the war, in the latter area the increase
was in the neighbourhood of 40 per cent.

Data on production are naturally more scanty and
less reliable for the under-developed than for the de-
veloped countries. So far as data are available, they
indicate that the growth in aggregate agricultural and
industrial output of the under-developed countries since
the pre-war period is of the same order of magnitude
as in western Europe. Unlike western Europe, how-
ever, where the rise from the pre-war to 1954 levels is
fully accounted for by the increase since 1948, in the
under-developed 1egions only about two-thirds of the
increase has taken place since 1948, Largely owing to
the expansion of petroleum and other mineral produc-
tion, the highest rate of growth in output since 1948
has taken place in the area comprising the Middle East
and Africa. The rate was also high for mest of Latin
America, but the total for that region is heavily
weighted by output in Argentina, which has 1emaired
virtually stagnant since 1948, Both areas had also
achieved a considerable expansion of output during
the war and early post-war years; in 1948 their com-

1938, and for less developed areas, to the avernge
of 1934 10 1938.

4 Excluding mainland China
Europe.

2 Australia, Canadn, western Europe, Japan,
New Zealand, Union of Seuth Africa and the
{Jnited States.

t Excluding the Usnion of South Africa. Data for
agricultural production relate enly to six countries
in the area.

and eastern

modity output was about onefourth above pre-war
levels. Their rates of expansion from the pre-war period
to 1954 thus contrast sharply with the much lower
rate achieved in south-eastern Asia where, owing to
war devastation, aggregate output in 1948 was only
approaching pre-war levels. By 1954 total commodity
output in that region was only about one-fifth above
pre-war levels, an achievement that had been sur-
passed in the other two aress by 1948. The rate of
expansion in south-eastern Asia from 1948 to 1954
was somewhat higher than that achieved during the
same period in Latin America as a whole, but not as
high as the rate for Latin America exclusive of Argen-
tina. Even after allowance for Argentina, the 1ate of
growth in the under-developed regions since 1948 has
been substantially below that reached in western
Europe; if allowance is made, on the other hand, for
the exceptional recovery of western Germany, the com-
parison with the rest of western Europe is much less
unfavourable.®

Population growth has absorbed a substantial por-
tion of the rise in output, more so, however, in under-
developed than in developed countries. Although, as

8 Tn contrasting westers Lurope with the under-developed
regions, it is important to hear in mind that western Lurope
itself contains a region which is no more developed thun many
purts of the three centinents—Asiy, Africa and Latin Americe
Zcommonly classified as under-developed. Available regional
data for western Europe inelude southern Burope, where the
Tevel and structure of production have more in commeon with
those of under-developed than of developed countries. A fur-
ther statistical dificulty arises from the fact that Italy contains
two sepurole economic tegions, the industrial nerth and the
under-developed south On the problems of this area, see
United Nations, Econemic Survey of Furope in 1953 (sales
number: 1954 J1.E.2).
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has been noted, aggregate output rose approximately
as much in under-developed countries as in western
Burope (40 per cent since the pre-war period) per
capita output in under-developed countries shows only
a very small rise—little more than 5 per cent as com-
pared with approximately 25 per cent in western
Europe. Latin America, which had a relatively high
rate of expansion of output among the under-developed
areas, also had the highest regional rate of population
growth; its output per capita has increased since be-
fore the war only about one-third as much as in western
Europe, even though the rise in its aggregate output
was about one-third greater.

The growth of population in the under-developed
areas of the world has been accelerating over recent
decades. In many instances, the current rates of in-
crease in population markedly exceed those which
wete common in western Turopean countries during
their most rapid periods of population growth. The
available evidence suggests that the rate of natural
increase then rarely exceeded fifteen per thousand
and that generally the maximum 1ate was somewhat
lower.” By comparison, 1ates of natural increase ex-
ceeding twenty-five per thousand have been evident
since the war in a number of under-developed coun-
tries, especially in Latin America but also elsewhere.
The decline in Turopean death rates was gradual;
moreover, in the course of time it was accompanied by
a falling birth rate. In contrast, most under-developed
countries can now, through the application of modern
public health techniques, secure reductions in the
death rate in spectacularly brief periods of time. The
birth rate in most under-developed countries, on the
other hand, has not yet changed, but has thus far
generally remained constant, and high.

Among the less developed countries of the Asian
region, the annual rates of natural increase in a num-
ber of the smaller countries in the south and east have,
during the post-war years, approached the high rates
prevailing in Latin America. The rate of increase has
remained lower in India, but it has been higher in
the post-war years than in the nineteen twentes, al-
though lower than in the nineteen thirties.

As a partial offset to the differential effect of popula-
tion growth, a shift in the terms of trade since the
pre-war period has made the disparity in rates of
growth significantly smaller for per capita incomes
than for per capita output. As may be seen in
chapter 2, the improvement in teims of trade of
primary producing countries since pre-war years has
been substantial. The distribution of the gain from
more favourable terms of trade has been extremely
uneven, however, depending upon the particular com-
modities predominating in the exports of a given
country. By far the greatest gains appear to have been

7 United Nations, The Determinants and Consequences of
Population Trends {sales number: 1953 X11E3).

those accruing to exporters of cocoa and coffee.
Nevertheless, only four of the twenty-eight primary
commodity groups studied in chapter 2 have risen less
in price, since the pre-war period, than manufactures
exported from the leading industrial countries—with
the result that almost all of the primary producing
countries for which data are available have recorded
some gain from more favourable terms of trade since
pre-war years.

The shift in terms of trade has done more than
supplement the resources otherwise available from
production; to a significant extent it has served as
a catalytic agent in stimulating an expansion of output.
Like a rise in income from any other source—domestic
or foreign—the gain from an improvement in terms
of trade is likely to have an added effect on production,
depending, on the one hand, upon the extent to
which the gain in income increases the demand for
domestic goods and, on the other, upon the extent
to which productive capacity is adequate or can be
expanded to satisfy the increase in demand. The gain
from improved terms of trade in the post-war period
has in many instances affected profits relatively more
than other sources of income; a significant part of
the gain has therefore spiiled over into savings and
into luxury imports, and the effect on the demand
for domestic consumption goods in many under-
developed countries has been limited. Its impact on
investment has been highly significant in many cases,
however; not only have the improved terms of trade
tended to lift profit expectations but they have also
constituted a major source of saving for financing
capital formation and of foreign exchange for financing
required imports of capital goods. Of course, the
effect on productive capacity of the economy depends
upon the particular forms of investment into which
the funds are channelled. In parts of Latin America,
especially, a portion of the rise in income from im-
proved terms of trade has been channelled into luxury
housing rather than industrial plant and equipment;
even such investment, it is true, is not without indirect
effects on expansion of capacity in subsidiary in-
dustries, but its direct effect on productive capacity
is naturally more limited,

In countries where private industrial investment
has been only slightly responsive to changes in terms
of trade, there has nevertheless often been a significant
effect on public investment. For although public capital
formation is not conditioned by profit calculations in
the same sense as is private investment, it has, of
course, been limited by the availability of national and
international financing, The improvement in the terms
of trade in the post-war pericd has provided an
important source of government revenue as well as of
foreign exchange in support of public investment.

To the benefits accruing from the improvement in
the terms of trade must be added the support pro-
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vided in the post-war peried by foreign government
aid, loans of the International Bank for Reconstruc-
tion and Development and the partial recovery in the
international flow of private capital since the immedi-
ate pre-war period. This has enabled a number of
under-developed countries to increase the quantum
of their imporis by more than the quantum of their
exports. The distribution of such external financing
among various countries has been very uneven, how-
ever, and, with few exceptions, the inflow has been
small in relation to domestic output and also to
domestic investment.® It should not be overloaked,
however, that the size of such aid in relation to total

investment is not & complete indication of its im-
portance, It may represent a substantial supplement
to scarce foreign exchange reserves. Furthermore, as
is true of the improvement in terms of trade, the
assistance obtained through international capital flow,
both public and private, consists not merely of the
direct supplement it provides to domestic output;
perhaps of comparable significance is the stimulus
it can provide to domestic output through the pro-
vision of facilities which create new outlets for
private domestic investment and also through the
diffusion of modern technology and of managerial
skills associated with the international flow of capital

Allocation of Resources to Investment and Consumption

It is no accident that the rate of increase in per
capita output of the developed countries—aside from
the setback to western Europe during the war—has
been appreciably above that of the under-developed
areas, The expansion in developed regions has been
brought about through advances in technology and
improvement in labour skills, accompanied by, and
indeed largely determined by, increasing rates of
per capita capital formation. In many under-developed
countries, however, per capita national incomes have
been too low to provide an adequate margin for the
investment necessary to accelerate the expansion of
output in telation to population growth to a compar-
able degree.

EXPANSION OF INVESTMENT

Capital formation—both cause and effect of the high
and rising levels of output and income—has been
substantially expanded in the developed countries,

8 The inflow of private capital wes effset to some extent by
substantinl repatrintion of United Kingdom capital in the early
part of the post-wor period, most notably in Argentina.

compared with the immediate pre-war years and with
1948, As may be seen from table 2, the rise since
1938 has been greater for real capital formation than
for total national product, especially in Canada and
in western Europe. In North America the expansion in
relation to the gross national product had already
taken place by 1948, reflecting the improved climate
for investment associated with the change-over from
pre-war depression to post-war full employment levels
of economic activity. Although investment in 1948
was undoubtedly enhanced by the fact that war-time
curtailment in some industries had not yet been fully
compensated, the share of investment in total output
in 1054 was little diffexent {rom that of 1948, despite
some recession in economic activity in the United
States. The total increase in private investment in
fixed capital in the United States from 1948 to 1954,
however, was accounted for by a rise in construction,
especially in residential building; investment in pro-
ducers’ duiable equipment in 1954 was somewhat
below 1948 in absolute amount, and in 1955 it
appatently recovered only to about the 1948 level,
Judging from the composition of purchases of durable

Table 2. Indices of Components of Real Gross National Product, Selected Areas

(1948=100)
Gross Greas fixed
Area and year national damestic capiral Privare Public
preduce fermativn consumption conatim prion Exports Imports
Canada:
1938 .. . ... ... 56 41 60 61 01 65
1954 .. ..., . .. 125 129 126 188 111 135
United States:
138 ... ....... 60 57 66 60 54 71
1954 ... .. ... . 123 121 120 197 106 136
Western Europe:
1938 ... oo 102 g7e 101 100 137 116
1954 ... .. 140 155% 128 135 188 135

Source: Orgonisation for European Economie
Co-operation, General Statistics, No. 1, January
1956 (Paris}. Data for exclusion of stocks from
United Stotes gross fixed domestic investment in

1938 were obtained from The Mid-Year Economic
Report of the President, July 1952 (Washing-
ten, D.C).

8 Including stoeks.
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equipment in 1952, when the aggregate was somewhat
above 1948 and 1954, the output of most types of
durable equipment has in fact declined substantially
since 1948, and only increases in metal-working
machinery, electrical machinery and passenger cars
for business use have kept the total from falling
significantly.’

In western Europe, nearly all of the rise in the
investment ratio has been accomplished since 1948.
This increase has taken place despite the progressive
decline and virtual disappearance of foreign economic
aid, and despite some losses from deterioration in
the terms of trade. Rising levels of income provided
the margin of savings for financing a more than
50 per cent increase in capital formation from 1948 to
1954, even while public and private consumption rose,
and an import balance was converted to an export
surplus,

Significant as this increase appears to be in the
aggregate, it may be noted that the ratio of investment
to national product, even in a number of the advanced
countries of western Europe, notably Belgium, France
and the United Kingdom, is still below that of the
United States (16 per cent in 1954), and the same is
true of such less developed countries as Greece, Ireland
and Portugal. As in the United States, residential
construction has risen more sharply than total fixed
capital formation; indeed, as may be seen from chart
3, when allowance is made for the increase in resi-
dential construction and investment in the public
administration sector from 1950 to 1954, the remaining
volume of gross fixed investment in many countries
shows a smaller rise than the gross national product.
In the crucial sectors, including manufacturing, mining
and the construction industries, investment showed
a remarkably small incresse in most countries; from
1950 to 1954 it fell in relation to the gross national
product even in countries such as Italy and Sweden,
where total fixed investment had risen more than in
proportion to output.!

Most governments in western Europe have engaged
very actively in public investment during the post-war
period. Indeed, about one-half of total capital forma-
tion has until recently been undertaken on public
account, much of it in housing and in basic industries
~coal, steel and transport. Government investment
policy in post-war western Europe has been dominated
by the objective of increasing productivity in order
to lower costs of production and to improve internal

% Based on data in United States Department of Commerce,
National Income, supplement to Survey of Current Business
(Washingten, D.C, 1954). Data or composition of purchases
of dureble equipment in the United States are not available
for later years.

10 Tor g detailed study of the progress and problems of
investment in western Burope since 1950, see United Nations,
Eco}namz’c Survey of Lurope in 1955 (sales numher: 19561IL
E2).

Chart 3. Gross National Product, Total Gross Fixed
Investment and Gross Fixed Productive Investment®
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and external economic balance. Even public investment
in housing was motivated not only by immediale
welfare considerations of improving housing stand-
ards, but also by the need to overcome a major
impediment to labour mobility. Nevertheless, current
bottlenecks in steel and their role in recent balance of
payments problems may suggest a need for greater
emphasis than heretofore on government policy to
promote long-term expansion of basic industries.

As in the developed, so in the under-developed,
regions, capital formation has risen significantly, not
only in absolute amount but also in relation to output
as compared with the pre-war period. It is estimated
that gross fixed capital formation averaged about one-
sixth of available goods and services in the post-war
period as compared with about one-eighth in the late
nineteen thirties,!! There are, of course, considerable
variations among the countries of the region; in Peru
and Venezuela the average rate substantially exceeded
20 per cent, in Brazil and Colombia the rate was
closer to the average for the region as a whole,
while in other countries it was considerably lower.
The relatively high share of the natiopal income
devoted to investment in Latin America has been
made possible in large part through the stiiking
improvement in the terms of trade, the benefits of
which have accrued in relatively large measure to
profits and to saving. In the early post-war years,
Latin America was also able to draw uwpon foreign
exchange reserves which had been built up during
the war period. Subsequently, United States direct
foreign investment, especially in petroleum and other
minerals, significantly supplemented domestic re-
sources available for investment in some countries.
Despite the relatively high ratio of capital formation,
however, per capita output in Latin America, after
allowing for the recent absence of growth in Argen-
tina, has zisen since 1948 only about one-third as
much as in western Europe. The main reason has
already been indicated above, namely. an extraordi-
narily rapid rate of population growth, which has
absorbed a very large part of the net increase in
productive capacity.

South-eastern Asia, with a much lower per capita
average income, has been able to devote only a smaller
portion to capital formation—in the neighbourhood
of 10 per cent of gross national product—than has
Latin America.* Since about 1950, capital expenditure
by governments in this area has been 1ising, and this
largely explains the gain in the 1ate of capital forma-
tion in several countries of the region, including
Ceylon and India. This tendency has been reinforced
by increased governmental outlays for developmental
purposes other than for fixed capital formation, in-
cluding projects {or social welfare and technical train-

11 United Nations, Economic Survey of Latin America, 1954.

ing and research. The rising volume and share of
public investment in this region reflect the emphasis
on development of agriculture through irrigation,
power projects and other public facilities. In addition,
private foreign capital has for various reasons not
entered this area on a significant scale since the war.

Public investment in south-eastern Asia appears to
have exerted » significant stabilizing influence on
total capital formation. Total investment rose less
than in Latin America during the Korean raw materials
boom; but it continued to absorb a rising share of
output even following the collapse of world prices of
raw materials, whereas investment in Latin America
fell off in relation to the gross national product. Public
investment, being less dependent upon short-term
profit expectations than private capital formation, is
less affected by changes in terms of trade. Owing to
their impact upon savings, revenues snd foreign ex-
change reserves, terms of trade, it is true, do affect
public investment, but they influence private invest-
ment even more effectively through changing profit
expectations.

As in Latin America, large amounts of private
foreign capital have been invested in the petroleum
industry of the Middle East during the post-war years,
Among the recipient countries, the marked increase
in export proceeds from petroleum has permitted the
accumulation of reserves facilitating the adeption of
development programmes. A number of other countries
in the region have also received substantial foreign
governmental assistance. Within the area, investment
outside the petrolemn industry generally appears to
have been mainly in the public sector. As in Asia and
the Far East, the emphasis has been upon iirigation
and other projects which are intended to stimulate
agricultural production. In a number of countries,
however, investment in new manufacturing industries
has not been inconsiderable.’

Private foreign capital has also invested heavily in
mineral industries in Africa during the post-war years,
and other direct foreign investments have established
local manufacturing industries. In addition, the metro-
politan governments have, through grants and loans,
assisted in financing development programmes. Funds
for such purposes have been augmented, in some
countries, by the utilization of surpluses accruing
under price stabilization schemes for exports.’

DECLINE IN THE RELATIVE SHARE OF CONSUMPTION

As may be surmised from the rising share of output
utilized for investment, the relative share of output

12 United Nations, Economic Survey of Asia and the Far
East, 1955 (sales number: 1956.1LF.1), page 9.

13 United WNations, Economic Developments in the Middle
East, 1945 to 1934 (sales number: 1955.11.C.2),

1f United Nations, Review of Economic Activity in Africa,
1950 to 19534 (sales number: 195511.C.3).
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devoled to private consumption has fallen in muost
regions of the world as compared with the pre-war
years. In North America, where per capita consump-
tion was already substantially above the pre-war level
in 1948, the shift in the proportion of output utilized
for private consumption since 1948 has been relatively
minor. During the Korean hostilities, the increase in
national defence expenditures did contribute to a re-
duction in the relative share available for consump-
tion, but by 1954 the eutback in military outlays,
together with the decline in the export balance which
had taken place in the meantime, had virtually restored
the relative share of consumption to the 1048 level.
Capital formation did not significantly affect the
relative share of output available for consumption
after 1948; as has already been noted, the percentage
of output devoted to investment in Noxth America
has remained relatively stable since 1948.

In western Europe, where per capita consumption
had been sharply reduced during the war, priority had
to be given in the early post-war years to the restora-
tion of minimum consumption standards. In that
region, consumption began to lag significantly behind
national output only in the course of the recovery
after 1948, The discrepancy was a consequence not
only of the rise in capital formation in relation to
output but also of the need to eliminate the imbalance
in external accounts which still burdened the region
in 1948. During the Korean hostilities, the increase
in military expenditures was even more important
than capital formation in checking the growth in
consumption, but after these expenditures levelled off
in 1954 the ratio of public consumption to output was
below that of 1948,

Even though private consumption since 1948 has
lagged further behind output in western Europe than
in North America, it has nevertheless risen at 2 more
rapid rate in the aggregate, and still more so on a
per capita basis. In North America, the rise in per
capita consumption from 1948 to 1954 was about

10 per cent, hut in western Europe it was somewhat
over 20 per cent. As compared with the pre-war period,
however, the gap in standards of living has greatly
widened; the rise in western Europe’s per capita
private consumption is estimated at only 12 per cent
while the increase in North America is in the neigh-
bourhood of 50 per cent (see table 3).

It seems remarkable that the diserepancy between
supplies of consumer goods and total income since
the pre-war period has not been accompanied by any
lasting pressure of excess demand. True, many
countries have suffered from a recurrent, if not a
continuous, wage-price spiral, but the pressure appears
to have come more from the cost than from the demand
side. In most industrial countries, the textile industry
continues to operate far below capacity, while in
North America food surpluses have become a problem
of major importance. Although the demand for con-
sumer durables in western Europe has recently shown
signs of considerable growth, consumption of non.
durable goods has for some time apparently been

limited as much from the demand as from the supply
side.

Part of the explanation lies in the high level of
taxation, which has absorbed a far greater fraction of
the national output than would have seemed feasible
in private enterprise economies before the war. In
North America as well as in several western European
countries, the new tax structure is largely a carry-over,
with modifications, of the systems developed during
the war to finance military expenditure and keep
inflation in check. In many other countries the tax
system has been significantly improved in recent years,
Thus, despite the very large increase in the public
share of the national output, government budgets
have in many instances been in better balance than
before the war; indeed, in several important cases
the budgetary position changed from a deficit in the
depression years before the war to a surplus at the end
of the post-war decade.

Table 3. Indices of Real Per Capita Gross National Product
and Private Consumption, Selected Areas

1948 1954 1954
Aroa and ftom {1938 = 1o0) {1948 == 100) {1938 = 100)

Urited States:

Per capita gross national produet . ...... .. ........ 147 112 165

Per capita private consumption ............ P 133 109 146
Canada:

Per capita gross national product ... .......... ... . 152 108 164

Per capita private consumption ... ... ... .......... 142 116 155
Western Evrope:

Per capita gross national produet . ...........000u.l. 1491 133 121

Per capita private consumption ....... ... ...l 92 122 112

Source: See tables 1 and 2.
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Further contributing to internal balance, particularly
in recent years, has been the tendency to save a larger
proportion of income as real per capita income
increased. This seems to have been an important
factor both in North America and in most westein
European countries, although the relative contribu-
tions of personal and of business savings varied from
country to country and fluctuated widely within
countries from year to year. Comparable data on
private savings for pre-war and post-war years are
available for Canada, the United Kingdom and the
United States. In all three instances the major con-
tribution to private savings since before the war has
been made by corporate savings, but the increase in
personal savings associated with the rise in personal
disposable income has by no means been unimportant.
This is especially true of the United States, where the
ratio of personal savings to disposable income rose
from 4.1 per cent in 1939 to 6.2 per cent in 1955.%°
Data for western European countries other than the
United Kingdom are available only for post-war years;
these indicate that the rate of personal saving has
generally been of growing significance in recent years.
In the early post-war years of intense inflationary
pressures generated by shortages, pent-up demand,
excess holdings of liquid assets and expectations of
rising prices, personal saving generally fell below
the pre-war rate and in some countries vanished
altogether. With the growth in per capita income, the
gradual elimination of the pressure of excess demand
and the greater stability of prices in recent years, the
rate of personal saving has shown a remarkable
recovery in many instances. This recovery is all the
more striking when it is considered that in many
countries the share of labour income in the tolal has
risen as compared with that before the war. In Canada,
the United Kingdom and the United States, labour
income (including social security transfer payments)
rose from about two-thirds of total persomal income
before the war to approximately three-quarters at the
end of the post-war decade.

Consumption trends in under-developed countries
are much less certain, owing to inadequacies in the

available data, especially on agricultural production.
For Latin America, estimates suggest that private
per capita consumption rose 5 per cent from 1948 to
1954, approximately as much as the total per capita
product of the region, but rather less than the regional
income when allowance is made for the improvement in
the terms of trade. The lag in private consumption com-
pared with income, however, appears to be accounted
for by a rise in the relative share of public consump-
tion, largely in connexion with government stabiliza-
tion measures for export goods, rather than of invest-
ment in fixed capital,

Data for Asia and the Far East suggest that from
1948 to 1954 per capita consumption also rose in
that region by less than the increase in output, the
lag being accounted for by higher development ex-
penditure in relation to output. The same factor to-
gether with a considerable rise in the export balance,
owing to high petroleum proceeds, would seem to
account for the apparent discrepancy between con-

sumption and the rise in per capita incomes of the
Middle East area.

1t is interesting to note that, just as in the developed
countries, pressures of excess demand appear, with
some notable exceptions, to have subsided rather than
increased from 1048 to 1954, despite the fact that
supplies of consumption goods rose less than incomes.
While the data are too weak to permit an adequate
interpretation of this phenomenon, two important
elements may be mentioned as of outstanding sig-
nificance. First is the elimination of the grave short-
ages of basic foods which still plagued many countries
in 1048; this was bound to lessen inflationary pressure
even if supplies of consumer goods were not increased
at the same rate as total output or income. A second
major factor is to be found in the greater responsibility
assumed by governments in formulating fiscal policies
and improving their tax administralion in order to
finance the rising share of public consumption and
investment and to keep inflationary pressures from
frustrating the process of general economic develop-
ment in their countries,

Demand for Primary Products

The widening of the gap between the developed and
lezss developed areas since the pre-war period is re-
flected to a much smaller extent in individual sectors
of economic activity than in total output. The growth
in agriculture, mining or even manufacturing has not
been of a greatly different order of magnitude in the
latter than in the former areas (see table 4 and
chart 4).1% The disparity is due rather to the great
difference in weight of primary production in total

16 Economic Report of the President (Washington, bC,
January 1056}, page 177.

output, as output of primary products has everywhere
lagged considerably behind manufacturing. Whereas
mantfactures doubled, approximately, fiom the pre-
war period to 1954 in developed and under-developed
countries alike, primary pioduction rose only about
one-third; and if petroleum, which registered an ex-
ceptional rise duting this period, is excluded. the in-

16 Tor a deisiled study of agrieultural production in the
post-war decade see Food and Agriculture Orgenization of
the United Nations, The State of Food and Agriculture, 1955.
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crease in primary production is nearer one-fourth
than one-third. Since primary production may account
for about four-fifths of the total commodity output
of the less developed countries but for less than a
third of the total in the industrial countries, it is
evident that the discrepant rates of expansion between
primary products and manufactures since before the
war must make for a considerable lag in output of
the less developed countries,

Past experience suggests that, as incomes rise,
manufactures tend to increase more rapidly than
primary production, although less rapidly than tertiary
industries. During this period, however, manufactuzes
have increased so rapidly that they may even have out-
stripped the service industiies; this appears to be the
case—at least in a number of industrial countries—
where there has been a significant lag in civilian
public consumption, largely owing to the prier claims
of defence and public investment expenditure on
government revenue. In any case, it does appear that
the historical lag between manufactures and primary
production has been magnified since the beginning
of the Second World War.

Low INCOME-ELASTICITY OF DEMAND FOR FOOD

Much of the lag between manufactures and primary
production reflects the smaller proportionate rise in

Table 4. Indices of Volume of Output in Agricul-
ture, Mining and Manufacturing, Developed
and Less Developed Areas

{1948 ==100)
Aroa and sectar Pro-ward 1954
Developed areas ............ ... . ,. 76 131
Aprieulture .............. .. .. .. 89 115
Miring .......... ... 19 112
Manufacturing ........... . ... 69 140
Less developed areas ....... ... ... 90 126
Agrieture ............... ... 9 121
Mining ......................... T1 157
Manufaeturing .................. 73 136
World total ... ....... . 78 130
Agriculture ........ ... 91 117
Mining .........ooooo, 77 122
Manufacturing ..... e 70 140

Source: United Nations Buresu of Leconomic Affnirs, based
on the following data: Agriculture, weighted averspe of
national indices of agricultural production supplied by the
Food and Agriculture Organization of the United Nations;
mining, estimates of produetion of twentyfive minerals, sup-
plied by the Statistical Office of the United Nations; manu-
{acturing, for developed orems, national indices; for less
developed aress, estimates of production of some forty-five
manufactured commodities, supplied by the Statistical Ofce
of “the United Nations; world and area totals,” tentative
estimates based on weighting of individual sectors of produc-
tien valued generally in 1948 United States dollar prices.

® Pre-war data for mining end manufacturing refer to 1938,
and for agriculture, to the average of 1934 to 1938,

b Excluding mainland Ching and eastern Eurape,

Chart 4. Volume of Output in Agriculture, Mining and Manufacturing
(1948==100)
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food consumption than in total production. This is
partly owing to the larger share of government revenue
in total output noted above, as a result of which
private incomes have not risen as much as production,
There is, however, an additional factor at work.
Fconomists have long called attention to the fact that
at higher levels of income demand for food tends also
to be higher, but only in lesser proportion than income
(Engel’s Law). For the United States, the relationship
is shown in chart 5, which compares total national
income and food consumption. During the post-war
period the decline in the relative share of income
devoted to food has generally been reflected in a
higher share spent on other consumer goods and
services, but part of the unused margin appears re-
cently also to have gone into savings. The demand for
food, in other words, has been a declining share of
total consumer demand, while consumer demand it-
self appears in recent years to have fallen in relation
to income, as per capita incomes have increased from
the relatively depressed pre-war levels. This relative
shift in allocation of income from food to other goods

and services and to savings is an element in the lag
in food production behind manufactures. It also
helps to explain how pressure of excess demand gradu-
ally diminished during the post-war peried, even
though per capita income generally rose more than
per capita food supplies.

It was not in the advanced countries only that infla-
tion was overcome without food supplies rising to
the same extent as incomes; this phenomenon was
characteristic also of under-developed countries, where
jt might have been expected that relatively high pro-
portions of additional income would be spent on
food. Although the data are inadequate for a full
explanation—and it may even be that the recovery in
food supplies in under-developed countries, especially
in south-eastern Asia, is somewhat underestimated—
apparently per capita cereal consumption has reached
the levels at which Engel’s Law begins to operate.
It is possible, however, that consumption of food has
risen more than might be suggested by the increase
in farm supplies, for improvements in transportation,

Chart 5. United States: Gross National Product, Food and Wheat Consumption®
(1935-1939=100}
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storage facilities and food processing have un-
doubtedly contributed to a significant reduction in
food waste and spoilage.

Of course, not all foods are equally affected by a
rise in per capita incomes. It is the demand for the
staple energy foods—cereals and root crops-—which
is least sensitive to changes in income; the demand
for meat, dairy products, fruits and vegetables is
generally much more elastic so that, with rising in-
come, their share in total food consumption tends to
increase significantly. The shift towards high-income
foods has been especially marked in North America,
where during the post-war period per capita cereal
consumption has been substantially below pre-war
levels while per capita meat consumption has increased
by some 20 per cent. A similar development has been
observable in western Europe since the recovery of
food production in that area. During the early post-
war years of food shortages, when total calorie con-
sumption was well below pre-war levels, cereal con-
sumption was actually higher than before the war
on a per capita basis while meat consumption was
lower by nearly one-fourth. Since then, however,
per capita cereal consumption has gradually dropped
and meat copsumption has gradually increased to
pre-war levels. No significant shift to animal products
is as yet visible in the under-developed countries
where, as previously noted, per capita incomes are
net only much lower than in the developed regions, but
have also registered a much more limited increase since
before the war. There does, however, appear to have
been a shift from coarse grains to wheat and rice,
and the consumption of sugar as well as fats and oils
has in many instances increased significantly.

Impact on traditional food exporting areas

The pattern of food production has been affected,
perhaps more than that of any other major sector of
economic activity, as much by broad social considera.
tions as by profit expectations. The post-war pattern
of output has been associated with a drive towards
greater self-sufficiency in importing countries and with
some lessening of emphasis on food production in
traditional exporting countries. In part, these develop-
ments stem from the war and post-war crises, but to
a significant extent they represent a continuation of
long-term developments. As in the period following
the First World War, the world emerged from the
war with an extraordinary regional imbalance in farm
output—an expansion of over onethird in North
America contrasting with a drop of about one-fourth
in Europe and a smaller decline in south-eastern Asia.
Naturally the war-devastated areas were determined
to make good their losses in agriculture which added
so much to their post-war difficulties—food shortages,
spiralling prices and wages, and deficits in their
international accounts, especially with the dollar area.

In response to government encouragement and
intense market demand, the pre-war volume of food
output outside North America was generally passed
by 1949/50. Despite the much greater expansion in
world incomes and industrial production, the recovery
in agriculture had unfavoursble repercussions on a
number of the traditional exporting areas, particularly
on those countries in which output had been greatly
increased during the war. With the lag in world de-
mand for many major agricultural products, exporters
were soon confronted with shrinking export markets
and falling farm prices. Even though exportable sup-
plies in some countries had not yet recovered to pre-
war levels, shortages were increasingly converted into
surpluses, and many exporting countries found them-
selves faced with the need to withhold supplies from
the matket and deliberately to cut back production
in order to protect the income of their farm com-
munities.

Post-war developments, however, have only acceler-
ated a trend towards greater self-sufficiency in agri-
culture which has been in the making over a longer
period. In part this is attributable to the extreme
instability of world agricultural prices, whick adds
to the tendencies in deficit and surplus countries alike
to reduce the degree of dependence upon foreign trade
for farm commodities. Deep-seated social and economic
considerations have also been influencing both import-
ing countries and some exporting countries. One of
these is a tendency to favour industry rather than
agriculture in some advanced primary producing
countries as part of the process of general economic
development. There are also influences tending to re-
duce dependence upon foreign trade in the net import-
ing countries, While industrialization has been given
a high priority in the less developed countries as
well, the rate of industrialization in most of them is
generally inadequate to absorb more than a fraction
of the annual increment to the labour force; since
the bulk of the population continues to be employed
in agriculture and since the low per capita levels
of income are largely due to low farm productivity,
the expansion of farm output and increased produc-
tivity are of necessity primary social as well as eco-
nomic objectives. In those countries which are net
importers of food, relatively small increases in farm
productivity are likely to lead to a reduction in the
proportion of food supplies that must be imported,

Even in western Europe and North America, where
agricultural productivity is much higher and where
employment opportunities in non-farm activities have
been absorbing surplus farm manpower, governments
have been under considerable pressure to provide
special support to agriculture. For though mobility
from agriculture to industry is considerable, neither
the “push” nor the “pull” is generally sufficient to
raise the average value of output per man in agri-

e e e, S
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culture to the levels prevailing in industry. This
immediately poses a problem for the industrial coun-
tries to support farm incomes and to narrow—or at
least prevent the widening of—the gap between urban
and agricultural per capita incomes. Inevitably the
form support programmes stimulate farm production;
sn the food deficit countries they reduee import re-
quirements, while in traditionally exporting areas they
lead to mounting surpluses.

The drive towards greater self-sufficiency has been
largely concentrated on output of the staple energy
foods—cereals and sugar—and it is in these foods
that the most burdensome commodity surplus problems
have developed. In the major cereal crops, production
outside the major exporting areas not only made good
the loss suffered by the end of the war, but by 1954
had reached levels about 20 per cent above pre-war.
At the same time, aggregate production of cereals in
exporting arens other than North America had only
slightly surpassed the pre-war level (see table 5).
North American production, greatly expanded during
the war, has been reduced in recent years, but large
surpluses have none the less emerged as importing
areas have become more self-sufficient. Suzrplus prob-
lems arose even in rice exporting countries, whose
production in the aggregate has not yet recovered fo
the pre-war level; traditional rice importers were not
only satisfying a larger proportion of their food re-
quirements from domestic production but were also
consuming a larger proportion of other cereals, par-
ticularly wheat.

Similarly, in the case of sugar, production has
advanced considerably in the net importing areas,
particularly in western Turope. At the same time,
exportable supplies from Asia were reduced because
consumption increased much more than output. Sur-
pluses nevertheless emerged in the sugar exporting
countries of Latin America, which had greatly in-
creased their production during the war, but which
have been compelled more recently to restrict output
as the import requirements of other countries have
declined.

Developments in the case of meat have been similar
to those in cereals and sugar in the sense that import-
ing areas are now relying on their own resources for
a larger proportion of their supplies. This has not,
however, created a problem for the traditional ex-
porters, owing to the fact that the demand for meat
tends to rise much more steeply in relation to income
than demand for the basic staples; therefore, import
demand has been sustained even while domestic pro-
duction of the importing countries has increased. In-
deed, the same phenomenon of relatively rapid ad-
vances in meat consumption has even led to a reduction
in exportable supplies in some of the traditionally
exporting countries, where output has lagged.

Table 5. Indices of Produétion of Selected
Foodstuffs -
{1934-1938 average=100)

Auverage annual
curput, 1934-1930 1946747 1954/55

Commaodity and areo {millions of {1934-1938 average
motric tons} =100}
Fheat:

All Gress voewenvinnrencnn. 94.6 107 124
Canada and United States 26.7 164 129
Argenting and Australia. . 108 81 11
Other areas ............ &%} 85 123

Coarse grains:*

All areas ..ovavevnnnonncns 168.8 116 128
Canada and United States 79.7 149 145,
Argentina and Australia.. 101 88 7
Other areas ............ 7190 87 117

Rice (paddy):
Allareas ... veercevurannn 99.1 93 115
South-eastern Asia, export-
ing ecountries® ........ 17.9 71 a0
Other areas .. ...... ... 8L2 98 121
Sugar:

Allareas .. oo vuann ... 244 104 149
Cuba o e e e 2.8 206 160
South-eastern Asia, export-

ing countries? ......... 3.0 11 100
Meat:

AL Greas ..o nv e nine e an 165 134
Latin America ....covans 5.1 104 ii6
Australin and New Zealand 14 100 126

Soya beans:©

All BYeas v oovunnnnnnun. ee. 23 263 461

Tlnited States ........... 12 468 802
Ground-nuts:©

Al ATeas - o ovvnrvnnnnn.. O 169 131
South-eastern Asia ...... 3.8 106 125
Afriea . v e 19 141 192

Cotton-seed :*

Allareas .. veruveoaa. 100 69 118

United States ........... 49 65 105
Coffee:

ATl Areas ... .o verenuacnan 24 80 i0l
Latin America ..., .. ... 2l 80 95
Brazil .. ..... . ...0en.. L& 63 72
Africa ... ... ... aa.. B1 159 236

Cocoa:

Al aress . .- U | X - 90 105
Afries -, .o e 0B 92 95
Latin America .......... 02 106 125

Teu:
Allareas ............oo-.. 05 94 137
Tobacco:

Al arens . oo weaiaean 19 119 140

Canada and United States 0.6 180 177

Source: United Nations Burean of Economic Aflairs, based
on detz published by the Food and Agriculture Orgonizetion
of the United Nations. “All areas” excludes mainlaad China
and eastern Turope.

& Rye, barley, oats and maize.

b Burme, Cambodis, Laos, Thailand, Viet-Nam for rice and
Indonesia, Philippines and China:Taiwan for sugar.

¢ Tneluding output fer non-food purposes.
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Cocoa, coffee and tea, fruits and oil-seeds are too
localized in production by climatic requirements to
have been significantly affected by a drive for self-
sufficiency. Nevertheless, in the post-war periad,
traditional exporters have accounted for a declining
share in total production as shortages and high prices
stimulated production in new areas. This has been
especially marked in the case of coffee: Brazil’s share
in production has dropped sharply while other
countries in Latin America and Africa have come to
account for a significant part of total output. A
similar phenomenon, though on a lesser scale, has
occurred in cocoa production: the African share has
fallen and that of Latin America has risen. In oil-seed
production curtailment of war-time supplies from
the I'ar East induced the United States to embark
upon a programme of large-scale production. Since
the war, production has recovered in the Far East
and has been considerably expanded in the African
dependencies of western Europe; and although a
rise in consumption in the Far East has tended to
limit exportable supplies, surpluses have begun to
accumulate in the United States, Thus far, however,
the scale of the problem has been limited by the con-
tinuing strength of import demand in western Europe,
though synthetic substitutes have been gaining rapidly
in non-food uses,

DECLINING RAW MATERIAL CONTENT OF
FINISHED OUTPUT

Perhaps even more striking than the low income-
elasticity of demand for food has been the lag in
demand for raw materials in relation to manufactures.
Here too the tendency is of long standing, though it
appears to have been accelerated since the beginning
of the war. For the United States the relationship
between manufacturing output and consumption of
raw materials is shown in chart 6.27 Although com-
parable data are not readily available for other
countries, there can be little doubt that the same broad
tendencies have manifested themselves elsewhere.

The explanation is based in part on factors similar
to those affecting the demand for food. The demand
for consumer goods in general, as well as for food,
has been affected by the fact that private income has
not risen in proportion to total output. Since con-
sumer goods generally have a higher raw material
content in relation to the value of the final product
than do investment goods, the resulting shift in the
composition of output has of itself increased the
value added in manufacturing in relation to the de-

7 The report from which this chart is derived estimates
that the gross national product in the United States amounted
to eight times the aggregate of raw materials consumed in
1950, compared with four times the aggrepate in  1900.
(United States Department of Commerce, Hurenu of the
Census, Raw Materials in the United States Economy, Work-
ing Paper No. 1 (Washington, D.C,, 1954}.)

mand for raw materials, Even within the consumer
goods category itself there has heen a relative shift
in demand from simple non-durable to more complex
durable goods, tending to have a similar effect. Of
particular importance has been the failure of textile
production to keep pace with total manufacturing;
whereas the world manufacturing index doubled from
1938 to 1954, the index of textile production rose
only one-third.*

Apart from this shift in the composition of manu-
facturing, technological progress has wrought great
changes in the demand for raw materials. First among
these changes may be mentioned the growing com.
plexity of durable goods, which has increased the
degree of fabrication and processing, and consequently
raised the value of the final product in relation to the
raw material content. No doubt developments along
these lines will continue with the spread of electronics
and automation in industry, calling for greater and
greater precision and specialization in the manu-
facturing process. Equally significant are the scientific
advances, much accelerated by research during and
after the war, which have made it possihle to econo-
mize greatly in the use of raw materials and to
reduce the amount of waste. The study zeferred to
above' cites the fact that, in 1899, 7.05 pounds of
coal were consumed in the production of one kilowatt-
hour of electric energy in the United States, whereas
by 1950 only 1.19 pounds of coal were needed for
the same output; and such examples could certainly
be multiplied. Finally, the vast development of syn-
thetics in recent years has greatly reduced the amount
of natural raw materials required for a given volume
of manufacturing output, since the raw materials
necessary for the production of synthetics are in-
variably less than the raw materials which they dis-
place.

The impact of structural and technological change
has probably heen greatest upon the demand for
agricultural raw materials. Not only have the indus-
tries which are the main consumers of these materials
expanded much more slowly than industry as a whole,
but synthetic and other materials have replaced agri-
cultural products in many uses. Rayon, nylon and
other man-made fibres have been substituted for
cotton, silk and wool in apparel, rugs and cordage;
paper has been substituted for burlap; concrete,
plastics, aluminium and steel for wood; plastics for
leather, and synthetic for natural rubber. These sub-
stitutions have resulted from factors operating on
the side both of demand and of supply. The new syn-
thetics frequently possess physical properties which
can be employed to increase the usefulness or adapt-
ability of the final product; moreover, being the

18 United Nations, Monthly Bulletin of Statistics, July 1958,
page ix,
19 Footnote 17.
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Chart 6, United States: Manufacturing Production and Raw Material Consumption”
{1935-1939=100)> : -
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result of industrial fabiication rather than an agri-
cultural crop, they also offer to the raw material con-
sumer a stability in price and assurance of supply
which is lacking in the natural materials, supplies of
which do not respond so readily to changes in demand.
But, apart from these considerations, the search for
substitutes was unavoidable where supplies from the
traditional exporters were cut off during the war, or
where they failed to grow in line with demand after
the war either because of a shift in cultivation towards
foodstuffs or because of unsettled political conditions
in some of the leading Asian producers.

The combined effect of the changing composition of
manufacturing, economy in use and the replacement
of agricultural by non-agricultural raw materials was
that, whereas world manufactming doubled from
1938 to 1954, the rise in output of agricultural raw
materials, excluding wood, was only about 15 per
cent. Of major importance were developments in the
textile field: not only did the output of textile manu-
facturers rise much less than world manufacturing as
a whole, as indicated above, but the consumption of

natural textile fibres did not increase in proportion to
the increase in finished textile production, The share
of cotton, wool and silk in total werld consumption
of apparel fibres is estimated to have dropped from
92 per cent in 1934-1938, on the average, to 87 per
cent in 1948 and still fusther to 79 per cent in 1954,
owing mainly to a nearly fourfold expansion in the
use of rayon and other man-made fibres. Apart from
apparel fibres, the demand for jute, employed largely
for the manufacture of sacking, was permanently
reduced as a result of steps taken to overcome war-time
and post-war shortages through increased use of bulk
handling and paper sacks (see table 6).

Synthetic rubber has likewise been developed to
the point at which it accounts for about 30 per cent
of total world consumption of rubber. This has not,
however, prevented a rise in output of natural rubber
by more than four-fifths since the pre-war period in
response to greatly expanded demand for commercial
and military road and air transport and, until recently,
for stockpiling. The greater expansion in production
of rubber than of other agricultural raw materials
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has been accompanied by a relatively much smaller
advance in prices since pre-war years, on the average.

Only in one major agricultural commodity—wood
for construction and for the paper industry—has a
supply shortage persisted throughout the post-war
period. Despite increased use of substitute products,
demand for lumber for the construction industry has
been rising more rapidly than supply. Similarly, wood-
pulp production has failed to keep pace with the
rising industrial demand for paper for packaging
and newsprint. The strongly rising demand for news-
print reflects not only population growth but also
the improvement in Iiteracy and education in the
under-developed countries of the world.

Table 6. Indices of Production of Selected
Agricultural Raw Materials

{1934-1938 average==100)

Auveraga annual
aurput, 1934-1938  1946/47  1954/55
{thousunds of £1934-1938 a}vuraga
==J08

Commodity and cros
metric tons)

Catton:

Allareas ..o ovoe vun .. 0,400 70 115
United States ......... .. 2,800 68 107
Other major producers®. .. 1,500 68 95
Other areas ............ 100 86 200

Wool:®
Allareas «oouvovnnann e 790 107 124
Australia, New Zealand and
Union of South Africa.. 370 108 143
Argentina and Uruguay.. 120 157 129
Jute:
South-eastern Asia ........ 1,530 66 71
Linseed:

Allareas . . .ooovvtvnuve.. 2,680 89 160
Argentina ...l 1,702 61 28
United States ........... 209 275 505

Rubber:

Allareas .....cooveuvren.. 970 86 185
Industrial wood;

Allareas ... covvveinoninn  wae 108 126

Sonrce: United Nations Burenu of Economic Affairs, based
on data published by the Food and Apriculture Organization
of the United Nations; duts for rubber from Internatiensl
Rubber Study Group, Rubber Statistical Bulletin {London).
“All areas” excludes output of mainland China and enstern

Europe.
o Prazil, Egypt, India, Pokistan,
% (Clean basis,

Production of agricultural raw materials has been
less subject to shifts in regional distribution than has
food production; such shifts as have occurred seem,
in contrast to the situstion in food, to have favoured
the primary producing countries. The most striking
illustration is perhaps to be found in cotton, where
high United States support prices have stimulated
production in under-developed countries while surplus
supplies have accumulated in the United States. A
similar shift to primary producers has resulted from
the fall in United States production of wool since
before the war. However, the shift in production of

agricultural raw materials towards primary producing
countries has been offset by the reduction in the
share of these materials in total demand in favour of
substitutes and synthetics produced almost entirely
within the industrial countries for their own con-
sumption. Thus, for example, while the share of
exports from primary producing countries in the con-
sumption of natural fibres by the industrial countries
has increased since pre-war years, the corresponding
share in their total fibre consumption must have fallen.
Again, while the United States still imports all of its
natural rubber from under-developed countries, the
entire increase in total United States rubber con-
sumption from 1948 to 1954 was absorbed by the
synthetic product.

The doubling of world manufacturing output from
1938 to 1954 was accomplished with a rise of little
more than one-third in production of metallic minerals
(see table 7). Even these figures understate the full
extent of the lag in output of metallic ores, since the
production of the world’s metal-using industries has
increased even more sharply than manufacturing out-
put as a whole, Although there is an upward secular
trend in supplies of scrap, this has been of small
importance in explaining the divergence between pro-
duction of ores and manufactures since 1938,

Table 7. Indices of World® Output of
Metallic Minerals

(1948=100)

Item and arca 1938 1954
All metallic ores ........ R 93 127
Bauxite ..ovveiin i, 48 191
Copper .«..v vivevinnnenn. .. OB 115
Irom ... .viviiiiierinniinieoen 6B 119
Tead .0 ovivivn i cnnniinnne. . 125 129
TIH v v vve v ceiaeraannae, 109 116
Zine ... . coevicineieias . 100 133
Total output:

Developed areas ... ............ 88 117
Less developed areas ............ 101 142

Source: Statistienl Office of the United Nations and Bureau
of Leonomic Aflaira; see table 4,

& Excluding mainland China and castern Europe.

v Excluding gold and silver.

The lag in production has been common to all the
major metallic ores, with the outstanding exception of
aluminium. Besides the progressively greater elabora-
tion of finished output in the engineering industries,
there have been economies in the use of metallic ores
and replacement of dearer by cheaper metals or by
non-metallic materials. A remarkable example of
economy in the use of metallic raw materials is pro-
vided by the motor vehicle industry of the United
States, which is estimated to have reduced its com-
sumption of copper by nearly 30 per cent between
1925 and 1950.2 Qr again, in tin, introduction of

20 The President’s Materigls Pelicy Commission, Resources
far Freedom, vol. TI (Washington, D.C,, 1952).
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the electrolytic plating technique has led to sub-
stantial economies in manufacture of tin-plate for
containers.

While the exceptional rise in production of
aluminium is partly related to its exiensive use in
such rapidly expanding branches of manufacturing
as the aircraft industry, it also reflects the increasing
demand for this metal as o substitute for others. This
process of substitution has been greatly stimulated,
both by the reductions achieved during the war in
the cost of producing aluminium and by the advances
which have heightened the technical interchangeability
of alumininm with other metals. Aluminium as an
alternative raw material has encroached especially
upon steel, copper and zine. It appears that more than
half the aluminium consumed throughout the world
is in direct competition with iron and steel.” However,
the competition of aluminium has probably had its
greatest effect on copper. The process of substitution
was no doubt stimulated by the post-war failure of
output of copper to meet demand and the consequent
widening in the margin between copper and aluminium
prices. While increased use of aluminium in preference
to other metals has greatly expanded output of bauxite,
this shift has, nevertheless, widened the gap between
output of metallic ores and of finished goods, since
the value of aluminivm reguired to manufacture a
given amount of finished produet is generally less than
that of the metals which it has displaced.

The lag in consumption of metallic ores and metals
in relation to manufacturing output since before the
war has probably been greatest in the United States.
At the same time, rising costs resulting from the
depletion of depesits and other factors have restricted
the increase in output of that country’s mining in-
dustry. Domestic production of most metallic minerals
has not increased in step with demand, and imports
have accordingly risen. The post-war increase in
imports of metallic raw materials has, in fact, been
more than in proportion to the advance in basic metal
production and consumption.

Western Europe has traditionally been much more
dependent than the United States upon imported
supplies of metallic ores. Henee, although the region’s
output of metallic minerals has, as in the United States,
lagged behind consumption, the post-war increase in
its imports has been much less spectacular in pro-
portion to the pre-war level. For example, the total
rise in impoits of non-ferrous metals required for
a growth of about 90 per cent in output of metal
manufactures in western Furope® from 1938 to 1954
was only 13 per cent,

The increases in imports of the United States and
western Europe have been associated with the develop-

21 Economic Commission for Europe, “Competition between
Stee! and Aluminium” {mimeographed document, E/ECE/184),
page G5.

22 Excluding western Germany, owing to lack of data on
pre-war metal imports by thet ares.

ment of new sources of supply in other countries and
regions, principally in the Western Hemisphere and
Africa. United States capital has aided development,
particularly in the former area, while, in the latter,
there has been considerable Belgian and British in-
vestment in the mining industry, Production of metal-
lic ores for domestic consumption has also increased
in many less developed countries over pre-war output.
Even so, the increase in output of metallic minerals
between 1938 and 1954 in the under-developed areas
was certainly much less than the increase in world
manufacturing output. Since 1948,°® however, the in-
crease has been of the same order (see tables 4 and 7).

SHIFTS IN FUEL REQUIREMENTS

Concurrently with the development of economies in
the use of fuels, as of other raw materials, there has
been a remarkable shift in the components of the
world’s energy supplies. This is illustrated by the fol-
lowing figures, which show each source of energy as
a percentage of world® energy production:

Patroleum and

Coal and other liquid Warnral

lgnite fuels paa Fater Total
1937. ... 73.7 199 52 12 100
1948, ... 63.5 26.1 8.9 15 100
1953.... 56.2 361 119 18 100

Source: “World Energy Requirements in 1975 and 2000,
United Nations, Preceedings of the International Conference

on the Peaceful Uses of Atomic Energy, vol. 1 (sales number:
1956.1X 1.vol.l),

The enhanced share of liquid fuels in total energy
production and consumption partly reflects the growth
of road and air transport. In addition, however, the
advance in utilization of liguid fuels (as of natural
gas) represents a substitution for solid fuels induced
by technological progress and by economies in use in
such fields as steel production, railway locomotion and
shipping as well as in the heating of homes. This
progress has been stimulated by the tendency for the
prices of coal and petroleum to diverge increasingly
over the years as supply conditions in the two indus.
tries have changed: from 1937 to 1953, for example,
coal prices in France, the United Kingdom and the
United States rose in relation to wholesale prices by
amounts ranging from 22 to 33 per cent while fuel oil
prices similarly computed declined from 1 to 15 per
cent,”"

Since large-scale production of crude petroleum is
limited to a small group of countries, its greater use
throughout the world as a principsl source of com-

2% For m recent detpiled study see United Nations, Non-
Ferrous Metals in Under-Developed Countries (sales number:
1955718 3).

24 Including castern Europe and mainland Ching.

2i"The World’s Need for & New Source of Energy®
United Nations, Proceedings of the Internarional Conference
on the Peaceful Uses of Atomic Energy, vol. 1 {sales number:
1956.IX.1vol.1).
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Table 8. Energy Production, Consumption and Net Imports, Developed and Less Developed Areas

{Millions of metric tons, coal equivalent)

Production

Area 1937 1949 1954

Consumprion Nut imparts®

1954 1937 1349 1854

1937 1949
World total* 1,623 2,010 2496 1,643 2010 2424
Developed areas .......c.cuon.. 1479 1,722 2,037 1,554¢ 1,872 2227 51 128 221
Canada and United States ... .. 848 1,083 1,280 815 1,123 1,333 - 32 57
Western Europe ......oovin 538 531 628 640 637 735 44 82 134
Other countries® . ....... ...... 93 108 129 99 1li4 159 15 14 30
Less developed sress ....... . ... 144 288 459 8y 138 197 —41 127 224
Latin Ameriea ......vovvennn. 68 134 1685 33 59 93 —34 —67 —91
Latin America, excluding

Venezuela ........ e 32 44 60 22 56 84 5 22, a7

Asig and the Far East .. ..., .. 51 93 72 44 33 68 —1 3 2
Middle East and Africa ....... 25 101 192 12 26 36 —6 —63 135

Source: Statistical Office of the United Nations. The differ-
ence between world consumption and world production is ac-
counted for by stocks, net imports from eastern Europe and
the exclusion of bunker supplies from consumption figures,

mercial energy has considerably enhanced the depend-
ence of most areas npon imported fuels for their
supplies of enexgy. The extent to which the dependence
of each region on imports has been increased is shown
by table 8, which summarizes production, consumption
and net trade in energy in terms of a2 common unit.

During the inter-war years, when there was s large
trade in coal within western Europe, that region was
nearly self-sufficient in energy supplies. But, in the
post-war years, its enhanced demand for energy
coupled with difficulty in raising coal production
brought about a major expansion in imports of
petroleum. Trade in coal within the region declined
to about a fifth less in 1954 than in 1938.

In North America, the balance between domestic
consumption and production of energy has been more
closely maintained, because of the area’s relatively
rich endowment in all the primary sources of energy.
However, displacement of coal by petroleum since be-
fore the war has gone much further there than in
western Furope, solid fuel consumption accounting
for about 28 per cent of total energy consumption in
1954 compared with 57 per cent in 1937, while in
western Europe, the corresponding proportions were
72 per cent in 1954 and 87 per cent in 1937. The

& Net exports indicated by a minus sign.

b Excluding mainland China, eastern Europe and northern
Korea,

¢ Australis, Japen, New Zealand, Union of South Afrieca.

rapidity of the consequent growth in consumption of
petroleum products resulted in United States imports
of erude petroleum being multiplied tenfold between
1938 and 1954.

In many of the primary producing countries, other
than the principal petroleum exporting countries in
Latin America and the Middle East, dependence upon
imported fuels has likewise increased during the post-
war years, the inerease in consumption of imported
petroleum products being especially marked in Latin
America (excluding Venezuela).

While continued expansion in world manufacturing
production will, of course, call for significantly higher
output of raw materials, it seems likely that this de.
mand will be of considerably lesser proportion than
the rise in output of finished goods. A substantial
difference of opinion, it is true, does remsin among
economists as to whether the supply of raw materials
is likely to keep pace with the growth in demand or
may prove an ultimate bottleneck, raising costs of
production and shifting the terms of trade in favour
of primary producers. Whatever position may be taken
on this question, it seems generally agreed that the
demand for primary products is not likely to rise even
approximately in proportion to final produet,

Growth in Manufacturing

The expansion in manufacturing has been the chief
force contributing to post-war growth, On one hand,
the high level of demand for manufactures, particu-
larly for investment goods, is a major source of the
expanded world demand for primary production; on
the other hand, the growth in productive capacity in
all parts of the world and in all sectors of the economy

has depended largely upon the accelerated rise in out-
put of heavy industry in the advanced countries.

The basis for expansion of heavy industry has been
provided, primarily, by higher post-war rates of do-
mestic capital formation as compared with the nineteen
thirties, and by rising governmental expenditure on
defence equipment. In the major producing countries

e e e e ettt tstire e ae e e e e e e
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of western Europe, the post-war shift in the composi-
tion of foreign demand from consumer to capital goods
has also transformed their engineering industries into
principal export industries. A further stimulus to the
engincering industries of western Europe has been
generated by the growth in consumer demand for
durable goods, particularly in recent years, In the
United States, both foreign and consumer demand have
been of less importance in accounting for the in-
dustry’s high rate of growth in the years since 1948,

In terms both of rates of increase in output and of
investment, the chemical industry—including petro-
leum refining—has been a leader in the post-war
decade. Technological advances have been most appar-
ent in this industry, and besides creating numerous
products which serve as substitutes for natural raw
materials, these advances have led to increasing use
of chemical technology in other industries.

By contrast with the chemical and engineering in-
dustries, output of staple consumer goods industries
has been relatively slow in expanding, both because
private incomes have 1isen less than national output
and because demand for these products has not risen
parallel with the rise in private real incomes. In addi-
tion, the shift in foreign demand to durable goods has
reduced their importance as export industries, par-
ticularly in the case of western Europe’s textile in-
dustry (see table 9).

Table 9. Indices of Output in Major Sectors of
Manufacturing, North America and Western Europe

(1948=100)
Area ond sector 1938 1954 19553
Canada:

All manufaeturing ... .. 46 117 123
Food, bevernges and tobacco.. 51 113 119
TFextiles . vvvivvnrnnnn... 48 90 106
Basic metals .. ... ...0aa... 53 119 140
Metal products .. ... aoans 40 128 125
Chemicals .. ......coneeraon 44 128 133

United States:

All manufacturing . .....-.. e 4501220 135
Food, beverages and tobaceo.. 61 106 108
Textiles ...... s e 51 90 103
Basic metals ...... 0.0 ... 32 100 131
Metal produets .. ... ... 3l 145 158
Chemicals® ........ e 40 137 153

Festern Europe:

All mapufscturing ............ 103 162 178
Food, beverages and tobacco. . 103 140 146
Textiles ...... R N ¥ | 135 133
Basie metals .. ... ... ... 114 187 195
Metal products ....-........ 94 169 19
Chemicals «..ocvnurnronnonn 96 201 225

Source: Organisation for European LFconomic Co-operation,
General Statistics, January 1956 and Industriel Statistics,
1900-1955 (Paoris, 1953).

& Provisional.

b Data do not agree with those published in the United States,

THE SHIFT TO HEAVY INDUSTRY
IN THE DEVELOPED REGIONS

The metal produels industry forms the largest single
sector of manufacturing production in both the United
States and western Burope. In the United States, gross
investment in producers’ durable equipment has in-
creased much more slowly since 1948 than the output
of the metal products industry {see table 10). Whereas
output of metal products was some 58 per cent greater
in 1955 than in 1948, gross investment in equipment,
at constant prices, was only some 2 per cent larger.

Table 10. Indices of Categories of Real Expendi-
ture and Quiput of Metal Products Industry,
United States and Western Europe
(1948:=100)

Area and item 1933 1954 j955%

United States:

Gross domestic fixed capital formation 116 115 125
Gross investment in preducers’ dur-
able equipment ....... ... .... 108 98 102
Defence expenditare .o....o.ovavnnn 368 299 270
Qutput of metal products industry... 160 143 158
Output of consumers’ durable goods. 126 115 145

Western Europe:

Gross domestic fixed capital formation 149 162 177
Defence expenditure .............. 171 165 162

Output of metal products industry, .. 151 169 195

Source: Orpanisation for European Economic Co-operation,
Industrial Stotistics, 1900-1955 wsnd Seventh Annual Report
(Paris, 1956) ; United States Department of Commerce, Sur-
vey of Current Business (Washington, D.C.), February 1956;
Econemic Report of the President, January 1956.

& Provisienal.

Likewise, expenditure on consumers’ durable goods—
which consist mainly of metal products—has not in-
creased as markedly as tots]l demand for metal prod-
ucts; and the production of the former has accordingly
lagged behind the increase in output of the metal
products industry as a whole; this was true even in
1955, when output of consumer durables rose to an
exceptionally high level because of the record produec-
tion of passenger cars during the year.*® In contrast
to these items of expenditure, defence expenditure was
about three times as great in 1955 as it had been in
1948; while a substantial portion of it represents pay-
ments for services and goods other than those pro-
duced by the metal products industry, the rise in total
defence expenditure has undoubtedly generated a
major part of the increased demand for the output of
that industry. Foreign sales absorb a relatively small

26 The preduction of certmin consumer durable goods —
such as television sets — has expanded enormeusly during the
post-war years, but their net value in the industry’s total out-
put is smali; morcover, their added contribution has probably
been offset by the relative decline in the contribution of the
less novel end more slowly expanding bramches of the con-
suymer durable goods industry.
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proportion of its output; in 1954 only about 7 per
cent of machinery and transport equipment produced
was exported. These exports have also tended to
decline recently from the high levels of the early post-
war years, as larger supplies of metal products have
become available from western Europe; in 1954 they
were some 12 per cent less than in 1948

By comparison with the United States, both gross
investment in producers’ equipment and the export
trade have been of considerably greater importance
in western Europe in accounting for the post-war rise
in cutput of metal products. As may be seen from
table 10, gross domestic fixed capital formation has
risen more steeply in western Europe than in the
United States over the years since 1948; estimates for
the years 1950-1954 indicate that the proportionate
ise in gross investment in equipment was only moder-
ately below the increase in total investment® The
general increase in investment throughout the region
has led to an expansion of intra-regional trade in
capital equipment. Moreover, post-war development
programmes initiated in the less developed countries
have likewise increased demand for imported capital
goods. The importance of western Europe’s metal
products industry as an export industry has thus been
congiderably enhanced during the post-war years. A
rough estimate suggests that the volume of engineering
exports hoth to countries within western Earope and
to other areas may have doubled between 1948 and
1954, and probably accounted for about 30 per cent
of the region’s total production in 1954 compared with
25 per cent in 1948,

Unlike United States output, western European pro-
duction of consumer durable goods has expanded with
especial rapidity during the post-war years, appearing
to exceed the rate of increase in the industry as a
whole, Production of passenger cars, for example,
increased by no less than 270 per cent between 1948
and 1954.2® This movement partly reflects the develop-
ment of a new export trade in passenger cars,®® but
there has also been, in recent years, a marked rise in

27 United Nations, Economic Survey of Europe in 1955,
pages 57 to 63.

28 Qutput of certain other durable consumer geods, such as
motor scooters, domestic washing machines and refriperators,
is nlso known to have increased greatly. For example, produc-
tion of domestic washing mechines in the United Kingdom,
and domestic refrigerators in France, both increased about
sixfold between 1948 and 1954. The rapid growth in output
of these products may, however, have been largely offset by
relatively slow rates of increase in production of other prod-
vets which have long been in common use. Nevertheless, the
marked expansion of the passenger cgr industry has, in itself,
been suffcient to enhance the relative importence of the con-
sumer durable goods branch of the metal products industry,
both during the post-war years and as compared with the years
intmediately before the war.

20 Exports of passenger cars from France, western Germany
and the United Kingdom amounted to 711,000 units in 1954,
compared with 286,000 units in 1948 and 160,000 units in
1938; the figure for 1938 includes all Germany.

consumption of cars and other durable goods within
western European countries, as real income per capita
has begun to rise appreciably above pre-war levels.
Relaxation of post-war restraints on consumption and
the extension of consumer credit facilities, which have
been events of the past two or three years in many
western European countries, have further favoured
this growth.

The highest rates of growth during the post-war
years in both western Europe and North America have
been established by the chemical industry.® Un-
doubtedly, progress in chemical technology has heen
the primary condition of these high rates; the industry,
in fact, provides a spectacular example of the impact
which advances in applied science may have upon the
structure of manufacturing production. These advances
have not only enlarged the range of the industry’s
products manufactured for direct sale to final con-
sumers but have also fostered an increasing use of
chemical technology by the industrial system as a
whole in the processing of other raw materials. The
great diversity of these products makes it difficult to
assess quantitatively the relative importance of the
industry’s various branches in contributing towards
the high rates of growth. But it would appear that the
expansion is to be ascribed primarily to growth in out-
put—and diversity—of industrial chemicals {including
chemical fertilizers) for use by other industries in the
processing of their non-chemical products. These ac.
count for the largest single part of the industry’s pro-
duction, both in the United States and western Europe;
and, although in the post-war period it has greatly
expanded its supply of the newer chemical materials,
such as detergents, plastics and synthetic fibres, these
remain only a minor part of its output,

The chemical industry is one of the most capital-
intensive of industries, and the introduction of new
products and processes arising fromt advances in chemi-
cal science has accordingly entailed high rates of in-
vestment during the post-war years.® In western
Europe, the industry’s level of investment has also
been raised by the post-war programmes for develop-
ing and extending domestic petroleum refinery capacity
(to which the development of the petroleum chemical
industry has been an adjunct). As a result of these
programmes, output of petroleum products increased
some fivefold between 1948 and 1954, and, whereas
less than half of the region’s domestic consumption

30 See chapter 4 below.
21 The industry, as here defined, includes petroleum refining.

32 Tn the United Kinpdom, for exemple, pross investment
in the chemical industry during 1953 amounted to about 19
per cent of all gross fixed capital formation in manufacturing
industries {and sbout onethird of the chemical industry's
investment was in mineral oil refining}. See United Kingdom,
Central Statistical Office, National Income and E=xpenditure,
1955 (London).
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was met from local refineries in 1948, cutput in 1954
was virtually adequate to supply all requirements.

Partially as the obverse of the rising trend in expen-
diture upon consumer durables, the textile industry in
industrial regions has been slow to increase output.
Textile production in the United States has shown no
tendency to rise during the post-war years; but, as
compared with 1937 output, has been about one-half
greater. In western Europe as a whole, on the other
hand, textile production in 1954 was only some 13
per cent greater than the level of output in 1937. The
difference reflects, in large part, the greater rise in
the level of real consumption which has taken place
in the United States since before the war; but it alse
marks the relatively greater importance of the export
sector of the industry in western Europe, and the
stagnation of this sector in the post-war years. Thus,
since the nineteen thirties, the largest textile exporting
countries in western Euiope are those which have ex-
perienced the least expansion of total textile output,
although, in 2 number of textile importing countries,
the industry has grown quite rapidly through the
process of import substitution.

The food, beverage and tobacco industries as a
group have shown a somewhat stronger tendency to
expand than the textile industry. In North America
their combined output was substantially greater in the
early post-war years than immediately before the out-
break of the war; during the post-war period it has
been marked by a steady, though small, increase. In
western Europe, although production has expanded
quite rapidly since the war, the absolute increase over
pre-war levels of output has been substantially less
than in Nerth America, owing to a smaller increase in
food consumption.

RIS OF INDUSTRY IN THE LESS DEVELOPED REGIONS™

Manufacturing in the less developed regions is, in
the main, directed to the production of consumer goods.
Qutput of certain consumer goods has increased suf-
ficiently to raise the percentage of the less developed
regions in world production. Heavy industry, on the
other hand, is still of small dimension and the increases
in output have been ovesshadowed by developments in
the economically advanced regions. The contrasting
position of the under-developed regions in share of
manufacturing output and in production of selected
consumer and producer goods in the world (ex-
cluding mainland China and eastern Europe} are
shown at top of next column,

In a comparatively few countries, which are emerg-
ing as nmew industrial centres in the less developed
regions, there has been a relatively more rapid growth
of heavy industry than of consumer goods. Principal

33 See United Nations, Processes and Problems of Indus-
trialization {soles number: 1955.11B.1).

1938 1954
Total manufacturing . . S .. B 5
Suger refining ... ... . . ... ... 5l 54
Cotton yarn ... .. .. e ... 1B 23
Cigareltes .. . . . .. ... 20 22
Cement ... ...... S 15
Wheat flour .. .. ... .. .. 9 13
Motor spirit .......... . ... L. 14 11
Nitrogenous fertilizer .. ... .. .. . . 11 8
Lumber .... .. B 7
Crude steel ... .. . .. e .2 2

among these new centres are Brazil and India; among
other countries in which post-war changes in the
structure of manufacturing production have exhibited
trends similar to these are Mexico, Chile and Turkey.
By contrast, there is a larger group of countries in
which post-war growth of manufacturing production
has been limited mainly to the development of domestic
consumer goods industries and to export industries
processing local raw materials; the rates of growth in
the consumer goods industries of these countries have
generally tended to be higher during the post-war
years than for similar industries in countries with
develaping heavy industries.

The growth of an iron and steel industry is a major
element in the development of heavy manufacturing
industries; it provides the nucleus around which other
branches of heavy industry may develop. That such
growth has been restricted to a few countries is strik-
ingly illustrated by the steel statistics recorded in table
11. While production of crude steel throughout the
less developed regions as a whole increased between
1946-1948 and 1952-1954 by 77 per cent, the expansion
took place almost entirely within the five major pro-
ducing countries. The incresse in output was particu-
larly high in Brazil (as well as Chile, where production
is a tecent development). In India, whose steel in-
dustry remains the largest and has been longer
established, oulput increased more slowly. The growth
of steel production in the major producing countries
has received considerable impetus during the post-war
years, both directly from the assistance given to the
industry by the governments of these countries and,
indirectly, through the growing demand for steel,
created in part by governmental development pro-
grammes. Domestic production of ecrude steel, as a
percentage of consumption, rose substantially between
1936-1938 and 1952-1954; but the increase in the
absolute levels of consumption between the two periods
was sufficient to raise the level of net imports except
in Chile and India."* Further substantial additions to
capacity are planned in some of these countries; in
India, construction of three new steel mills, recently
announced, to be built with the aid of financial and
technical assistance from western Germany, the Union
of Soviet Socialist Republics and the United Kingdom,

34 The pre-war statistics for Indian consumption, however,
include consumption in Pakistan.



Part 1. Eeonomic growth in the post-war decade

Table 11. Crude Steel Production and Consumption, Less Developed Areas
(Thousands of metric tons)

Anntal guerage

Arca and country Productian Conaumptiont
19361938 1945.1948 1952.1954 1936-1938 1952-1954
Less developed areas:

Total ......... 1,225 2,141 3,783 5,044 9,935
India e 933 1,289 1,615 1,360 1,986
Brazil ......... ... .. 8l 404 1,027 430 1,438
Mexico ......... . i 120 280 484 326 821
Chile ..... B, “e v 27 292 141 273
Turkey ... i - 91 162 154 429

Above countries as percentage of total. . ... ..
Australia, New Zealand and Union of South Africa

93 98 95 48 50
1,323 1,860 3,191 2,374 4,392

Source: Statistical Office of the United Nations.
» Apparent consumption.

will together increase the country’s steel capacity by
three million tons.*

In the post-war years, the engineering industries in
some of the larger steel producing countries—and in a
few other countries—appear to have entered a phase
of rapid extension. In India, machinery production
rose by 90 per cent between 1948 and 1953, and there
appears to have been similarly marked expansion in
Argentina, Brazil, Chile, Colombia and Mexico. De-
velopment of the industry has been fostered by various
governmental measures and, in some instances, with
the aid of direct investment by foreign enterprises. By
and large, however, the engineering goods produced in
these countries are as yet limited to those which involve
only relatively simple manufacturing processes; tex-
tile machinery, railway equipment and construction
materials, as well as motor vehicles and other con-
sumer durables assembled partly from imported com-
ponents, are among the more important. Local supplies
of engineering products generally fall far short of
domestic requirements, however; these few producing
countries have, like other less developed countries,
greatly increased their imports of engineering prod-
ucts during the post-war years.

The location of the chemical industry in the less
developed regions is geographically more diverse than
in the case of the metal industries. Mineral deposits
suitable for the manufacture of certain chemieals occur
in many countries, and there is commonly a local
demand for some chemicals as materials in the fabri-
cation of consumer goods. Certain branches of the
chemical industry also assume importance for some
countries as export industries. The post-war produc-
tion of widely used chemicals, such as sulphuric acid
and caustic soda, has increased substantially in many,
and fertilizers from mineral deposits have also been

36 Countries with smaller output of steel include Arpentina,
Colombia, Egvpt, Pern, Rhodesia and Nyasalend, Pakistan
and the Belgian Congo, and of these, rll but the Iatter two
had begun production at least before the end of the war.

more extensively produced.®® Generally, however, the
production of industrial chemicals remains lmited in
the less developed regions to a few inorganic chemi-
cals, and, even within this group, few countries have
achieved self-sufficiency in more than one or two
products. The greatest diversification in the range of
the industry’s production has been achieved in those
countries where the metal industries have made most
progress.

Greater geographical diversification of production is
evident in the cement industry. The five countries
which accounted for 95 per cent of steel production
in the less developed regions as a whole during 1954
contributed only 43 per cent of total cement produc-
tion. Diversification of the industry has been aided,
not only by protective policies, but by such economic
factors as the high ratio of transport costs to the value
of imported cement and the availability in most coun-
tries of the raw materials necessary for the industry;
the increase in output has been encouraged by the
decline in costs of cement production relative to costs
of other building materials and by high post-war
levels of construction activity. Between 1948 and 1954,
the greatest increase in production was recorded in
Asia and the Far East. There, net imports as a per-
centage of consumption fell from 22 per cent in 1948
to 14 per cent in 1954, although consumption rose by
153 per cent between the two years. In Latin America,
consumption increased by 33 per cent between 1950
and 1954, while net imports as a percentage of con-
sumption declined from 17 per cent to & per cent.

Other major heavy industries operating in the less
developed regions are those which process raw ma-
terials for export, principally the petroleum refining
and non-ferrous ore smelting industries. Output of
crude petroleum and non-ferrons ores has increased

38 The only countries, however, which manufacture syn-
thetic nitrogenous fertilizers on an extensive scale are India
and Mexico.
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more in the less developed than in the industrial
regions since pre-war years. A corresponding shift in
location has not, however, been common to all the
processing industries. In petroleum refining, the share
of the less developed regions in world production—
taking output of motor spirit as an indicator of all
refining—has changed little from the level of 14 per
cent in 1938, Of the copper and lead ore mined in the
less developed regions, a fairly high proportion was
smelted locally before the war; this proportion has not
been markedly different in the post-war years.® Smelter
production of sluminium remains, as yet, very largely
confined to the industrial countries,

The group of countries in which major consumer
industries have expanded at the highest rates includes
the industrially most backward in the less developed
regions. These have, in the post-war years, established
or expanded light industries whose output meeis the
domestic demand for manufactures that were in many
cases previously imported. Among the industrially
more developed countries, on the other hand, some had
already reached self-sufficiency, or were approaching
it, in the production of major consumer goods by the
end of the war."®

The textile industry provides the outstanding ex-
ample of development of a local consumer goods in-
dustry through substitution of domestic products for
imports, Textiles have long been manufactured in some

37 Zinc smelting, however, as a percentage of ore output,
rose from 15 per cent in 1938 to 23 per cent in 1954, On the
other hand, the proportion of tin that was smelted locally
declined from 59 per cent in 1938 to 45 per cent in 1954,
partly hecouse of the estnblishment of smeiting copacity in
the United States during the war.

38 Indin, in fact, emerged in the early postswar years as the
world's largest exporter of cotton cloth,

less developed countries by their cottage industries;
but mill production, and its extension to the point
of national self-sufficiency, is, in a number of instances,
a fairly recent development.’® This has been particu-
larly true of countries in Asia and the Far East during
the post-war years. As may be seen from table 12,
mill production of cotton yarn—which is the best
single indicator of textile output in the less developed
regions—increased some fivefold in Asia and the Far
East (excluding India) between 1946-1948 and 1952-
1954, In Latin America and Africa and the Middle
East, the increase in output was much greater during
the war years than in the post-war period. The rayon
industry, however, has been substantially expanded
in Latin America during the latter period, output
having increased nearly threefold between 1046-1948
and 1952-1954. The production of rayon yarn had
been undertaken in Brazil and Argentina before the
war, and since then it has been started or expanded
in a number of other countries within the region. In
the other regions, the only producers are Egypt, India
and Turkey, where production was started in the post-
war period. In all three regions, woollen textile pro-
duction was considerably greater after the war than
it had been immediately before; but it remains a rela-
tively unimportant branch of the textile industry in
the less developed regions as a whole, and, during the
post-war years, the only evidence of further expansion
has been in Asia and the Far East (because of the
industry’s development in China: Taiwan).

To sum up, the geographical dispersion of factory
production of certain consemer goods has been
widened during the war and post-war period. Govern-

39 Mill preduction was, for example, first begun in Burma
in 1951 and in Indonesiz in 1953.

Table 12. Production of Cotton Yarn, Less Developed Areas

Annual averogo
fthousands of motric tons)

Percontage increare

I1937-1938 1o 1946-1948 to

Area and country 1937-1938  2946-1948 19520954 1946.1%43  1952.1954
Latin America:*

AT 7Y P, Y- 24 a7 99 108 14
Argentind . .......... ... .... .. e 25 67 81 168 21
Mexico ..ocner e i 8 6 5 —35 —17

Seuth-eastern Asia:?
Total © oo e e e an 575 647 831 13 28
Total, excluding India ..., ... ... ... ..., 17 21 133 24 533
Africa and Middle East:

17T U ! || 79 113 98 43
Egypt oo e 19 45 60 137 33
Turkey ooovvvivnninainnan . 18 29 37e 61 28

Australia, New Zealand, Union of South Africa. . 5 13 21 166 62

Source: Statistical Office of the United Nations.
o Not including Brazik.

b Not including Japan.

¢ Unofficial estimate.
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ment policies of industrial development have been of
major importance in promoting the diffusion of manu-
facturing production over a larger area of the world.
Import sehstitution has been a significant fector in
contributing to the growth of some branches of the
consumer goods industries in many less developed
countries, The movement towards geographical dis-
persion has been sufficiently strong in certain branches
of manufacturing to raise the share of the less de-

veloped regions in world output of particular products.
Some major branches of manufacturing are, however,
virtually non-existent, or exist only in an embryonic
state, in the less developed regions; and since rates of
growth in these branches—as, for example, the engi-
neering industry—have been at a high level in the
industrial regions, the share of the less developed
regions in world manufacturing output as a whole has
not increased during the post-war years.

The Contribution of Higher Productivity

The widening gap between developed and under-
developed countries in per capita output and in their
stock of capital equipment is reflected in disparate
trends both in labour productivity and in productive
employment. In most industrial countries the rise in
output since the pre-war period has generally been
sufficient not only to absorb the annual increment to
the labour force but also to wipe out the large-scale
unemployment of the pre-war period (see table 13}.
Only in Belgium, Denmark, western Germany and
Italy has unemployment been an important problem
during the post-war period; in 1955 even this unem-
ployment was significantly reduced in Belgium and
western Germany.*® Not only has employment increased

49 In western Germany, unemployment fell to 27 per cent,
and symptoms of labour shortage developed, in the third
quarter of 1955,

considerably in the industrial countries, but it has
also been possible, owing to the expansion in capital
equipment and a constantly improving technology, to
employ the additional manpower under conditions of
contnually rising productivity.

Statistics of labour force and employment are less
adequate in many industrial countries than data on
production, so that it is difficult to arrive at reasonably
accurate estimates of the rise in productivity that has
taken place. An indication of changes in global output
per man may be obtained from estimates of the gross
national product and total employment. In the United
States the gross national product more than doubled
in real terms from pre-war to 1954 while total (in-
cluding agricultural) employment increased by about
37 per cent, denoting a rise in average outpuf per
man of about one-half. In Canada, similar caleulations
yield an even larger increase in average total output

Table 13. Employment and Unemployment, Selected Industrial Countries

Index of employment®

Unemployment?

Country 1918 1954

(ives ho0) 1955 1930 ‘h Jom ;954) 1955
Austria ... ... o uvnns .. 700 106 1i2 - 23 19 a7
Belginvm ... .. ........coveen .. 99 18.4 4,00 8.1 5.7
Penmark ... ... ..o L e . 21.3 8.6 8.0 97
France .... . .................. 095 105 107
Germany, western .. ........... ... 128 135 . 4.2 7.0 51
Italy ... 43 89 10.0 98
Netherlands ... .. ... ........ 71 . e 10 19 13
Notway . ... oo e o 112 113 10 13 1.2
Sweden ........ .. ... . e e 10.9 2.8 26 24
United Kingdom ... ........... ... 106 167 120 1.6¢ 15 12
Canada ... ..... .. ....... ... ... 72 115 121 114 224 4.5 4.4
United States .. .. ..., ....... 67 106 110 19.0 34 5.0 4.0

Source: United Nations, Monthly Bulletin of
Statistics.

s Excluding employment in agriculture.

b Percentage of unemployment is not com-
pareble amonpg countries because of differences

in coverage; for detanils of national statistics, see
source,

c 1937,

4 Sigtistical coverage changed from that in
egrlier years.
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Table 14. Change in Industrial Distribution® of Labour Force, Selected Countries

(Percentage}
Jnerenso in
Country and period Totol veonomically
Agrieulture Industry Services active populationt
Canada, 1941 t0 1951 ... .. ......cov v onn. —1B 44 44 26
Denmark, 1940 to 1953 . w11 25 g 7
Tialy, 1936 to 1954 ... . i el 27 36 16
Sweden, 1940 10 1950 ... ... ..o canaee.. 26 18 15 4
Switzerland, 194110 1950 .. ... ... oo e =14 16 14 8
United Kingdom, 1931 to 1951 .. I § | 14 4 7
United States, 1940 to 1950 ... ... ... ... 0.0 —19 38 32 15

Source: Interrational Labour Organisation,
Yearbaok of Labour Statistics, 1945 and 1946, 1955
{Geneva).

» Agriculture  ineludes apriculture  proper,
forestry and fshing; industry includes mining,
menufacturing, public utilities, comstruction;
services include commerce, {ransport and com-

per man. For western Europe, it has been estimated"
that total man-hours of employment rose about one-
sixth from 1938 to 1954; since the pross national
product rose over one-third, a rise in average output
per man-hour of about the same orde: ay the increase
in employment is indicated. The lower figure for
labour productivity, as for total output in western
Europe as compared with Canada and the United
States, is due to the distuptive effects of the war; since
1948 western Europe’s campaign to raise productivity
has borne fruit in a larger rise in average oulput
per man than has occurred in North America.

The increase in gross national product per man
reflects not only changes in productivity within each
economic activity but also shifts in employment be-
tween economie sectors, Both in North America and in
western Europe, major shifts have occurred in the
distribution of employment from activities with rela.
tively low, to activities with relatively high, average
values of output per man. The most striking feature
of these shifts has been the transfer of manpower
from agriculture to other activities; as may be seen
from table 14 decreases in the agricultural labour
force since before the war range from about 10 per
cent in countries such as the United Kingdom and
Denmark to about 20 per cent in Canada and the
United States and over 25 per cent in Sweden. Both
in western Europe and in North America the labour
force in industry has risen by two to three times the
percentage increase in total labour force.

Within the industrial sector iiself there have also
been important relative shifts in employment in favour
of construction and of durable goods, and away from
non-durable goods industries, which would tend to
raise the average value of output per man for industry

41 Organjsation for European Econemic Co-operstion, Sixth
Report (Paris, 1953), page 59.

munications, public and domestic services, pro-
fessional services (srmed forges included).

b Activities not specified and persons seeking
employment for the first time are included here,
but net in the separste branches of economic
netivity.

as a whole. For the United States this is illustrated in
table 13, in which the industries recording an increase
in the share of industrial employment are typically
characterized by significantly higher levels of value
added per man than those whose shares registered a
decline from the pre-war period,

Significant as has been the change in the distribu-
tion of employment, it is evident that a major part
of the rise in the national average output per man in
North America and western Lurope is accounted for
by increases in productivity within the individual
branches of economic activity, Progress has been pro-
nounced in agriculture, where output rose considerably
while at the same time manpower was released to
industry. In the United States, farm output per man
has more than doubled since the war, and average
hours worked per week have declined. Although the
increase has not heen quite so great in western
FEurope, in several couniries the improvement was
nevertheless greater than that registered in other
activities combined, or, in some instances, even in
industry. The progress reflects the importance that
has been attached since the war to expansion of agri-
culture in most industrial countries. War and post-war
food shortages with their attendant problems of infla-
tionary pressures—and in western Europe also of the
dollar shortage—have prompted most of these coun-
tries to give high priority to agriculture in their policy
formulation. Government measures have ranged from
technical assistance and research to price-support pro-
grammes coupled with 2 high degiee of protectionism.
These measures have lifted the share of farm income
in the total as compared with the pre-war period,
facilitating a revelutionary expansion in capital forma-
tion on the farms. No less significant in raising output
per man and per acre have been technological advances
in hybridization, insecticides and soil conservation,
combined with intensive use of commercial fertilizers,
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Table 15. United States: Productivity and
Employment® in Major Branches
of Manufacturing

Increase in employmens
{pereentaga of fotaljb

Branch Nor waluwo oddod per
From 1937 From 1948 maneyour, 1954
to 1947 to 1954 {thonsands of dollars)
Chemicals and sllied
products .,...... 9 14 9.2
Machinery and trans.
port equipment .. 38 101 6.4

Basic metals and
metal products .. 21 30 5.8

Food, tobacece and

allied products ... 7 - 53
Miscellaneous prod-

uets ..o 17 —6 5.0
Textiles ........ . —39 3.3

All manufactoring. 100 100 5.6

Source: United States Department of Commerce, National
Income, 1954 (Washington, D.C., 1955) and Survey of Current
Business, July 1935,

¢ Employment measured in man-years of full-time employ-
ment of weze and salary earners or the equivalent in work
performed by part-time workers,

b Increase in employment in given branch as percentage of
total increase in employment in all manufacturing, The indus-
trial classificetion of basic data was slightly changed in 1947,
affecting the comparability of figures for the two periods.

Of greater quantitative importance, in view of its
weight in total economic activity, has been the in-
crease in productivity in industry. Though generally
smaller than the rise in farm productivity, it accounts
for most of the increase in the national average. As
was suggested by the increases in gross national prod-
uct per man, the rise since before the war has been
considerably greater in Canada and the United States
than in western Europe (see chart 7). Although the
war-time experience has clearly left its mark on the
post-war levels of productivity, the gap between coun-
tries has tended to narrow since 1948. Countries with
a late start in reconstruction, such as Austria and
western Germany, have experienced the largest rise
in productivity since 1948, while others, such as the
United States and Canada where productivity rose
significantly during the war, have recorded much
smaller incieases in the post-war years.

It is western Europe’s success in raising its pro-
ductivity levels which has so profoundly altered the
economic landscape of the world since the end of the
war. It has enabled the region to regain and indeed
to exceed its pre-war level of living even while
devoting a higher share of output to investment for
fature growth, to improvement of the balance of pay-
ments and to defence. Since consumer demand doees not
normally rise by the full absolute amount of an in-
crease in income, the rise in productivity has provided
a margin of supply which could he devoted to other
uses in addition to raising eurrent consumption. Part

was in fact used to increase the share of output devoted
to investment. Even investment and consumption com-
bined, however, rose less than did incomes, with the
result that the pressure of home demand against sup-
plies subsided and the extra margin could be used to
increase exports, reduce imports and thus overcome
the enormous balance of payments deficits with which
the region was saddled immediately after the war. Not
only were Europe’s balance of payments deficits thus
overcome but also the world’s problem of dollar
shortage was reduced to manageable proportions as
Europe increase its export capacity of capital goods
previously available chiefly in North America, and
at the same time assisted the less developed areas
affiliated with it to expand their exports of primary
products which Europe had earlier been compelled to
buy mainly from the United States.**

42 Flements contributing to the easing of the post-war dollar
shortage are reviewed in chapter 2.

Chart 7. Industrial Production and Employment,
1954

{1938=100)>

Produciion
1 ] I i i i
x C
220 + “1
200 - xUs N ]
* Qx A
x It
180r__x It X § %x Ne —
x UK
160 [ xD ~
XF x G
140}~ -
] | I ! ! |
too 120 140 160 180 200 220
Employment

A — Auskria It — laly

B — Belgium fr — ireland

C — Canada Ne — Netherlands

D — Denmark No — Norway

F — France 5 — Sweden

G — Germany, western UK ~ United Kingdom
US - United States

Source: United Nations Bureon of Economic Affairs.
a Belgiuvm, Canada and United States: 1937 = 100,




Chapter 1. Production in the private enterprise economies 49

Table 16, Ratio of Industrial Emaployment to Male Population,® Selected Primary Producing Countries

(Percentages)

Counrry Ratio of total industrial  Ratio of incroment® in industrial Country Ratio of total industrial  Ratio of incremant® in industrial
and employment (o total employmoent so increment® and employmaens fo fotal emplaymenr te increment®
yoar male popufariont in male populationl year male population® in malo populariant

Australia: Brazil :
1938/39...... 25 1940, ........ 6
1948/49. ..... 35 163 1I930......... 9 20
1950/51. ..... 36 39 Colombia

New Zenland: 1945......... 5
1938/39.. ..., 19 1953......... 8 21
igg{;gg . 32 M Egypt:

AR : 1945......... 8

Argentina: 1I951......... 8 2
1937..... .. . 13 Mexico:
1946......... 22 74 exico;
1954, . ..., .o 23 28 i940. fa b 5

Union of South M5 8 24
Africa: Turkey:
1938/39...... 13 1939......... 1
1047/48...... 19 51 1950......... 6 28
1951/52...... 22 62 India:

Chile: 1938......... 2
1937, .. ...... 9 1948, . ....... 2 6
1949, ..... ... 10 15 1953......... 2 1

Source: United Nations, Demographic Yearbook (sales number: 1955.XI1E6); nntional industrial censuses and other official

publications.

o Tentative estimates of male population, aged 15 to 64, made from latest available census data. Both the definition of industrial
employment and the minimum size of establishment covered by indusirinl censuses differ from country to country. The ratios
given in the tnble are therefore not exactly comparable among countries.

b Aped 15 to 64 yenrs.
¢ From preceding year shown.

In contrast to the rise in productivity in the devel-
oped countries, the progress in under-developed coun-
tries generally appears quite Hmited. It is not possible
to obtain meaningful estimates of productivity for
these countries, since the labour force can hardly be
defined, let alone measured with any reasonable degree
of accuracy, in countries in which unpaid farm labour
constitutes such a large part of total manpower, It is
evident, however, that the record of rising productivity
in the developed countries finds little parallel in the
under-developed areas of the world. Far from declining,
the agricultural population in soch areas has grown
substantially since the pre-war pericd. It has been
estimated that from 1937 to 1952 the increase
amounted to approximately one-fifth.*® While this is
less than the percentage rise in total population it is
of the same order of magnitude as the rise in farm
output in the under-developed areas, There does not
therefore seem to have been any significant increase
in per capita farm output in the under-developed

43 Food and Apriculture Organization of the United Nations,
Yearbook of Food ond Agricultural Statistics, 1953, vel. 1
{Rome, 1954), page 17.

regions of the world as a whole. Not only does agri-
cultural productivity remain extremely low by stand-
ards of developed countries but the volume of dis-
guised unemployment on the farms appears to have
increased, at least in absolute numbers, if not in
relation to total farm population.

Such limited increase as has taken place since before
the war in per capita output in less developed coun-
tries appears to have been due primarily to non-
agricultural activities. The available date are not
adequate for measuring the extent to which the 1ise
in per capita output represents increased productivity
or a rise in the proportion of population that is em-
ployed in industry. Some increase in that proportion
appears to have taken place, at least in Latin America,
although, except in Argentina, the proportion remains
very small compared with that prevailing, for in-
stance, in the advanced primary producing countiies,
Australia, New Zealand and the Union of South Africa
{sce table 16). It seems fairly clear, however, that
industrialization has thus far not progressed sufficiently
fast to provide productive employment opportunities
for more than a small fraction of the annual inerement
to the labour force,



Chapter 2

INTERNATIONAL TRADE AND PAYMENTS
The Expansion in World Trade

Despite the many difficulties and obstacles in inter-
national trade, and the persistence of symptoms of
disequilibrium throughout the post-war period, the
expansion of world trade during the past ten years
has been much more rapid than during the corre-
sponding years following the First World War. By 1955
the total volume of world trade® was of the order of
50 per cent higher than in 1948, and exceeded the
level reached inm 1938 by approximately the same
proportion (chart 8). In contrast, in 1928, the tenth
full year after the end of the First World War, the
volume of world trade was less than 30 per cent above
the level of 19132

Since the Second World War, world trade has grown
even more rapidly than production, in terms of post
war prices, as is indicated clearly in the data presented
in table 17.® This was primarily due to the fact that

1 Txcluding exports of the centrally planned economiss and
special category exports of the United States, For an analysis
of the trade of the centrally planned economies, see chapter 3.

*Data given on page 60 of Leapgue of Nations, Review of
World Trade, 1938 {(Geneva, 1939), sugpest a rise in the
volume of world exports from 1913 to 1928 of 24 to 20 per cent,
On the other hand, aceording to United Nations, Growth and
Stagnation in the Evropean Economy, by Ingvar Svennilson
{sales number: 1954.JLE.3), table A58, the quantum of world
exports in 1928 was only 13 per cent higher than in 1913.

8 Comparisons of this kind between trade and production
present formidable difficulties on account of limitations in-
herent in the bnsic data, While the various methods of esti
mating world indices of the volume of output and trade do not
normally produce very different results for changes from year
to year or even over a short period of years, a much larger
dispersion of estimates may emerge from an examination of
trends over a long period. This is particularly true if jm.
portant changes in the relative prices of different products and
in the composition of trade or of output are invelved — as
was certainly the cage both from 1913 to 1928 and again frem
1938 to 1955. It has, for example, been shown in Tnternational
Trade Statistics, edited by Allen and Ely (New York, 1953),
page 195, thet the change in the volume of United Kingdom
exporte from 1938 to 1947 may be estimated either as a rise
of 1) per cent or as o fall of 1 per cent, depending upen
whether the 1947 exports are revalued at prices ruling in
1938, or whether the opposite procedure is followed. Similar,
though on the whole lesser, discrepancies between equally
valid methods arise in estimating changes in production over
long periods, as is pointed out in chapter 1. Moreover, ony
volume index of world trade or werld output cannot avoid all
the difficulties implicit in the individual national indices, and
the sdditional! complication that there are wide differences in
practice among countries in the methods they employ. For an
account of the method used by the Statisticnl Office of the
United Nations in caleulating indices of world industrial
production and world trade, see Supplement to the Monthly
Bulletin of Statisties (1954) .
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the war was more distuptive of trade than of pro-
duction. Consequently, the increase in trade was
greatest, relative to production, during the first five
years or so of recovery after the war; after 1951 the
expansion of trade began to slow down in relation
to production. For the period 1938 to 1955 as a whole,
available data suggest a somewhat smaller rate of
growth in world trade than in world production.

Very similar phenomena were observed after the
First World War. The World Economic Survey for
1981/32 of the League of Nations noted that while
world trade rose more rapidly than world production
from 1921 to 1929, the opposite was probably true
of the entire period from 1913 to 1929, on the average.

The most important reason that the rise recorded
in world trade is smaller than that in world cutput
gince 1938 is almost certainly the fact that production
has riser most in countries whose trade is low in zela-
tion to their output. In particular there has been 2

Table 17. Indices of World Production and Trade®
(1948=100)

kem 1938 1954

All commodities:

Production ............... 78 130
Exports 99 145
Primary commudities:
Food:
Production .. ... . ............ a0e 117
Exports ... 104¢ 112
Ravw materials:
Production e 84 120
Exports ........... .......... 108 140
Manufectures:
Production 69 140
Exports? ... ...l 92 150%

Source: United Nations Bureau of Economic Affairs; Statis-
tical Office of the United Nations; Food and Agriculture
Organization of the United Nations.

¢ Excluding production and exports of the centrally planned
economies,

b Excluding “special category” exports of the United
States, commeodities to which security restrictions apply regard-
ing the publication of certain detniled export statistics.

¢ Annual averape, 1934.1938,

d Exports of Belgium-Luxembourpg, Canada, France, Ger-
many, Italy, Japan, Netherlands, Sweden, Switzerland, United
Kingdom, United States. German date for 1938 refer to pre-
war area of Germany {1937 boundaries).
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Chart 8. Expansion of World Trade after the First and Second World Wars

(Indices of export quantum)

Index
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Sanrce: United Nations Bureau of Economic Affuirs; League of Nations, Review of World Trade, 1938 (Geneva, 1939).

marked relative increase during the past twenty years
in the contribution to world output of the United
States, which has by far the lowest ratio of imports
to total national output of the thirty countries listed
in table 18, This fact alone would suffice to cause a
significant discrepancy between the gain in world trade
and in world output.! It will be shown below that
changes in the distribution of world production since
before the war have accounted for a major part of the
lag in world trade.

There are, however, other factors pulling in the
same direction. The most important of these are the
tendencies in many countries to import less for a given
structure of output, and to shift towards patterns of
production requiring fewer imports; in many cases
the effects of these two types of change, which are
examined further below, are inextricably linked.

The general tendency for the volume of world trade
to rise more slowly than world output dees not mean
that imports have declined as a proportion of national
income in all or even in most countries, The data assem-
bled in table 18 show, in fact, that from 1937 to

+For the world as n whele, including the centrally planned
economies, the lag is further emphasized by the rise in the
share of world output produced in the Union of Soviet Socialist
Republics, whieh probably has on even lower ratic of trade
to output than the United States.

1954 the ratio of imports of goods to national income
(or to some other national aggregate of production
or expenditure) rose in the majority of the countries
listed. In interpreting thiz fact, it must of course be
borne in mind that the national income reflects the
output not only of agriculture and industry but of
other goods and of services as well; and that the
changes in the ratio also depend on the relative move-
ment of international trade prices and internal prices
in each country.

All countries in table 18 for which data are avail-
able—except Japan, where special circumstances pre-
vailed—reduced the proportion of their incomes spent
on imports from 1929 to 1937. It is likely that this
reflected, in many cases, both a reduction in the ratio
of imports to income in real terms® and a2 greater
decline in import prices than in domestic prices. In
the industrial countries, import prices for primary
produets certainly fell much more sharply than domes-
tic prices, but in addition new barriers were imposed
upon trade during the eaily nineteen thirties. The latter
was also true of many primary producing countries,
but their price movements were more heterogeneous.

5 Data available for fifteen countrics, most of them industrial,
with only two exceptions, show declines—and ususliy sharp
declines—in the ratio of import volume to industrial produe-
tion from 1929 1o 1937,
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Table 18. Ratio of Imports of Goods to National Incorme, by Country

(Percentages)
Catagary and country 1929 1937 1948 1934
Countries with declining ratios, 1937 to 1954:
Argenting ....... ... . il o 16.80 16.4 6.8
AUSITIE ot e e 45.3 25.7 11.5 23.9
Belgium ... 45,30 421 35.1 8.4
Ceylon® ... . i i i i eriens ous 39.7¢ 37.8 20.7
Finland ... i 34.1 324 21.7 222
Trance® ......... B, e vty 23.8¢ 15.5 124 12.8
Japan ...... ... oL i uraue e 17.1v 25.3 vae 14.0
Northern Rhodesia® ... ... ........0.o..n... e 61.5¢ 618 584
United States ............... e ia e 5.1 4.3 3.2 34
Yugeslavia ................. e . 116 83 9.4
Countries with rising ratios, 1937 to 1954:
Anstralin® . _.......... e e dv e e 17.4 16.1 215 21.2
Burma® ... e - 17.84 18.6 24.3
Canada ......... h e m e mE e tevaiaraae 27.1 19.9 21.0 218
Colombia .... e e s e b e tr e . 17.4: 15.5 17.9¢
Cuba ....... b e e e e e e e 22,64 31.9 28.4
Denmark ............ i uaaea s 33.6v 26.9 22.2 34.4
Germany, westernd ... ... .yt 16.5¢ 112 18.8
Ireland .. oo i 38.1 284 421 40.2
Italy «oooonnn.. et ae e e 17.3m 12.5m 14.2 15.4
Mexico ......,... s A, 13.2m 12.5m 10.2 136
Netherlands ............. U, 45.3 33.4 38.5 51.6
NOrWAY oovvivintiivinianinirinerinans 24,70 23.1° 32.9 39.5
Nyasaland oo vovuvininunnnnnvnisieiinnans vas 2024 44 0m 45.3
Southern Rhodesia .,..... B, 51.9 439 63.2 59.8
Sweden L.uie i e 217 20.7 20.8¢ 23.8¢°
Switzerland .....ooovi i e, 28.3 222 28.4 25.5
Thailand™ ...... .......... ey een 15.14.8 10.5 21 .80
Turkey ... i e s 9.24 9.7 10.71
United Kingdom:
National income ..........vovvvvuevnnn, 26.8 17.1¢ - e
Gross domestic produet ..,....,. Ceeaas ves 15.8¢ 17.5 188
Venezuela ...ouuiuvvinrensnnnivirerrenns 14.1% 324 27.6°

Source: Statistical Office of the United Nations.

= Gross domestic product at market prices.

¥ 1930,

¢ Gross national produect nt factor cost.

41938,

¢ Data not fully comparable.

f National income at market prices.

ETiscal year data for Australia and Burma,
and for Thailand in 1938, '

h 1930,

Since 1937 there has been less uniformity among
countries. Of the thirty countries, ten show lower
import ratios in current prices in 1954 than in 1937.
This group contains several countries which are rela-
tively advanced industrially, notably the United States,
and where structural changes in the composition of
output and trade during the period sufficed to offset
the fact that import prices had risen much more than
domestic prices. Most of the under-developed coun-
tries, as well as a substantial group of western Euro-
pean countries, recorded higher import ratios in 1954
than in 1937. Data in constant prices are available
for eleven of these twenty countries, of which ten®
showed significant increases in the real ratio of im-

% Burma, Canada, Denmurk, western Germany, Ireland, Italy,
Netherlands, Norwey, Switzerland and Turkey.

£1953.

i1Dats from Orgenisation for European Eco-
nomie Co.operation (OEEC), General Statistical
Builetin  (Paris); gross national product at
market prices.

k 1936,

11949,

m Net domestic product at {actor eost.

n Net domestic product at market prices.

o 1052,

porls to income as well as in the current value ratio,
Only the United Kingdom runs counter to this ten-
dency, with a sharp reduction in the real import
content of the national product more than offset by
a larger rise in import prices than in domestic prices.

Ameong the under-developed countries, imports of
goods rose as a proportion of income in current prices
because of substantial growth in the purchasing power
of their exports. This took the form not only of an
expansion in the volume of exports but—and probably
of more importance in many cases—of an improve-
ment in the terms of trade. In many of these countries,
the relative burden of service payments was reduced;
and in some, higher capital inflow since the war, or
economic aid, has added to resources available for
purchasing goods abroad,
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Most of the industrial countries—including the
United States—have recorded increases in their import
ratios in the course of the post-war period. So far as
western Europe was concerned, the rise from 1948 to
1954 shown in table 18 reflected the general improve-
ment in balance of payments positions, making it pos-
sible 1o zelax import restrictions. Data are available
in real terms for fifieen countries in western Europe
and North America, and for Japan. In all cases except
Switzerdand, the United Kingdom and the United
States, the volume of imports rose more, and often
considerably more, from 1948 to 1954 than real
income or product. In the United Kingdom and the
United States, the decline in imports in relation to the
national product was small and was offset by greater
increases in import prices than in domestic prices.
While a number of under-developed countries have
also increased their import ratios in recent years, cer-
tain of them imported relatively less in 1954 than in
the early post-war years, when war-time accumulations

The Lag in World Trade

While total world trade has fallen relative to total
world output in real terms, tiade in primary products
has also declined in relation to total world trade. It has
likewise fallen in relation to world production of these
commoditics and still more, of course, in relation 1o
world manufacturing output.

It is evident f1om table 17 that the volume of inter-
nationally traded primary products increased less than
world trade as a whole from 1938 to 1954, food show-
ing a greater lag than rew materials. This was the
opposite of the trend during the nineteen thirties when
the share of primary products in world trade was
significantly increased in real terms. This is indicated
by the following volume indices of wortld exports in
1938 (1929 = 100) :*

Food conevnnonnnan N van et 92
Raw materials ......connvonn e 95
ManufBCtuTes wuovewrarvnrraansrnnss 82

Torar 89

The rise from 1929 to 1938 in the share of primary
products in the volume of world trade was accom-
panied by a fall in their purchasing power over manu-
factures; and conversely the declines in the proportion
of primary products in world trade at constant prices
from 1938 to 1948, and from 1948 to 1954, were
associated with relatively greater advances in the prices
of primary products than of manufactures. This rela-
tionship is reflected in chart 9, which indicates that
from 1020 to 1938 and from 1951 to 1955 the real
share of manufactures in world trade varied inversely
with the ratio of export prices for manufactures to
average world export prices for all goods.®

WT_Leﬂgue of Nations, Review of World Trade, 1938.

of foreign exchange reserves were being liquidated to
meet the pent-up demand for imported goods. Some
of the under-developed countries tightened their import
controls during the period under review. In some in-
stances, however, the relative decline in imports since
1948 may be due rather to recovery in domestic output
and the consequent elimination of the need for relief
or other exceptional shipments.

Whatever the reasons may be in terms of changes
which have occurred in the structure of trade and out-
put, and in the volume and prices of imporis, it may
be considered significant that, despite all the pre-
vailing restrictions on international trade, two-thirds
of all countries for which data are available spent a
higher fraction of their incomes on imports in 1954
than in 1937, The remaining one-third of the coun-
tries, moreover, did not by any means consist exclu-
sively of those operating the most restrictive controls
on trade and payments; on the contrary, many of the
latter were to be found among the former two-thirds.

in Primary Products

The lag in trade in primary products since 1938
has proceeded from essentially the same causes as the
lag in world primary production, which is reviewed at
length in chapter 1. Consumption, and therefore im-
ports, of primary products are typically much less
sensitive than consumption and imports of other goods
to changes in real income.” Fuirthermore, both the
demand for primary products and their supply, taken
as a whole, appear to be less responsive to changes in
price than demand and supply for manufactures, again
regarded as a whole. A rise in world income normally
tends, therefore, to bring about a larger increase in
the volume of trade in manufactures than in primary
products and, on the other hand, a sharper price
advance in primary products than in manufactures;
and the converse has probably held true in general
in periods of declining world income.

"The inherent tendency for trade in primary products
to advance less than total trade o total production
has been reinforced since 1938 by structural changes
affecting both food and raw materials. These include,
in particular, the trend towards greater self-sufficiency
in basic foodstufis in net importing countries, the rise
in the share of manufacturing output produced in the
United States—whose raw material import require-

8 Special cireumstances explain the parallel movements in
the two post-war series prier to 1951, namely, the rising trend
in world exports of manufpctures in 1948 and 1949 resudting
from recovery in western Europe, and the mpsurge in world
exports of primary products in 1950 due to public and private
stockpiling connected largely with the outhreak of hostilities
in Korea.

91y the case of raw materinls, this tendency may not
emerge in short-period business fluctuations sccompanied by
shurp changes in 1aw matericl inventories.
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Chart 9. Volume and Unit Value of World Exports of All Goods and of Manufactures
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Source: Statistical Office of the United Nations; League of Nations, Review of Forld Trade, 1938,

ments are small, relative to output—and the world-
wide shift in the structure of manufacturing from
light to heavy industries, with consequences which
are reviewed below.

Thus far in the post-war period, world trade in
food has shown little or no sign of long-term expan-
sion. Wozld food production has grown fairly steadily
since the war, reaching a level 30 per cent above
pre-war output in 1954 (chart 10). Trade, on the
other hand, starting from a relatively low volume im-
mediately after the war, had risen to a level 11 per
cent above pre-war by 1951; there has been no further
advance, as shown by the following indices (1934
to 1938 average = 100) 10

1945 P st 1esas
World production .. .. ... 03 1 119 130
World exports .......... 82 96 i1 108

Source: Food and Agriculture Organization of the United
Nations.

8 Provisional.

The concentration of post-war increases in food
production in importing countries and the reasons
underlying this trend towards self-sufficiency have been
examined in chapter 1.

Compared with pre-war years, food production has
risen more in industrial than in primary producing
countries, Furthermore, a smaller share of food pro-
duction in primary producing countiies has been

10 Dats include beverage erops and tobaceo. World figures
do mot include the centrally planned economies. Production
data Tefer to crop years beginning in the year stated,

available for export, chiefly owing to rapidly increas-
ing population. In 1954 ptimary producing countries
weze exporting 10 to 15 per cent less food than hefore
the war, and the total volume of world trade in food
exceeded the average for 1934-1938 only because the
exports of industrial countries had increased by over
one-third. As table 19 shows, exports by the primary
producing countries of the major food crops, fats and
oils, and tobacco were about 9 per cent smaller in
volume in 1954 than 1938, while exports by the
industrial countries rose by 33 per cent.2

World trade in raw materials has also lagged in
relation to total trade, as has trade in food; although
in this case, as shown helow, the discrepancy may he
attributed to a decline in exports of industrial rather
than of primary producing countries, By 1954 the
volume of trade in raw materials was a littde over
one-third larger than in 1988, but much of this in.
crease was accounted for by the large expansion in
expotts of crude petroleum. Trade in the major raw
materials other than fuels was only about 19 per cent
higher. In this period, the total volume of trade, aside
from that of mainland China and eastern Europe,
rose by about 45 per cent, and manufacturing output
doubled. In other words, if fuels are excluded, the
raw material import content of warld manufacturing
was apparently reduced by about 40 per cent hetween
1938 and 1954,

12 The inclusion of meat in the ficures in tahle 19 would
accentuate the decling in exports of primary producing coun-
tries and the rise in exports of industrial countries.
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Chart 10. World Food Production and Trade®
(Annual average, 1934-1938=100)
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Source: Food and Agriculture Organization of the United
Nations. )
» Excluding that of the eentrally planmed economies.

Much, but not all, of this decline had occurred by
1948 when, apart from fuels, the volume of trade in
raw materials was still below the pre-war level.
Between 1948 and 1954 exporis of raw materials
other than petroleum increased by about 30 per cent,
while manufacturing output rose by about 40 per cent
and the total volume of world trade by rather more.
If exports of crude petroleum, which almost doubled
from 1048 to 1954, are included, the volume of trade
in raw materials roughly kept pace with the rise in
manufacturing output during the post-war period.

Two main reasons for the striking drop in the raw
material import content of world manufacturing output
since before the war have already been referred to.
First, there was a great increase in the share of world'
manufacturing output produced in the United States,
where the ratio of imported raw materials fo output
is very low, and a decline in the share provided by
western Europe, where the raw material import con-
tent is much higher.’® Second, as shown in chapter 1,
the raw material content of manufacturing has steadily
tended to decline owing to a vartety of factors, includ-
ing economies in the use of raw materials as a result
of technological progress, a greater amount of re-
processing of already used materials, the substitution

12 Excluding the centrally planned economies.

15 Manufscturing output in the United States rose more than
two and o half times from 193B to 1954, while western
European output increased little more then 50 per cent

of synthetic for natural materials and more elaborate
fabrication of final output.

Changes in the structure of production have pre-
vented world trade in raw materials from rising as
much as world manufacturing activity. For example,
in industrial countries, the composition of manufactur-
ing output has shifted from light industries, such as
textiles, towards engineering industries with a much
higher and more rapidly increasing degree of elabora-
tion of final output. In western Europe, where the
import content of the testile industry is relatively
much larger than that of the engineering industries,
this shift has undoubtedly tended to reduce the import
content of output as a whole. In the United States the
consequences of this shift for the relationship between
imports and output are less clear: the effect of the
higher degree of fabrication in engineering may have
been wholly or partly offset by the increased im-
portance of foreign sources of supply for petroleum,
ores and metals, as shown in chapter 1.

An examination of the relationship between raw
material imports and manufacturing output in five
of the industrial countries for which data are available
—TFrance, western Germany, the Netherlands, the
United Kingdom and the United States—indicates

Table 19. Export Quantum of Primary Products,
Industrial® and Primary Producing” Countries

(1948=100}

Ftem and group 1908 1910 1954

All primary commodities:
Industrial countries .. ... .. 161 123 129
Primary producing countries 92 99 125

Fotal .................. 111 106 126
Food, oils and tobacco®
Industrial countries ............. 110 93 124
Primary producing countries .. ... 108 114 104
Total ...cvvinnasnnn e 109 109 109
Raw materials:
Industrizl countries ......v. ... 192 141 132
Primary producing countries ..... 78 8 14
Total ........ e an e aeaanaan 114 108 140
Fuels:d
Industrial countries ......... . 154 137 93
Primary producing countries.. 32 42 201
Total ... .vonnn.. e ... 81 81 156
Other raw materials:®
Industrial countries .. ....... 216 143 157
Primary producing countries.. 94 101 124
Total ..o e ianaaans 127 112 133

Source: Statisticel Office of the United Nations. Based on
exports of twenty-sight principal commodities.

" Canada, Japam, the United States and countries in the
Organisation for European Economic Co-operation,

b All other countries, except the centrally planned economies.

¢ Including maize, rice, sugar, wheat, cocoa, coffee, tes,
butter, copra, ground-nuts, palm kernels, palm, coconut and
olive oils, and tobacco

t Conl and erude petrolenm.

e Including cotton, jute, wool, wood-pulp, lumber, rubber,
hauxite, copper ore, iron ore, tin ore and zine ore.
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that during the period 1938-1948, imports of raw
materials lagged in relation to manufacturing in all
these countries. From 1948 to 1954, however, as
shown in table 20, the relationship was reversed in
France, western Germany and the Netherlands—im-
ports of raw materials incieasing relatively more
than manufacturing; while in the United Kingdom
imports roughly kept pace with manufacturing. In
the United States, imports of crude materials alone
scarcely increased from 1948 to 1954: but imports
of crude materials and semi-manufactures together
(including refined metals and other raw materials at
comparable stages of processing) did rise more nearly
in line with manufacturing.**

Moze significant of the long-term trend than the
movement in the ratio of raw material imports to
output since 1948, when shortages were still prevalent,
is the fact that in comparison with pre-war, the 1954
indices for raw material imports show smaller in-
creases than manufacturing in all cases. Inventory
changes do not appear to be responsible for any part
of this decline—on the whole it seems likely that
allowance for such changes would tend to accentuate
the relative decline 15

It was shown above that the rise in world trade
in food from the average for 1934-1938 was due
entirely to larger supplies forthcoming from industrial
countries. The reverse was tiue of raw materials as
indicated in chart 11; while industrial countries were
exporting a smaller volume of raw materials in 1954
than in 1938, exports of the primary producing
countries were neatly 70 per cent higher, as indicated
in table 19,

The difficulty experienced by many industrial
countries in expanding their coal output during the

24 The failure of United States crude material imports to
incrense appreciably from 1948 to 1954 wes due to sharp
declines in imports of twe commodities—raw wool ane
rubber—which accounted for nearly 30 per cent of total
fmports in this group in 1948 Imports of raw woel dropped by
nearly 60 per cent, accompanying n 45 per cent decline in raw
wool consumption; and imports of rubber were also lower,
purtly because the entire rise in rubber consumption since 1948
was provided by synthetic output and partly hecause of the
cessation of government stockpiling. Although the volume of
imports of these twe commodities remained low in 1955,
relative to 1948, the total volume of imports of crude materinls
recovered to some extent with the end of the recession.

6 Inventories in France, the Nestherlands and the United
Kingdom probably increased much less in 1938 than in 1954
(if they increased at all); that is, if the rate of inventoery
accumuiation hed been the same in the two years, the lag in
imports would have heen larger than suggested by the table.
In Germany, the rates of inventory sccumulation in 1936 and
1954 may not have been very different. In the case of the
United States, comparison of 1937 with 1953 is preferable
owing to recessions—of substantinlly different magnitude—
in 1938 and 1954. However, privete inventory accumaulation in
1937 was significantly larger than the combined total of private
and governmental accumulation in 1953; United States indices
for 1953 in footnote ¢ to table 20 therefore overstate the
divergence between raw material imports and meanufeciuring
during the period under review.

Chart 11 Volume of World Exports of
Primary Products
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post-war period was one of the main reasons why
total exports of raw materials from the industrial
couniries declined; and it was also the reason why
a significantly smaller proportion of the raw material
output of industrial countries entered into foreign
trade than before the war. Conversely, the great ex-
pansion in the primary producing couniries’ output
of petrolenm, most of which enters into their expoit
trade, was the principal reason for a rise in the
proportion of their raw material output entering
foreign trade and, since most of these exports went to
industrial countries, for an increase in the share of
output marketed in the latter. Thus, mainly owing
to the change in the pattern of world trade in fuels,
industrial countries became more dependent on
primary producing countries and less dependent on
one another for their raw material imports.
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However, even if trade in fuels is excluded, it
remains true that the primary producing countries
more than maintained their share of world trade in
raw materials. Expoits by industrial countries of
raw materials other than fuels increased only 10 per
cent from 1938 Lo 1954, whereas exporls of primary
producing countries advanced 23 per cent. The pat-
tern of trade in 1aw materials has therefore developed
quite differently from trade in food. While the rise
in the share of food oulput consumed in primary
producing countries resulled, as has been seen, in
both an absolute and a relative decline in their con-
tribution to world exports, their consumption of raw
materials has not grown so fast as to prevent their
share of international trade in raw materials from
increasing,

It therefore appears that since 1938 world exporis
of primary products have failed to keep pace either
with world trade as a whole, in real terms, or even
with total world primary production. Moreover, world
exports of raw materials have risen less than the
output of goods into which these materials enter. To
a considerable extent the reasons may be sought in
the normal pattern of developments associated with a
period of 1ising world income—especially the tendency
for food consumption to rise more slowly than income
and for technological progress to bring about a reduc-
tion in the raw material content of manufactured
goods. Of considerable importance, also, have been
shifts in the structure of world productien and con-
sumption, particalarly the development of greater
self-sufliciency in the net food importing countries.
Another such shift has been the rise in the share of
world output accounted for by the Uniled States,
which Lypically imports a smaller fraction of its food
and 1aw material requivements than other countries.
Tt is true that there are some impertant raw malerials
in respect of which the United States has become more
dependent upon imports than it was before the war.
Even in this case, however, wo:ld exports of the raw
materials in question have generally not kept pace
with the output of the finished products hecause of
various types of economies in utilization, relative
incteases in the value added in the manufacturing
process or the substitution of synthetics or of other
raw materials. The development of substitutes—syn-
thetic or otherwise—has frequently had the effect
{albeit unintended) of 1educing the share of world
exports of raw materials provided by primary pro-
ducing countries, This has been true especially where
such materials are derived from areas which were
separated from the Allied Powers during the war.
Generally, production of synthetics requires elaborate
chemical facilities not available in under-developed

Table 20. Indices of Manufacturing Production
and Raw Material Imports, Selected Countries

(1938=100)
Country and item 1948 1954
France:
Manufacturing production ......... 108 148
Imports of raw materials .......... 92 136
Germany, western:®
Manufacturing production ......... 58 176
Imports of raw materials .......... 39 133
Netherlands:
Manufacturing production .. ....... 111 176
Tmports of raw materials .......... 81 153
United Kingdom:
Manufacturing production ......... 119 158
Imports of raw materials .......... 85 114
United States:®
Manufacturing production ......... 173 212
Imports:
Crude materials and semi-
manufactures .......... P 123 142¢
Crude materials .............. 122 124¢

Source: Organisation for Turopean Economic Co-operation,
General Statistical Bufletin; western Germany: Statistisches
Bundesamt, Wirtscheft und Statistik  (Stuttgart) ;  United
Kingdom: Board of Trade Journal {London); United States:
Department of Commerce, Trade of the United States, 1930-
1949 and Total Export and Import Trade of the United States,
Jannary to December 1954 (Washington, D.C}.

#1936 = 100.
b 1937 = 100,

¢ Corresponding data for 1953 as follows: Manufacturing
produetion, 227; imports: erude materials and semi-manufoc.
tures, 154: crude materials, 130.

countries; and many of the other substitute products
employed, such as aluminium for non-ferrous metals
or paper for jute, are likewise produced by the in-
dustrial countries for their own use.

The main—and almest the only—exception is
petroleum; in petroleum, trade and production alike
have risen very rapidly, and it is being substituted
for other fuels which industrial countiies had been
largely able to provide for themsecives. However, the
gains among under-developed countries from the
post-wai upsurge in petroleum consumption are highly
concentrated in Venezuela and the Middle East. Over
the past two decades most primary producing countries
have witnessed a progressive and often rapid shrinking
in the importance of their exports in relation to the
output and income of the industrial world—partially
offset, however, as shown below, by an improvement
in the terms on which these exports could command
manufactured goods in exchange.
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The Growth of World Trade in Manufactures

Trade in manufactures rose more rapidly after the
war than trade in primaty products. As early as 1948,
total exports from the major industrial countries
included in table 21 probably exceeded the 1938
volume, in terms of post-war prices, by nearly 10
per cent; by 1954, exports of manufactures were about
half as laige again as in 1948 and about 60 per cent
above the 1938 level ¢

The comparatively high level of exports in 1948
was accounted for largely by increases of 150 per cent
in exports from North America and of 45 per cent in
United Kingdom trade. Western Germany and Japan
weze still unimportant sources of supply, accounting
for only 2 per cent of the total shown in table 21 as
against nearly one-third in 19387 Total exports of
manufactures from western Euzope and Japan were
thus about one-quarter smaller than in 1938, despite
the marked increase in United Kingdom exports and
the smaller increases in the exports of the other
countries included, except the Netherlands, whose
trade was still more than one-quarter below the pre-
war level.

Between 1948 and 1954 North American exports
of manufactures declined slightly and exports from
western Europe and Japan almost doubled. Moie than

10 The data contained in the tables in this section represent
the best estimates that could be made of the volume of exports
of manufactures in 1938, 1948 and 1954, by principal com-
modity groups and areas of destination, from the countries
listed. It should be emphasized, however, that the estimates nre
subject to substantiel error owing to changes in national
systems of classification of exports in several countries; to the
lack, in most instances, of any adequate price series for re-
valuing the 1938 and 1954 export data at 1948 prices; and to
the necessity in all cases of applying the same group price
indices in revaluing exports to all destinations, whether indus.
trial, primary producing or centrally planned cconomies,
irrespective of differences in commodity group composition.
While reliunce can he placed upon the peneral orders of
megnifude indicated in the tables, small movements or differ-
ences suggested by the data eannot necessarily he regarded as
significant. In 2 few cases, discrepancies with official national
indices have emerged. The most important of these relates to
the decline in the volume of exports of manufactures from the
United States from 1948 to 1954, which was estimated as 9
per cent, whereas the corresponding official United States
indices (those for semi-manufactures and finished manufsc-
tures combined, less special category exports) imply o fall of
2 per cent. It should be noted that petroleum products are not
ircluded in manufactures for the purposes of the estimates
presented here, but they sre included in the United States
categories of semi-manufactures ond finished manufactures.
The data presented may somewhnt understate the United
States 1954 value of exports in 1948 prices owing to the use
of wholesale price indices for the purpese of deflating; it
is likely that premium prices were charged for exporls in
1948 and therefore that export prices rose less than domestic
wholesale prices from 1948 to 1954. On the other hand, there
is reason to believe that the increase in the United States
export unit value index for finished manufactures from 1948
to 1954, as officially celculated, may be underestimated. The
reader’s attention is drawn once agnirn to considerable differ-
ences which may arise in the estimates, depending upon
whether pre-war exports are revalued in post-wur prices or
vice versa.

half the increase was accounted for by western
Germany and Japan, Exports from the other western
European countries in the Organisation for European
Economic Co-operation increased by 50 per cent. The
largest increases were achieved by France and the
Netherlands (which more than doubled their exports),
and Sweden (whose exporls rose nearly 80 per cent);
and the smallest by the United Kingdom, whose ex-
ports rose only about one-quarter over this period.

Table 21. Exports of Manufactures from Induatrial

Countries
(Billions of 1948 dollars)
Area 1930 1948 1954
North America® ...... ... 33 8.25 1.6
Western Europe® and Japant 147 113 21.8
Torar 18.0 19.55 2064
Percentage change: 1938 10 1954 1938 10 1848 1940 to 1954
North America® ......... 130 150 —8
Western Europe? and
Japanc ... ... ...... 48 —23 93
Torar 63 9 50

Source: United Nations Bureae of Economic Affairs and
secretariat of the Economic Commission for Europe.

® Excluding United States special catepory exports.

b Belgium-Luxembourg, France, Germany, Ttaly, Netherlands,
Sweden, Switzerland, United Kingdom. German datz for 1938
sefer to pre-war area of Germeny (1937 boundaries) and for
1948 gnd 1954, to western Germany,

¢ The countries covered account for well over 90 per cent
?f the total exports of manufactures from western Europe and

apan,

Germany and Japan were still supplying a smaller
proportion of exports of manuofactures in 1954 than
before the war, the former as a result of territorial
changes and the latter because the commodity structure
of its exports was not well adapted to the growing
world demand for manufactuzes,*® as indicated below,
The gap left by these two countries was filled mainly
by the United States, whose share in the total exports
of manufactures shown in table 21 rose from about
one-sixth in 1938 to about one-fourth in 1954, and
to a lesser extent by France and the United Kingdom.
The United Kingdom, however, has been losing
ground, especially to western Germany, since 1948;
by 1954 its share was only slightly higher than before
the war. The rapid advance in western Germany’s

share in the world market for manufactures continued
in 1035,

1% Pre-war data for Germany cover exports from the whole
pre-war area of Germany (1937 boundaries).

18 Japenese exports to primary producing countries were
below the pre-war level in 1954, and those of western Germany
were little more than one-third larger than the exports of pre-
war Germeny, while the exports of other OEEC countries had
risen by over 70 per cent. Similarly, German and Japenese
exports to industrizl countries hnd risen by less than one-half,
while those of the other OEEC countries had more than
doubled.
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Total trade in manufactures among the industrial
countries has increased faster than their export of
manufactures to the rest of the world, as indicated
in the following percentage shares of the total value
of exports of manufactures (at 1948 prices).

Pestination

Primary Centrally
Industrial prndncfng plannu‘d
countrics conmiries ceonomies
North America:
1988 ...... ... ........ &b 38 7
1948 ... ... . . ... 4l 57 2
1984 ... . ... ..... Bl 49 -
Western Europe:
1938 .. ... ... 45 46 8
948 . ... . 40 57 3
1954 . ... .. 51 47 2
Torar:"
1938 ... 42 46 12
1948 ... 40 57 2
1954 ... 49 49 1

# Including Japan.

The principal reason for the decline in the share of
manufactures exported to the rest of the world was
the severe drop in deliveries to the centrally planned
economies. In addition, however, exports to primary
producing countries did not increase as rapidly as
those to industrial countries. Starting from a level
in 1948 that was little or no higher than in 1938
largely because of greatly reduced output in western
Germany—tiade among the industrial countries in-
creased by approximately 90 per cent, in real terms,
by 1954. Compared with 1938, the main components of
the growth of trade in manufactures among industiial
countries were in Canadian trade with the United
States and in the trade of western European countries
with one another.

The primary producing countries, on the other hand,
absorbed a volume of manufactures approximately
30 per cent larger in 1948 than in 1938, owing to
their improved terms of trade and the drawing down
of foreign exchange reserves accumnulated during the
war. There was a further increase of the order of
30 per cent from 1948 to 1954, but it should be noted
that exporls to primary producing countries in 1954
were below the peak reached in 1951/52 following the
boom in commodity prices accompanying the Korean
hostilities.

North American and western European exports of
manufactures to industrial and to primary producing
countries have developed along different lines since
1038, as indicated in the figures above. Before the
war, North America sold a much larger proportion of
its manufactured exports in industrial countries than
in primary producing countries, while the proportions
for western Furopean exports were about the same.
By 1954 primary producing countries had taken over
the share of North American exports marketed before

the war in the centrally planned economies, and had
also replaced part of the pre-war share sold in in-
dustrial countries. The corresponding fall in the share
of the centially planned economies in the expoits of
western Furope, on the other hand, was absorbed
almost entirely by industrial countries,

The reasons for these opposite movemenis in the
pattern of trade may be briefly summarized as
follows. The decline in the share of North American
manufactures sold in industrial countifes was due to
restrictions on imports from the dollar area imposed
by western European countries, and the adaptation of
Furopean industry’s demands and supplies to the
situation thus created. By 1954 the exports of Canada
and the United States to each other were actually as
large as their exports to all other industrial countries,
whereas In 1938 the latter had been approximately
twice as large as the former.**

North American exports to primary producing
countries expanded much more than those of western
Europe and Japan for several reasons. During the
war and the early post-war years, Latin American
countries were compelled to seck in the United States
substitutes for manufactures which they had previ-
ously purchased in Europe. While western Europe has
improved its competitive position in Latin America
since 1948, it has never regained its pre-war share
of the market. It is not only that new channels of
trade with the United States have been firmly estab-
lished and a taste for Uniled States products acquired.
Of great importance also, as shown helow, has been
the outflow of United States capital (and hence of
machinery and equipment} for the development of
Latin American natural resources.

By contrast, economic growth in the primary pro-
ducing countries which provide the most important
markets for western Europe has not, with some excep-
tions, been as great as in Latin America. For obvious
reasons, many of these countries could not participate
in the gains achieved by Latin America during the
war. The countries which were cut off from the Allied
Powers {ound at the end of the war that the latter
had developed substitutes for their leading export
products. Since the war many of the important trading
countries in Asiz whichk have traditional economic
ties with Europe have not shared to the same extent
as Latin America in the growth of demand in the
industrial countzies because they do not produce the
particttlar foods and raw malerials whose imports
by industiial countiies have risen most.

These developments in traditional European markets
in Asia and Latin America, together with the relatively
rapid expansion of the economy of western Lurope
and of Nerth America, provide the principal reasons

19 Trade between Cenada and the United Stutes in 1938 was,
however, sericusly affected by the recession of that year.
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Table 22.

Changes in Distribution of Exports of Manufactures from Industrial

Countries,” 1938 to 1954

Folume of cxpares, 1958 (1938==100)

Teem Porcentage Percentagu Exparts from Exports from
shara sharg Toral tUnited wustern Eurepab
[EAL 1954 fxporia States and Japan
Lxports to primary producing

countries:
Machinery and transport equipment 25 37 256 208 239
Passenger cars ... ... . .......... 2 4 272 153 427
Chemieals .. ... .................. 8 12 275 619 223
Torar 35 53 261 311 243
Metals and manufactures ... ... ., 15 16 185 253 174
Textiles ... . ... ... ... ... .. 36 19 94 418 79
Miscellaneous manufactures ... .. . 13 12 159 283 145
All manufactures 100 100 175 311 152

Exports to industrial countries:

Machinery and transport equipment 22 32 273 249 286
Passenger cars e 2 i 403 158 606
Chemicals ... .. ... ... 0vuun. 11 13 216 373 188
Torar 35 49 262 262 263
Metals and manufactures .. ....., 24 21 165 171 163
Textiles ... .. ... ... ... . . ... 22 15 135 338 125
Miscellaneous manufactures . ... .. 19 15 153 129 157
All manufactures 100 100 191 220 183

Source: United Nations Burern of Eeonomic
Affairs and secretariat of the Economic Com-
mission for Europe.

* All data in 1948 prices.

why the share of the industrial countries in western
Europe’s exports rose from 1938 to 1954. Similarly,
exports of manufactures from such countries as
western Germany, whose principal markets are to be
found among the industiial countries, have tended
to gain in recent years in relation to exports from
the United Kingdom, which are concentrated upon
oversea primaiy producing countries.®®

The major change in the composition of exports of
manufactures by industrial countries since 1938 has
been a sharp decline in the share of textiles—continu-
ing a trend which has persisted since the beginning of
the twentieth century—and a great increase in the
importance of exports of machinery and tramsport
equipment, and chemicals, as shown in tables 22 and
23. Before the wayr, textiles accounted for nearly
30 per cent of the 1otal exports of the industrial
countries (valued in 1948 dollars), and in 1954
for less than 18 per cent; while exports of machinery
and transport equipment (including passenger cars)
and chemicals rose from about 35 per cent in 1938
to over half the total in 1954. Besides textiles, basic
metals and metal products, and other manufactures,
probably consisting largely of miscellaneous consumer
goods, may have declined slightly in relative im-
portance.”

The smaller rise in world trade in textiles and other
non-durable consumer goods than in capital equipment
and chemicals corresponds to the lag in world con-

b Belgium-Luxembourg, France, - western Ger-
many, Italy, Japan, Netherlands, Sweden, United
Kingdom. The 1938 data for Germany include
entire pre-war area (1937 boundaries).

sumption in relation to woild production brought
about by much higher rates of capital formation and
defence eoxpenditure than had prevailed in 1938.
However, the demand for durable consumer goods
has risen with relatively greater rapidity, as income
has increased, than the demand for non-durables, such
as food and textiles, and this has been reflected in a
much larger growth in exports of passenger cars
than of other consumer goods.

The shift in the pattern of impo1t demand for manu-
factures from textiles to capital goods and chemicals
favoured the development of German and United States
trade xather than that of the other industiial countries,
and forced a drastic change in the structure of exports
of the latter group to something more closely re-
sembling the composition of the exports of Germany
and the United States. Even hefore the war, metals,
machinery and transport equipment, and chemicals,
had accounted for about four-fifths of United States
exports of manufactures, and for nearly three-quarters
of German exports; textiles accounted for only 7 per
cent of United States exports of manufactures and
for less than 15 per cent of German exports. In con-

%0 The high rate of western Germany’s export gains in re-
cent years may also bhe attributed in port to that country's
relatively late recovery,

2t The relative decline shown in basic metals and metal
products may, however, he spurions ewing to particular difii-
eulty in nchieving a satisfactory revaluation of this group at
1948 prices.
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trast, textiles accounted for about one-third of the
manufactured exports of other western European
countries. By 1954 textiles had fallen to one-filth of
the exports of the latter group and metals, engineering
products and chemicals had risen, to account for
almost two-thirds of the volume of their manufactured
exports.

The change in the structure of United States exports
was relatively small. Capital goods and chemicals did,
it is true, increase still further in importance, but this
was offset by a relative decline in metals, so that the
aggregate share of all these products in total United
States exports of manufactures remained unchanged.
However, one of the remarkable features of the rise
in United States trade in manufactures has been its
advance in the world market for textile manufactures,
This is, at first sight, all the more surprising in that
the United States gained most in precisely those
markets which, on the whole, contracted, namely in
primary producing countries. However, this gain was
associated with the general growth of United States
exports to primary producing countries, especially in
the Western Hemisphere, where the dollar countries,
which are oriented towards North American standards
and tastes, still provide an expanding market for
textiles. An additional facter was United States leader-
ship in design and in the exploitation of synthetics.
Together with France and other continental European
countries, the United States appears not only to have
acquired part of the former Japanese market, but
also to have reduced the share of the United Kingdom
in world markets.

In the expanding market for passenger cars, on
the other hand, the United States has steadily lost
ground, its share falling from one-half of total exports
of passenger cars in 1938 to one-quarter in 1954,
Exchange restrictions were undoubtedly an important
factor in this development, but there was also an
element of preference for smaller and less expensive
cars that was encouraged by more widespread car
ownership and high gasoline taxes in many parts
of the world, Western Germany and the United King-
dom emerged as the chief beneficiaries fiom this
change, each accounting in 1954 for a higher propor-
tion of world exports of passenger cars than the
United States.

Other relative declines in United States exports
appeared in metals and metal products, of which
the United States became a net importer after the
war, as noted previously. The share of miscellancous
consumer goods in United States manufactured ex-
ports also declined, and in 1954 they formed a much
smaller part of United States exports than of those
of the other industrial countries.

The structure of exports of all the countries which
had been imporiant suppliers of textiles before the
war has undergone profound changes. The relative
importance of textiles remains greatest in Japan: 45
per cent of that country’s manufactured exports in
1954 consisted of textiles, compared with nearly
two-thirds in 1938. In large measure this was due to
Japan’s ability to gain an increasing share of the
textile market at the expense of its higher priced
competitors. It is also possible, however, that Japan

Table 23. Changes in Distribution of Exports of Manulactures {rom Industrial Countries,” 1938 to 1948
and 1948 to 1954

(Percentage changes)

United Stares Western Europe? and Japon

frem
1938 to 1940

1948 to 1954

1538 ro 1948 1948 10 1954 1910 to 1948 1948 ta 1954

Exports to primary producing countries:

Machinery and transport equipment. .. ...... 93
Passenger cars .. .... .o« vouoncaenieoes 108
Chemicals oo vn v v i v 37
ToraL 82

Metals znd metal manufactures. .. ... ...\ 56
Textiles oo ner e mnarmameeinainaaan . 18
Miscellaneous manufactures ....... ... ... 16
AH manulactures 38

Exports to industrial conntries:

Machinery and transport equipment.. ... 61
Passenger Cars . ..o na s aren a3
Chemicals oo e e —9
Total 38

Metals and metal manufactures. ... .. ...... —I10
Textiles » oo r e —23
Miscellaneous manufactures .... .. . ... ... —28
All manulactures 1

33 247 —14 32 82
31 107 -—26 110 163
100 418 19 —20 178
44 245 —10 22 100
19 326 —40 11 57
15 439 —22 —40 31
37 263 —22 —12 65
32 279 —18 —10 68
10 155 —32 12 156
164 - 58 96 209
136 178 34 —42 226
89 145 7 —5 177
82 38 24 — 23 113
75 129 48 —31 an
113 31 -2 40 162
89 97 12 23 137

Source: United Nations Bureau of Economic Affairs and
secretariat of the Econemic Commission for Europe.
& [ata in 1948 prices.

b Belgivm-Lusembourg, Trance, western Germany, lLaly,
Netherlands, Sweden, United Kingdom. The 1938 data for
Germany include entire pre-war area (1937 boundaries).
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has had greater difficulty than the western Furopean
countries in diversifying the pattern of its exports.
In the United Kingdom the share of textiles in exports
of manufactures dropped {rom 39 per cent before the
war to 18 per cent in 1954--little more than the corre-
spending proportion for pre-war Germany. Sharp de-
clines have also occurred in France and Italy. In all
cases the gap left by textiles has been filled whelly or
mainly by heavy industry products.

The change in the pattern of import demand noted
above was much more pronounced in trade with the
primary producing countries than in trade between
industrial countries. Before the war, textiles accounted
for well over one-third of the exports of manufactures
to primary producing countries, a much larger share
than in trade between industrial countries, and a pro-
portion which actually exceeded that of all engineering
products and chemicals combined. Exports of textiles
by industrial to primary producing countries declined
more than 6 per cent from 1938 to 1954—the only
major sector of trade in manufactures to fall, other
than trade with the centrally planned economies—
while trade in textiles among the industrial countries
rose by about 35 per cent. It should be borne in mind,
however, that colton textile exports of India are not
included in this estimate: if they are included, the
absolute decline in textile exports to primary produc-

preportion to trade in manufactures as a whole are
well known. The most important is the fact that under-
developed countries have been able, fiom the very
eatliest stages of their economic development, to
promote factory production of textiles. Combined
with this is the use of tariffs and of import and ex-
change controls, both to provide adequate protection
for growing textile industiies and to conserve limited
foreign exchange resources for purchases of capital
equipment in connexion with development pro-
grammes,

As a result of the sharp relative decline in exports
of textiles to primary producing countries, and of
the rise in their rate of capital formation, the pattern
of imports of manufactures by these countries has
come to resemble the corresponding imports of in-
dustrial countries much more closely than was the
case before the war. The [ollowing figures, showing
exports to primary producing countiies as percentages
of expotts to industrial countries, indicate not only
that the shares of total exports of manufactures going
to industrial and primary producing countries in 1954
were nearly equal, but that in every one of the six
commodity groups listed, the disparity in the volume
sold in these two broad markets was reduced from
1938 to 1954.

ing countries almost disappears. Even including Indian . L33 154
shipments, however, the share of textiles in the total %exnlcs """""""""""""""""" Beesees ig? lgg‘

: . : i : ) ASSENERT CAIS w..uovnsivnne. . 14
impoxts of manufactures by primary producing coun Machinery and transport equipment®. 131 123
tries probably fell to one-fifth—not very much more Miscellaneous manufactures . ... .. 81 84
than the corresponding proportion for industrial Chemicals ............... ....... 178 99
countries. Metals and manufactures .......... 70 79
The factors responsible for the failure of textile Tora 115 105

exports to primary producing countries to increase in o Exciuding passenger cars.
Table 24. Terms of Trade, Industrial and Primary Producing Countries
(1948=100)
Category and item 1938 1951 1954
Total terms of trade of industrial countries:n

Export unit values ... .. ... ... .. .. .. . ... .. 44 97 92

Impost unit values 41 110 97

Terms of trade® .. ..., . ... . . 10 89 94

Terms of trade of primary producing countriese
with industrial countries:

Export unit values .. ... ... . . ..., . 33 123 106

Import unit values from industrial countries? . 43 o8 93

Terms of trade with industrial countries® .... . . . ... 78 125 114

Purchasing power of exports to industrial countries® ..., 81 145 141

Source: United Nations Bureau of Economic
Affairs,

% Countries it the Organisation for Furopesn
Economic Co-operation, Canada, Japen and the
United States,

Y Export unit value index divided by import
unit value index,

¢ Rest of world, excluding meainland China and
eastern Europe,

4 Computed on the basis of OEEC unit value
index of exports to countries omside western
Europe and of United States and Japanese ex-
port unit value indices, weighted by current
valae of exports to primary producing countries,

¢ Index of value of exports of primary produc-
ing countries, divided by unit value index of
imports from industrial countries.
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The Improvement in Terms of Trade of Primary Producers

In the course of the post-war period, the terms of
trade moved against the industrial countries and in
favour of primary producing countries as a result of
a rise in prices of crude foodstuffs and raw materials
in relation to those of manufactures. A similar rclative
increase in the prices of primary products and a
corresponding shift of the texms of trade against in-
dustrial countries and in favour of primary producing
countries had occurred between the immediale pre.
war period and the early post-war years.

According to the data in table 24, the delerioration
in the terms of trade of industrial countries as a
whole from 1948 to 1954 was of the order of 6 per
cent, compared to a 7 per cent deterioration during
the preceding decade, Export unit values dropped
8 per cent, in terms of dollars, during the post-war
years while import unit values declined much less.
From 1948 to 1951, at the height of the Korean boom,
the deterioration was 11 per cent, but this was followed
by a greater falling back in import than in export
prices after the end of the boom as a result of which
the terms of ntrade of the industrial countries partly
recovered by 1954.

Although it is not possible to make a similar esti-
mate for primary producing countiies as a group, their
terms of trade would seem to have improved by about
30 per cent between 1938 and 1954, to judge from
the changes in the average unit value of their exports
as compared to the average unit value of exporis to
them. The improvement in their terms of trade with
industrial countries (shmilarly estimated) was con-
siderably larger, as table 24 shows, but this improve-
ment was not, of course, paralleled in trade among the
primary producing countries themselves.

In table 25, countries are grouped according to
whether their terms of trade were better or worse in
1954 than in 1948, 1t will be seen that, apart from the
United States, all the countries reporting a deteriora-
tion in terms of trade from 1948 to 1954 were western
European, except for Cuba, Egypt, Pakistan and the
Philippines. On the other hand, most of the countries
enjoying betier terms of trade in 1954 than in 1948
were primary producers, though two of the countries
~Japan and Switzerland—belong to the industrial

group.

The number of countries for which a comparison
can be made between the post-war peried and the
immediate pre-war years is extremely limited, and
some of the changes shown in table 25 inevitably
reflect major shifts in the structure of imports or
exports, or both. On the whole, the primary producing
countries again show improvements in terms of trade
from 1938 to 1954, and the major industrial countries,
deteriorations.

63
Table 25. Terms of Trade, by Country
(1948==100)
Category and country 1938 1954
Countries with improving terms of trade
from 1948 to 1954:
Australa® ..o i aaan 95 117
Brazil oo vine i e e e 248
Canada® ..... ... .. am e 102 105
Coylom .vorvenenr e 139 155
Chile « oo e e e e 90 149¢
Colombia .. vovr e ianinnaann 61 184
CostaRiea ... viviner v e 174
Dominican Republic ... ......... a7 112
Fenador oo veonnaioana e 169
Tl Salvador - .. -v w0 s 60 260
Ethiopia® ... .oovovivine vanne e 245
Gold Coast ... viven cnuvrnns 176
Guatemala ... v. oo 210
Tndia® - .. e 101
Treland .. . 0 e 95 102
Japan® . . 104 126
Malaya® . .. .o e 119 129
New Zealand . . ... ... ........ 105 125
Nicaragua ... . vvwwoercoon oo 196
Nigeria 139
Sudoh .o cv e e 70 107
Switzerland .. .. ... ..o s 98 113
Turkey -.o.oooon e, 115 116
Venezuelz ... . . .0 ciaaeans 84 124
Countries with deteriorating terms of trade
from 1948 to 1954
Austria . ... . e 122t 92
Belgivm-Luxembourg® .. ... ... 93 87
Cubst .o e 1138 08
Denmark - v ovriu e iane e 94
BEypt o o eeanen 10 90
Tinland .. .. . e e e 82 98
TLAMGE « . v et e e s 84
Germany, westerit ... ... ..-.. 115 99
Ttaly ........ 88 99
Netherlands® . ... ... .. ..... . 104 89
Norway® ... ... .. w.oe... 100 97
Pakistand .. . ... .o . 84
Philippines . ... ... ... 75! 82
Spaill ..o e e e 97
Sweden .. . o eeiniian 93 94
United Kingdom . ... ..... .. .. M7 96
United States ... ... —cuvvvooia. 117 83

Source: Statistien] Office of the United Naotions; Interna-
tional Monetary Fund, International Financial Statistics
{Washington, D.C); Organisation for Luropean Economic
Co-operation, Forcign Trade Statistical Bulletin, series I
(Paris). Values in national currencies except for Brazil, the
index for which is in terms of United States doliars. For Japan
the 1934.1936 avernge == 100. For western Germany the
second half of 1949 = 100.

a Annual figures represent twelve months ending 30 Fune of
year stated.

b Indices not fully comparable. ¢ 1953,

¢ Annuel figures represent twelve months ending 10 Septem-
Ler of vear stated. Data for Eritrea included in 1954.

e Arnual figures represent twelve months bepinning 1 April
of vear stated. Excluding land trade £1937.

& Annual average, 1935-1938.

b Annual figures represent twelve months heginaing 1 April
of year stated.
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The divergent experience of the various countries
set forth in table 25 was due primarily to differences
in the commodity composition of their exports and
impoxts. In table 26, changes in United Kingdom and
United States average export prices for manufactures
are compared with movements in the average prices
of world exports of primary products. Several points
have to be borne in mind concerning the relevance
of such a comparison for the interpretation of the
data contained in table 25. In the first place, no
country is exclusively an exporter of manufactures and
an importer of primary products; while there are
some countries which export nothing but primary
products, there are few whose imports consist ex-
clusively of manufactures. Moreover, world exports
of primary products obviously include exports of
industrial countries, and not merely those of countries
referred to here as primary producers; to that extent
the unit value indices for primary products shown in
table 26 may not in all cases be typical of those appli-
cable to the latter group of countries. Finally, the com-
position of world exports of primary products does
not necessarily correspond to the import composition
of any single industrial country or even (to the extent
that food or raw materials are traded among the
primary producing countries) of all industrial coun-
tries taken together. By the same token the average
prices of manufactured exports from the United
Kingdom and the United States can do no more than
indicate the orders of magnitude of changes in the
import prices for these goods of primary producing
countries.

The table shows that the unit values of primary
products rose about 6 per cent more than the unit
values of manufactures exported by the United States
from 1948 to 1954 and very much more in relation to
the export unit values of the United Kingdom, where
the effect of the devaluation of 1949 is seen in the
11 per cent average price decline during this period.
As alieady indicated, this does not imply that the
purchasing power of manufactures exported from the
United Kingdom over the types of food and raw
materials actually imported by that country dropped
to the extent suggested by a first glance at table 26.
In fact, the prices of United Kingdom manufactures
were only 4 to 5 per cent lower in terms of imported
food and raw materials in 1954 than in 1948. The
purchasing power of United States exports of manu-
factures over imported raw materials declined about
6 per cent between these two years, but in relation to
imported food the drop exceeded 30 per cent.®

Table 26 indicates fairly clearly why considerable
differences may be expected in the gains of primary
producers from terms of trade changes during the
post-war period. By far the greatest price gains were
those obtained by exporters of coffee, the unit price
of which almost trebled from 1948 to 1954. Table 25

shows that some of the greatest improvements in terms
of trade were those recorded by the coffee exporting
countries, Brazil, Colombia, Costa Rica, Ecuador,
El Salvador, Ethiopia, Guatemala and Nicaragua. Sub-
stantial price increases were also recorded for cocoa
and tea — likewise reflected in the terms of trade of
Ceylon, Ecuador, the Gold Coast and Nigeria.™® Sugar
prices changed little, and consequently fell in relation
to manufactures, thus accounting, at least in paxt,
for the grouping of Cuba and the Philippines in
table 25 with the countries whose terms of trade
moved adversely from 1948 to 1954.%% Exporters of
cereals lost ground, not only in relation to primary
producers as a whole, but also ahsolutely. However,
for some of the countries which are significant ex-
porters of wheat—such as Australia and New Zeatand
—the sharp rise in wool prices from 1948 to 1954
sufficed to cause a favourable turn in the terms of
trade. Major price reductions were also encountered
by exporters of certain other agricultural products,
such as oils and oil-seeds, cotton and, especially, jute—
the drop in the latter being responsible for the de-
terioration in the terms of trade of Pakistan. Although
the rise in the export price of rubber was not nearly
as large as for some other commodities in terms of
dollars, this, together with an even more moderate
increase in tin and a fall in import prices from the
United Kingdom, sufficed to bring about a considerable
improvement in the terms of trade of Malaya.

Despite the relative stability suggested by the over-
all unit value index for minerals, experience ranged
from 40 to 50 per cent price increases in the cases of
iron ore and copper, to a substantial drop in zinc, a
slight decline in coal and no change in petroleum,
on the average. Exporters of minerals are not well
represented in table 25, In addition to Malaya, whose
improvement in terms of trade has already been noted,
Chile benefited from the relatively large price in-
crease in copper. Although, on the average, the terms
of trade of petroleum exporters probably did not im-

22 While there was a 17 per cent rise from 1948 to 1954 in
the average unit value of world exports of the commodities
included in the food, oils and tobaceo index in table 26, other
food prices declined substantinlly, on the average, during this
period. Since the foodstuffs included in the index account for
less than one-half of United Kingdom food imports, it was
possible for the unit value of these imports to drop 7 per cent
in terms of dollars from 1948 1o 1954. In particular, the steep
price increases recorded from 1948 to 1934 for cocon, coffee
and tea have a much larger weight in the world index than
in the import index for the Unrited Kingdom, The much larger
rise in United States import prices for food than in the world
export unit value index, on the other hand, is due to the fact
that the weight of coffee in United States food imports is even
greater than in the world index.

2t Price declines in 1955 somewhat reduced the relative
gains of exporters of the bevernge crops.

24 Although the Dominican Republic’s Ieading export is also
sugar, there was a full in the share of sugar in that country's
exports from 1948 10 1954 and a rise in the share of cocon
and coffee. This shift in eompositien acoousits for the improve-
ment shown in the Dominican Republic's terms of trade,
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Table 26. Indices of Unit Values of Exports of Manufactures and Primary Products
(1950==100)"

Teom 1928 1938 1948 19540
Manufactures:
Export unit value indices:
United States .. ..o einanancnernnnnsrnnans 125 56 108 1i1
United Kingdom ........coiiiiieiiniiinonennnas 132 67 134 119
Primary products:
World export unit value indices:
Total, primary commodities ... ... .corvvieoauvnss 87 34 100 109
Food, oils and tobacco . ... oot 92 32 104 121
Cereals ........ e e ar ey 160 36 140 101
Wheat 107 42 136 95
Rice ... .. e e aanana 79 27 138 118
MadZe ovon i mr s m i n e 105 40 164 107
Other foods ... i ni i naaaan 91 28 82 138
Sugar .. ... e e e e 96 39 98 100
Coffes ... . i anaaaanna 74 16 53 149
A v e e i e e mn e n e aaan 106 54 118 138
COCOM e s s e oama e e ma it enaninan 71 15 126 189
BUtler v ot vmvne i m e naanaaaaa 10T 60 133 117
Oilsand oilsseeds .. oot iininncnrit inn 86 24 126 98
Lt T 2 1112 TSN 83 25 136 139
Palm kernels ... e 108 29 111 115
COPIR .+ v s man tmn e e e nain s 75 17 119 83
Palmoil o o i i i e 106 22 i38 89
Coconttt oil ... e i i n g 82 20 121 89
Qliveoil . ... ... ... ... .. e o aanean 94 42 138 86
TOBACCO oo et i n e ma e e e n 15 46 107 110
Raw materials ... 0 o e i, 83 36 96 102
Agricuitural 86 31 88 96
Wool 81 32 61 101
Cotton 93 24 160 89
Jute . e, 89 28 134 11
Wood-pulp ..... 80 44 141 124
Lumber ... ..., 69 37 116 121
Rubber 115 40 62 69
Mineral .. . o e e e 15 48 109 112
Coal o e 69 43 1¥7 113
Crude petroleum ... iiin e 85 51 108 108
Tron ore ... ... D aan 98 70 106 158
ZATIC OTC o v vn e e e e e 74 56 86 70
Bauxite . 188 5 124 118
TN OT@ o o e i s 66 36 99 105
Copper oIe .. ... ...l iaaiien 104 49 103 147

Source: Statistical Office of the United Nations.

afn terms of “new” dollars, that is dollars of the gold content fixed on 31 January 1934: $35 per

fine ounce.
b Preliminary figures.

prove from 1948 to 1954, Venezuela is an exception
in so far as ils export unit values for petroleum 1ose
between these lwo years, owing to a change in the
composition of its petroleum exports.

The terms of trade of primary producers in 1954
were even more [avourable if the pre-war year 1938 is
taken as a standard for comparison. Of the twenty-
eight commodity groups represented in the primary
commodily index only four—Dbutter, rubber, bauxile
and zine ore—~failed to double in price, thereby falling
behind the greater of the twe incieases in export prices
shown for manulactures in table 26. Threefold in-

creases in prices, or mote, were regisiered by twelve
commodity groups, oils and oil-seeds averaging a four-
fold rise while the advances in cocoa and coffee were
more than twelvefold and ninefold, respectively. More-
over, several of the commodities showing price de-
clines from 1948 to 1954, such as cereals, textile fibres
other than wool, and oils and oil-seeds, increased in
price substantially more than manufactures from 1938
to 1954. In these cases, prices recorded in the early
post-war years generally reflected exceptional scarcity,
and subsequent price declines accompanied the restora-
tion of a more normal supply situation.
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The relatively large improvement in the terms of
trade of primary producers over the past two decades
cannot be fully evaluated without placing the pre-war
base year 1938 in perspective. The nineteen thirties
were characterized by larger declines in the prices of
primary products than of manufactures, This is
clearly revealed in table 26, although the relative
decline in the prices of primary products was even
greater than indicated in that table at the low point
of the depression. Even after allowance for this fact,
however, the terms of trade were substantially more
favourable to primary producers in 1954 than in 1928,
as shown in chart 12.

However, the characteristic instability of the exports
of primary producing countries did not diminish with
the favourable price trends and general economic
expansion of the post-war period. A study undertaken
by the United Nations®® shows that the year-to-year
fluctuations in primary prices were relatively greater
during the period 1946.1950 than during the pre-
war years 1920-1939. The addition of the subsequent
two or three post-war years to the data studied would
undoubtedly increase the average amplitude of price
fluctuation recorded, owing to exceptional price move-
ments accompanying the Korean conflict. More re-
cently, the prices of primary products have heen some-
what more stable, on the average. This has probably
been due to the absence of changes in inventory policy,
either on privale or government account, as severe as
those which affected earlier years, and to the counter-
acting of the decline in United States demand in 1954
by a rise in demand in western Europe. It should be
noted, however, that recent stability is in part a
statistical phenomenon, being the outcome of declines
in farm prices offset by increases in the prices of
other products, notably minerals. The year 1955--a

28 [nstability in Export Markets of Under-Developed Coun-
tries {sales number: 19521141},

year of rapid recovery in North America and of
continued expansion in western Europe—has witnessed
a wide dispersion of commodity price movements
ranging from a 50 per cent inctease in the price of
Chilean copper to a decline of 30 per cent in the price
of cacao from British West Africa.

Chart 12, Export Unit Values of Manufactures
and Primary Products
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Source: Statistical Office of the United Nations.

#1In terms of “new” dollars, that is, dollars of the gold con-
tent fixed on 31 January 1934: $35 per fine ounece.

Changes in the Regional Pattern of Trade

CuANGES TROM 1938 10 1954

Mention was made earlier of the failure of world
trade to grow in proportion to the gain in world output
during this period. It was ascribed, in part, to the faet
that the greatest increases in production occurred in
areas in which foreign trade was lowest in proportion
to output. Naturally, internal trade within political
units as large as Canada, China, the Soviet Union
and the United States corresponds in great degree
to foreign trade in areas of smaller political umits,
such as western Europe, the Middle East or Latin
America. Mainly as a result of this, the ratio of trade
to output is much lower in North America and the
centrally planned economies than in the other in-
dustrial and primary producing countries (if each of

these groups of countries is considered as a whole).
Before the war North America and the other industrial
countries each accounted for somewhat moite than
one-quarter of the total world output of commodities,
and the centrally planned economies and the primary
producing countries each accounted for rather less.
On the other hand, the industrial countries of western
Europe and Japan accounted for nearly half of world
trade in 1938, and the primary producing countries
for about 30 per cent.*® As a result, the ratio of trade

28 Western Euwrope and Japan accounted for onehsli of
world imports snd about 45 per cent of world exports, and
the primary producing countries for about 30 per cent of hoth
imports and exports, in current prices.

- it A e

e e e R TR e i o i
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to output in North America and the centrally planned
economies was little more than one-quarter as great
as in the rest of the world in 1938.

It is therefore not surprising that gains in trade
lagged behind the increase in output. The volume of
trade in the world outside the centrally plarned econo-
mies would have risen only about three-quarters as
fast as production, even if the rise in exports and
imports of North America, the other industrial
countries and the primary producing countries had
corresponded with increases in the volume of goods
produced in each of those areas hetween 1938 and
1954. In fact, the volume of this trade rose about
60 per cent as fast as cutput. By 1954 it was less than
10 per cent below the level which could have been
expected if trade had expanded in line with output
in each area.

The drop in the ratio of trade to output, over and
above that which could be expected to arise from the
more rapid growth of production in North America
than elsewhere, was largely due to a decline in the
level of imports in relation to output in western Lurope
and Japan and in exports in relation to output in the
primary producing countries, The major element in
each dedline was the failure of exports from the
primary producing countries to western Europe and
Japan to expand very much above the 1938 level,
despite the increase in production in both areas; in
terms of post-war prices this was the largest channel
of trade shown in table 27, accounting for nearly
one-quarter of the value of world trade in 1938.

Of the fifteen segments of world trade shown in
table 27, two increased thieefold, or nearly se, from
1938 to 1954, four rose by more than one-half, four

increased relatively little and five declined. As was
to be expected, the largest increases occurred in North
American trade®™ Trade between Canada and the
TUnited States rose more than threefold; and trade
between North America and the primary producing
countries more than doubled, with North American
exports increasing much more than imports. These
three rapidly expanding sectors accounted for only
about one-eighth of world trade in 1938, but for
more than onehalf of the total rise in the volume
of world trade from 1938 1o 1954, The exports of the
other industrial countries to North America, to one
another, and to primary producing countries each rose
by over one-half; these three moderately expanding
sectors together accounted for nearly one-hird of
1938 trade, but the growth in these sectors was only
about one-quarter larger in absolute amount than
in the first three sectors considered above.”® Three
further sectors comprise the exports of North America
and the primary producers to western Europe and
Japan, and the trade of primary producing countries
with one another, together accounting for about
two-fifths of world trade in 1938: in these sectors
the post-war expansion was relatively limited. The
remaining six sectors for which data are available
consist of the various components of trade with the
centrally planned economies, all of which declined
drastically except for imports from primary producers.

The main changes in trade may therefore be
summed up as follows: exports from industrial coun-
tries in 1954 were some G0 per cent larger than in

27 Available informntion supgests an extremely large pers
centage increase in trode among the centrally planned econ-
omies in relation to the very low level of their wrade with one
another before the war (see chapter 3).

28 Valued in 1930 prices.

Table 27. Changes in Volume of Exports® at 1950 Prices

(Percentages)
dmporting erea
Exporting urea iFertern Primary Centrally
North Europe producing plannod World
America  and Japan  countries  economies total
Share of 1938 world trade (in 1950 prices) :
World total 13 52 27 8 100
North Ameriea .. .......... 3 7 4 1 15
Western Europe and Japan® 3 16 12 G as
Primary producing countries . 6 23 9 1 40
Centrally planned economies® . 1 6 2 8
Percentege change from 1938 te 1954
World total 90 20 60 o o
North America ...........o o : 210 20 180 ° 90
Western Europe and Japan® . ... ... ... ....... 60 60 80 —80 40
Primary producing countries . ... 70 10 10 20 20
Centrally planned economies® € w70 —50 c

Source: United Nations Bureaw of Economie
Affairs. Percentage changes rounded to the near-
est 1) per cent.

o Excluding trade among centrally planned
economies, which was very small in 1938

b Preavar Germany and post-war western Ger-
many included in western Europe; post-war
eastern Germany included in centrally planned
economies.

¢ Trade was very small in 1954,
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1938, but exports from primary producing countries
increased much less, while exports from the centrally
planned economies to the rest of the world dropped
by considerably more than one-half. The contrast
between industrial and primary producing countries
is, of course, fully in line with the previous discussion
of relative changes in exports of industrial manufac-

tures, and of primary produets, both food and non-
food,

Trade in the main channels for the export of
manufactures (other than to the centrally planned
economies} namely, the trade of industrial areas with
one another, and exports to primary producing coun-
tries, increased considerably. On the other hand, trade
in the main channels for the export of primary
products, namely, the exports of primary producing
countries to western Europe and Japan, and to each
other, failed fo rise. Developments in only two chan-
nels of trade constitute exceptions to this pattern—
namely, North American exports to the other in.
dustrial countries, which failed to expand greatly,
and exports of primary producing countries to North
America, which rose 70 per cent. The former develop-
ment had its origins in the imposition of import re-
strictions resulting from the dollar shortage in western
Europe. It is difficult to judge how far the structure
of production in western Europe has, under the
influence of these restrictions—as well as of other
factors, such as the decline in cotton textile production
~~become adjusted to something like the present
level of imports from North America: recent experi-
ence with the liberalization of dollar import controls
does not yet permit firm conclusions on this point.
The increase in expozts of primary producing countries
to North America was due to the relatively rapid
growth in North American production and the accom-
panying shift to greater dependence on imports for
certain key primary products, notably petroleum, ores
and metals,

The fact that North American exports to the other
industrial countries had been restricted to little more
than their pre-war volume was the chief reason for
their failure to expand in line with the growth in
North American output. There was no such marked
change in the distribution of exports from western
Europe and Japan combined, which rose somewhat
more than their output,

In general, then, exports of the industrial countries
tended to grow faster than their total output of com-
modities, since their most rapidly expanding sector—
manufacturing—provided a larger proportion of the
value of their exports than of their output of com-
modities.”® The opposite tendency prevailed in many
of the primary producing countries, where exports
of primary products (especially food) rose less than
production of these goods and where manufacturing
probably contributed more to output than to exports,

on the whole, despite increased processing of crude
ores and petroleurn.

The failure of the increase in imports of western
Europe to correspond with the rise in output reflected
the development of greater self-sulficiency in food, and
a shift in the structure of production from high import-
consuming to low import-consuming industries, as dis-
cussed previously. Imports of these countries from one
another rose much more rapidiy than their imports as
a whole, partly because the share of manufactures in
the former is larger than in the latter; and partly be-
cause they provided one another with larger supplies
of certain of the products no longer forthcoming in
adequate volume from other countries outside the dol-
lar area. Although the total volume of imports of west-
ein European countries was about one-fifth higher in
1954 than in 1938, imports from the rest of the world
rose only about 5 per cent in the aggregate,

The failure of the exports of primary producing
countries—and imports of western Europe and Japan,
their principal market—to expand at a greater rate
between 1938 and 1954 has to be explained in terms
both of the supply and of the demand for primary
products, Certain factors, such as the rise in domestic
consumption, limited the supply of basic commodities
becoming available for export in the primary pro-
ducing countries, as noted earlier. Other circumstances,
such as changes in the structure of manufacturing
industry in the industrial countries, and limitations
on the foreign exchange resources available in western
Europe and Japan restrained the growth in demand
for the exports of primary producing countries, or
prevented large-scale foreign investment designed to
promote a rise in exportable output. The ability of
western European countries to finance imports had
not risen in line with their output for two reasons,
First, in 1938, some 30 per cent of their imports from
the rest of the world was purchased out of net
income on oversea capital and from the sale of
services; by 1954 this proportion was reduced to
about 13 per cent (or 4 per cent, if United States
military expenditures ate excluded). Second, the
purchasing power of their exports had fallen greatly
ewing to deterioration in their terms of trade.

PosT-WAR CHANGES IN TRADE, 1048.1954

World trade did not regain its pre-war level for
about three years after the end of the war. A study
covering this period would require much explanation
of the particular accidents distorting the pattern of
trade during the period of reconstruction, and would
fail to provide a reasonable basis for an understanding
of later post-war developments, since the percentage
growth in different sectors would depend mainly on

*In the case of the United States, exports of food also
increased more than food production.
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the degree of recovery that had been achieved by
the starting date chosen. By 1948, the total trade of
countries other than the centrally planned economies
had regained the pre-war level, despite the fact that
trade with the lalter was much less than one-half
as large as in 1938. Even so, as will be seen, the
diflerent rates of growth in other channels of trade
were lo a considerable extent influenced by the level
of trade in 1948, the greatest rate of growth being
achieved in those sectors in which trade in 1948 was
well below the pre-war level. The volume of t1ade with
the centrally planned economics, however, would seem
to have fallen still further from 1948 to 1954,

World trade could have been expected to rise faster
than output during the years succeeding 1948. This
was partly because output in western Europe and
Japan was still below the pre-war level as a result
of the effects of the war, so that the ratio of trade 1o
output could be expected to rise as the share of these
couniries in world output recovered; and partly
because their trade was still abnormally low in rela-
tion to output in 1948. A large part of the increase in
North American output between 1938 and 1954 had
occurred by 1948; even if the trade of each of the
three main areas (excluding the centrally planned
economies) had moved in line with its output, their
trade would have been only about one-eighth higher
in 1048 than in 1938, despite the increase of one-
quarter or more in output.

World trade in 1948 had almost 1egained the pre.war
ievel, thanks to the great increase in North American
trade, which served to offset the decline in the trade
of other industrial countries with all other areas. The
only sector of the trade of western Furope and Japan
which had expanded was their imports from North
America, and even these had risen less rapidly than
North American exports to other areas {excluding
the centrally planned economies). Western Europe
and Japan constituted the only group which had not
greatly increased its exports to North America.

Naturally, then, the greater part of the increase in
world trade between 1948 and 1954 was achieved in
the trade of western European countries and Japan,
The principal development of trade over this peried
may be characterized as the virtual recovery by these
countries of that share of world trade which they

could have been expected to hold, given their lower
share of post-war output in the world outside the
centrally planned econemies. On the one hand, their
exports to the three areas other than the centrally
planned economies roughly doubled during the six
years after 1948; and on the other hand they absorbed
virtually the whole of the increase in exports of
primary producing countries from 1948 to 1954,

Between 1948, and 1954, North American trade
with the primary producing countries showed little
change, while the increase in trade between Canada
and the United States continued to parallel their
general economic growth. The principal change in
North American trade was the decline in exports
to western Europe and Japan and the increase in
imports from these areas, hoth consequent upon the
recovery of their production.

With the excepton of the primary producing
countries, the greatest expansion in the exporis of
each area between 1948 and 1954 occurred in trade
within the group. In each case there was a relatively
simple reason for this. For the centrally planned
economies, it was the outcome of a deliberate policy,
as well as of the need to compensate for the breakdown
in east-west tiade. Trade within Europe expanded
more than western Europe’s exports to other areas,
largely because in 1948 the output and exports of the
continental western European countries, nearly 60
per cent of whose exports are sold in western Europe,
was still below the pre-war level; while United King-
dom production and exports, some 70 per cent of
which are sold overseas, had already considerably
exceeded their pre-war level. Consequently intra.
European exports were low in relation to oversea
exports in 1948, and it was the former which could
therefore be expected to grow most rapidly. Finally,
the greater growth in the trade of Canada and the
United States with each other than with other countries
was likewise to be expected since this was the only
area in which demand for North American goods in
1948 had not been greatly stimulated by the lack of
exportable supplies from western Europe and Japan.
On the contrary, the relatively large expansion in the
exports of primary producing countries to western
Europe and Japan was simply due to the fact that this
segment of trade was still considerably below the 1938
level in 1948.

The Compartmentalization of World Trade

One of the characteristic features of the development
of the woild economy since the First World War has
been the dividing up of the world market into com-
partments of varying degrees of exclusiveness. The
sharpest break did not occur, however, until after the
Second World War, when there developed an almost

complete economic separation between the centrally
planned economies of eastern Europe and the Union
of Soviet Socialist Republics (later joined by mainland
€China) on the one hand, and the remaining countries
of the world, based predominantly on private enter-
prise, on the other. While commercial ties between
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Chart 13. Compartmentalization of World Trade
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Source: United Nalions Bureau of Lconomic Afiairs.

these two parts of the world were greatly weakened,
trade within each group grew rapidly throughout the
post-war period.

Although other cleavages in the structure of the
world economy have not been as far-reaching as that
between the centrally planned economies and the rest
of the world, they do betoken a certain compartmental-
ization of world trade, as illustrated in chart 13.
During the past ten years this trend has been re-
inforced by the dollar shortage, although there have
also been powerful forces pulling in the opposite
direction, notably in the form of attempts to reduce
some of the main barriers which hamper world trade
at present.

In table 28, world trade is divided into its principal
segments in 1938, 1948 and 1953-54, countries being
classified broadly according to the currency areas
to which they belonged in 1953-54. A common char-
acteristic is that each of these main segments involves
an industrial core together with affiliated areas possess-
ing more or less complementary economies. However,
it is obvious that the exclusiveness of these areas varies
considerably, even if we leave aside the centrally
planned economies. For example, some of the most
important aspects of the cohesiveness of the sterling
area ave that current payments within the area are free,
that its members have granted one another tariff pref-
erences as against non-sterling countries, that, exclud-

ing the Union of South Africa, member countries pool
the major part of their gold and dollar resources in
London, and that transfers of capital are unrestricted
as between the United Kingdom and the rest of the
area. Similar provisions cbtain within the other main
western Europesn currency areas--those based cn the
Belgian and Iiench francs, the florin, and the escudo.
No such links, however, hold together the members of
the European Payments Union (EPU), which includes
all the currency areas just mentioned as well as other
western European countries. The unity of the EPU
area is a function partly of the special arrangements
provided for multilateral clearing of transactions
within the area and partly of the greater freedom
from quantitative restrictions on trade among EPU
participants than in their trade with non-participants
—both of which are really the outcome of the dollar
shortage.

Least exclusive, at any rate in a formal sense, is the
dollar area. The primary characteristic of the countries
in this area is that they maintain currency converli-
bility. This is a unifying factor only from a very
limited point of view since it is clearly open to any
country at any time to declare its currency convertible
if it can. Moreover, there is relatively much less
statutory discrimination against trade with the rest
of the world-—whether in the form of tariff preferences
or of quantitative import controls—than is typical of
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Table 28. Structure of World Trade, by Currency Areas

{Pescentage of total current value of exports)

Area of trade

Per eent of world total,
excluding trade among

Per cont of world total centrally plonned economics

930 1948 1953 9532 1954
Among centrally planned economies.......... 1 3 8
Centrally planned economies with rest of world® 14 7 4 4 4
Among dollar area countries® ....... ... o0s 6 13 13 14 14
Canada with the United Statesh. .. .. e 3 6 7 8 7
Among EPU countriest. ... ... .. .o 41 35 39 43 44
Among continental western European countries® 12 8 12 13 4
Among sterling aren countries. . ............ 13 14 12 13 13
Among members of other currency areas’. .. .. 4 3 3 4 &
Oiher trade among EPU countries..... ...... 12 10 12 13 13
Dollar area exports to EPU area.. .. ......... 10 15 B 9 9
EPU area exports to dollar area.............. 5 5 7 7 6
Other trade o oo oo e e, 23 22 21 23 23

Source: Statistical Office of the United Nations.
Figures for trade of cenirally planned economies
in 1948 and 1953 based on United Nations, Eco-
nomic Survey of Europe in 1954 (sales number:
195511 2), table 63.

s Albgnin, Bulgariz, Crzechoslovakis, eostern
Germany, Hungary, Polend, Romania, Union of
Soviet Socialist Republics; China mainland, north-
ern Korea, Mongolia. For 1938 Germany and
Korea are excluded frem this group.

b Exports in both directions.

the sterling or even of the EPU area, The undoubted
cohesiveness which the dellar area nevertheless pos-
sesses is mainly the result of the tradition of economic
co-operation within the Western Hemisphere which has
developed over a period of years, and which was
greatly strengthened by its enforced separation from
the continents of Europe and Asia during the Second
World War. Thus, as indicated below, United States
capital has tended to concentrate upon the Western
Hemisphere in promoting the development of new
sources of raw materials for the growing American
industrial machine. Equally the other Western Hemi-
sphere countries have grown accustomed to United
States products, for which there was virtually no sub-
stitute not only during the war but for several years
thereafter. The growth of Canadian and Latin Ameri-
can mining and manufacturing based largely upon
machinery from the United States has created a strong
and continuing market for United States equipment
which it is not easy for other couniries to enler, es-
pecially in view of the advanced technological level
of such equipment and the participation of American
companies in ownership and control, particularly of
mining operations.

In addition, although the tariff and other barriers
against foreign encroachment upon the United States
market itself are for the most part non-discriminatory,
considered product by product, they have a greater
impact upon imports from the rest of the world than
upon those from the dollar area, owing to the par-

¢ Western Hemisphere countries except Argen-
tina, Brazil, Chile, Puraguay, Peru and Uraguay;
also excluding dependent territories.

4 A1} countries in the Organisation for Buropean
Economic Co-operation and affilisted currency
areas; including Indonesin and Indochina,

¢ Continenta} countries in the Orgenisation for
Luropean Economic Co-operztion.

t Members of the Belgian franc, French franc,
florin snd escudo areas.

ticular composition of the latter imports—primarily
foodstufls not competing significantly with United
States production, and raw materials. During the
period 1950 to 1954, for example, imports from the
Western Hemisphere accounted for 56 per cent of all
United States imports but provided only 34 per cent
of that country’s collections of duty. The propertion
of dutiable imports was considerably lower for the
Western Hemisphere than for the rest of the world,
and the ratio of duties collected to the value of dutiable
imports for consumption was likewise much lower.

Approximately three-fifths of world experts in 1953
consisted of exchanges within the three main trading
areas—the centrally planned economies, the dollar
area, and the European Payments Union area. In addi-
tion, somewhat less than ene-fifth of world trade con-
sisted of the trade of these three main areas with one
another; the remainder, amounting to rather more
than one-ffth of the total, consisted of the trade of the
rest of the world. By far the largest of these segments
was trade among members of the European Payments
Union, accounting for nearly two-fifths of the world
aggregate, as against only one-fifth among the mem-
bers of the other twe main groups. This, of course, is
not a reflection of the relative levels of output in
these areas but rather of the concentration of a large
proportion of the total trade (domestic and foreign)
of the other two areas within the national frontiers
of the United States and the Union of Soviet Socialist
Republics,
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Table 29. Compartmentalization of World Trade

(Percentages)®
Treding area and ltem 1928 1938 1948 1954

Dollar area/Dollar area:

Exports ............. 31 40 51

Imperis® ... ... e 45 62 60
Western Hemisphere®/United States:

Exports ..o ot i e 36 33 42 49

Imports (... oo L v 37 39 57 56
EPU area/EPU area:

ESPOTES . .ottt e e e 76 76 76

Imports® ... . ... ...... .. e e 70 62 74
Sterling area/Sterling area:

Exports ........ e e e b v 54 55 53

Imports® ... ... ..... e i e 42 52 53
EPU area/OEEC countries:

Lxports .. o e 76 75 76 7

Imports ....... e e e 64 66 58 73
OFEEC countries /OEEC countries:

Exports .............. e e e e e 57 55 47 52

imports ....... e e e, 46 43 33 46
Oversea EPU area/OEEC countries:

Exports .. ...... . e 19 20 29 25

Imports .. v e 18 23 25 27
Sterling area/United Kingdom:

Exports . .. ... 38 45 50 49

Imports ... ... ......... 26 33 37 45
Franc grea/France:

Exports ... ivtiiir i e, 18 28 46 37

Imports ... oo e, 13 28 30 28

Sonrce: United Nations Burean of LEconomio
Affairs, based on United Nations, Monthly Bulle.
tin of Statistics, August 1955; Organisation for
European Economic Co-operation, Foreign Trade
by Areas, 1928, 1937-53 (Paris, 1954) and Foreign
Trade Statistical Bulletin, series I {Paris), Aug-
ust/September 1955,

& The percentages indicate the share of the first
arez mentioped in the total exports (or imports)

Trade within each of these same three groups had
accounted for only one-half of the value of world
exports in 1948, and even less in 1938, while trade
between the groups, which accounted for nearly 30
per cent of the world total in 1938 and 27 per cent in
1948, dropped to only 19 per cent by 1953, The rise
in the degree of compartmentalization of world trade
is primarily the result of developments within the
Soviet and dollar areas, since the share of trade among
EPU members in the world total, having recovered
from the 1948 low, was no higher in 1953.54 than in
1938, By contrast, the relative importance of trade
among dollar area countries had doubled; and the
centrally planned economies had greatly increased their
trade with one another as part of a general process of
integration within the area as a whole, and as an offset
to the decline in east-west trade.

of the second area, excluding exports to (or im-
ports from) eastern Europe, the Soviet Union and
mainland China. In the case of the United States,
excluding special category exports. For definitions
of currency areas see footnotes to tzhle 28,

b Percentages caleuloted not from imports of
the area but from exports to the area.

¢ Exeluding QOEEC dependencies.

As already indicated, the separation of the eastern
world market from the rest of the world has been one
of the most far-reaching changes affecting the struc-
ture of international trade in the past twenty years.
Before the war, trade among the countries in this area
amounted to less than 15 per cent of their total exports
or imports and only 1 per cent of the world total. Most
of this trade was among eastern European countries,
while exchanges with the Soviet Union and China were
negligible, By 1948 the share of the intra-trade of the
area had risen considerably, but was still much less
than one-half of the total. More recently, trade within
the region has accounted for about three-quarters of
the total exports or imports of these countries, In this
trade, the Soviet Union plays a central role, taking
nearly 40 per cent of the total exports and supplying
approximately the same share of the total imports of
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the eastern Buropean countries, and accounting for
about half of the total trade of mainland China.

The main elements in the great increase since pre-
war years in the relative importance of trade among
dollar countries have already been mentioned. As
table 28 shows, about half of the increase is attribut-
able to the rise in the exchange of goods between
Canada and the United States, where incomes and
production rose much more than the world average
from the pre-war to the post-war period.

Since 1948, trade among the dollar countries has
risen no faster than world trade as a whole, but in
another sense the concentration of the dollar cour-
tries’ trade with one another has developed further;
for, while trade within the group has continued to
rise, trade with other countries has fallen (both abso-
lutely, and relatively to the world total). This develop-
ment reflected substitutions for dollar goods in the
rest of the world as supplies of certain foodstuffs and
raw materials, as well as of manufactures, from non-
dollar sources recovered and expanded. These declines
in exports of the dollar area to the rest of the world
were larger than the rise in dollar area imports which
resulted from the recovery in output elsewhere.

Thus, the share of dollar area exports going to
destinations within the dollar area rose futher from
1948 to 1954, as shown in table 29. The sources of
imports of the area, on the other hand, were no less
widely diversified in 1954 than in 1948; however, in
view of the supply difficulties encountered in many
parts of the non-dollar world in the early post-war
years it might have been expected that the dollar
area’s share in its own imports would have dropped
significantly in the course of the post-war period. That
this has not happened is probably the result of the
tendency, already noted, for new sources of supply
to be sought by United States enterprise in the Western
Hemisphere in preference to other areas.

Trade among western European countries and their
alfliated currency areas was somewhat lower in rela-
tion to the world total in 1948 than in 1938, but re-
covered to the pre-war share by 1953-54. Particularly
sharp declines in 1948 were recorded in trade among
continental western European countries, and in the
exports from these countries to the sterling area. These
declines were due to the early stage of recovery of
continental Europe, and particularly to the low level
of output and trade in western Germany at that time.
On the other hand, trade within the sterling area was

higher in relation to world trade in 1948 than in 1938.
This was partly because of the more rapid recovery
in the United Kingdom than on the continent of
Europe, which made it possible for that country to
meet the heavy pent-up demand for imported goods in
the oversea sterling area, especially Australia; and
partly because of large-scale Australian shipments of
food in 1948 to other oversea sterling countries, par-
ticularly India. The partition of India also increased
trade within the sterling area in relation to the world
total from 1938 to 1948, since a considerable trade
developed in 1948 between the new India and Pakistan.
By 1954 trade among EPU countries was nearly back
to its 1938 proportion of the world total, and the
internal composition of this trade was also more closely
in line with the pre-war pattern,

Tt can be seen from table 29, that, despite the con-
siderable recovery in intra-European trade from 1948
to 1954, the relative importance of western Europe as
a market for its own exports was smaller, and as a
source of supply for its imports no greater, in 1954
than in 1928, On the other hand, the affiliated oversea
areas bulked larger in the trade of western Europe
during the post-war period than in pre-war years. In
particular the shares of the franc and sterling areas
in the trade of France and the United Kingdom, re-
spectively, were cach considerably greater in the nine-
teen fifties than in the nineteen twenties and thirties.
United Kingdom imports from the sterling area have
continued to grow faster in value than imports from
other areas during the post-war period; by 1954 the
sterling area absorbed neaily onehalf of the United
Kingdom’s cxports and provided almost as large a
proportion of the value of its imports—compared with
much smaller proportions in 1928. Although a similar
structural shift has occurred in French trade, the
relative importance of the franc area to the trade of
France dropped somewhat from 1948 to 1954. More-
over, the growing concentration of United Kingdom
trade within the sterling area was not paralleled in
oversea sterling countries. Owing to restrictions on
imports from non-sterling countries, the sterling area
as a whole supplied a larger proportion of its own
import requirements in 1954 than in 1938, but there
was little change in this proportion from 1948 to
1954, the trend in the United Kingdom being offset by
tendencies elsewhere, notably the reduction of Austra-
lian wheat shipments to Asian countries in the sterling
area as production in those countries recovered, and
the decline in trade between India and Pakistan after
1949.
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The Problem of International Balance

Great as were the difficulties involved in the task of
physical reconstruction at the end of the Second World
War, they seem to have been more easily overcome
than the problems of achieving and maintaining a
balance in international transactions. Under the articles
of agreement of the International! Monetary Fund, ex-
change restrictions were not, generally speaking, to
be employed by member governments beyond the end
of a “transitional period” which expired at the begin.
ning of 1952, While in most areas the repair of war
damage had been completed well before 1952, exchange
restrictons are still in force throughout most of the
world at the present time. In spite of this, there has
latterly been a notable reversal in the trend of com-
mercial policy, and in 2 number of countries, especially
in western Europe, recent tendencies have, for the
first time in many years, been in the direction of a
more liberal rather than less liberal foreign trade
policy.

During the inter-war period progressively greater
restrictions on foreign trade were introduced by
country after country. Already in 1927, as a result of
developments during the First World War and the
early nineteen twenties, the need was felt to call a
world economic conference to reassert the advantages
of freer trade: the Conference declared categorically®®
that “the time has come to put an end to the increase
in tariffs and to move in the opposite direction”. The
world was soon to be overwhelmed by depression,
however, as a result of which many countries sought
to erect even stronger barriers around their domestic
markets than they already had, including still higher
tariffs and, in a number of cases, exchange and import
controls, Additional impetus to these developments was
given by the Second World War and its immediate
aftermath, when the spread of controls of the latter
type was designed to ensure the use of severely limited
foreign exchange resources, especially in hard cur.
rencies, only for the purchase of those goods regarded
as most essential. Not until the last few years has any
significant number of countries felt able to undertake
any major reduction in their trade restrictions. Even
at the present time, moreover, this movement is by no
means world-wide in scope, and in one or two of the
largest trading countries there have been indications of
some ambivalence in policy.

During the years since the end of the Second World
War, the external difliculties experienced by most
countries have been focused on their balances of pay-
ments with the dollar area. The short-term factors in-
volved are well known: the dollar area was not affected
by physical devastation and was, therefore, the only

30 {eague of Nations, Report and Proceedings of the World
Economic Conference, vol. 1 (Geneva, 1927), page 41

major source in a position to supply the immediate
needs of the war-torn countries, especially for essen-
tial food, raw materials and equipment of various
kinds. To this extent the balance of payments deficits
with the United States which were widespread in the
first few years after the Second World War may be
regarded as comparable with those which had existed
in 1919 to 1921. In the course of the past ten years,
however, not only has the process of reconstruction
been generally completed but output has almost every-
where far surpassed pre-war levels, While these develop-
ments have been accompanied by a marked improve-
ment in balances of payments with the dollar area,
the problem of what has been called the “concealed”
dollar gap seems to persist.

The primary evidence of improvement in the situa-
tion is that the commercial shipments® of the rest of
the world to the United States, together with receipts
from the flow of United States private capital and
remittances, sufficed to finance over 86 per cent of
purchases from the United States in 1954, compared
with only G6 per cent in 1948 and and 47 per cent in
1947, while at the same time restrictions on transac-
tions with the United States were, on the whole, relaxed.
Alternatively it might be said that the “dollar gap”,
defined as the difference between the receipts and
payments indicated above,® dropped from $10.4 bhil-
lion in 1947 to $5.7 billion in 1948 and $2.4 billion
in 1954 (see chart 14}. The “gap” in 1947 was, in
fact, equivalent to one-third more than the total of
dollars accruing to other countries from all United
States commercial imports of goods and services. By
1954 this proportion had been reduced to less than
one-fifth. The following figures give some indication
of the order of magnitude of the gap in recent years,
as well as of the comparable balance during the inter-
war period:

Annual Dollar United Statos imports Ratio of dollar gap
avarago gant of goods and services® 1o Unitod States imports
{billions of dollars) {porcontage)

1919-1921.. 2.4 53 45
1922.1929.. —0.1 4.9 —2
1930-1939. . 06 3.3 18
1946-1949, 72 8.2 a8
1950-1954., 2.3 13.2 17

® Balance of goods, services and private remittances, and
capital outflow, excluding military aid grants and military
expenditures.

b Excluding military expenditures.

31 'Exciuc.iing United Ststes oversea military expenditures
but including United States imports for the strategic stockpile.

32 The significance of this mensure is that it indicates the
balence which requires financing either by some form of aid
or by use of pold and dollar reserves. It does not, of course,
indicate the magnitude of dollar deficits under conditions of
free trade.
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Chart 14. The Dollar Gap
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Source: United States Department of Commerce.

However, the easing of the world’s dollar diflienl-
ties in the past few years—and the accompanying dis-
cussion of the restoration of the convertibility of
western European currencies—has been made possible
not only by the developments noted above but also
by the willingness of the United States Government
to maintain a fairly steady flow of dollar disbursements
to the rest of the world (at a rate of over $4 billion
per annum) in the form either of direct economic aid
or of military expenditures including, for example,
ofishore purchases of military equipment and supplies,
payments for the use or construction of military facili-
ties in other countries, and troop pay and allowances.
It is true that the rest of the world was able to build
up its gold and dollar reserves by some $5.5 billion
through transactions with the United States during the
three years 1953 to 1955. But this must be scen in the
light of the fact that during the same period United
States foreign grants-n-aid, other than for military
purposes, amounted to $5.2 billion and that dollars
disbursed under the heading of military expenditures
totalled $7.9 billion, In other words, from the begin-
ning of 1953 to the end of 1955 the rest of the world
was able to add to its reserves considerably less than
one-half of the funds derived from United States
economic grants and militaxy expenditures—to say
nothing of governmental long-term loans, which added
a further $1.4 billion to the dollar resources of other
countries during this period.

There is, of course, an important difference between
United States governmental granls and oversea mili-
tary expenditures as a source ol dollars for other
countries in the sense that the latter outlays constitute,
in some form, a purchase of foreign goods or services
while the former do not. Consequently, if United States

military expenditures abroad were curtailed, resources
would be freed which could, in principle, be used for
carning dollars by other means. There are, however,
good reasons for concluding that, in considering the
magnitude of the dollar gap at the present level of
trade and exchange restrictions, it will not involve a
serious distortion of reality to take little account, as
a first approximation, of the switch in resources which
would be possible if United States oversea military
expenditures were lowered.®® It should be borne in
mind that, while this procedure involves some over-
statement of the size of the dollar gap, an opposite
tendency results from the impossibility of distinguish-
ing systematically between United States imports for
its strategic stockpile and other imports.®

THE BACKGROUND OF THE DOLLAR PROBLEM

The dollar gap is not simply a phenomenon of the
past ten years; its origins can be clearly traced to
developments before the First World War. The United
States had been running substantial export balances
on merchandise account from the late eighteen seven-
ties;® and it had become a net exporter of finished
manufactures by 1900, when it was already accounting
for 30 per cent of the world’s manufacturing activity
(having overtaken the United Kingdom probably by
1890 as the world’s leading producer of manufactures) .
Up to 1914, the merchandise export balance of the
United States, together with a net inflow of capital,
served to finance net service payments to western
FEurope, and remittances by immigrants to their coun-
tries of origin. After the First World War, however,
the United States emerged a net creditor nation. Its
growing dominance as an industrial power was accom-
panied by a sharp increase in its export surplus in

a8 A large part of these oversea military expenditures are
for use of land or buildings or for the services of public utili-
ties or for construction, which could hardly be exported, even
in principle (except in so fer as labour could he diverted
from, say, comstruction to the production of movable goods).
It scems equally doubiful whether a significant incresse in
exports to the dollar area could result from a reduction in
iocal expenditures by American troeps hased abroad. Tor the
rest (meinly purchases of military equipment and supplies)
a switeh of resources such ns that under discussion ceuld be
expected to yield substential new dollar earnings mainly in
those cases in which shipments to the dollar area sre currently
limited by supply difficulties, and this would probably not
apply to so larze a proporiion of the total of these shipments
as to affect the genersl trend of the discussion.

34 In the Survey of Current Business (Washington, D.CJ,
March 1955, it was estimated that in 1554 foreign expenditures
by the United States Government, excluding military aid but
including purchases for the strategic stockpile, totglied $5.3
billion. Since governmental imports of services, oversen mili-
tary expenditures and non-military grants amounted to $4.4
hillion, the totsl of povernmental imports of merchandise in
1054, consisting whally or mainly of stockpile purchases, must
have opproximated $0.9 hillion.

36 The United States has had an excess of imports (fob)
of merchandise over exports {fo.b.) in only three years since
1876—namely, in 1888, 1889 and 1893
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manufactured goods as well as by the emergence of an
import balance in raw materials, the latter coptrasting
with the pre-war position. Over and above a larger
export balance on merchandise account, the Ugnited
States was in surplus on service account, as shown in
table 30, owing to the fact that income on investments
abroad now far exceeded payments on the investments
of other countries in the United States, Other important
sources of demand for dollars by the rest of the world
arose from greatly increased contractual amortization
of dollar loans as well as from a widespread desire in
many parts of the world to purchase American securi-
ties or hold liquid assets in the form of dollars. No
major difliculties were experienced, however, during
the nineteen twenties in supplying this greatly expanded
demand for dollars. The main reason for this was a
very considerazble net outflow of United States private
capital on long-term account, owing to the growth of
United States investment abroad, both in subsidiaries
of American companies and through purchases of
foreign securities. There was also a smaller outflow
of short-term capital, due to the development of Amer-
ican bankers’ acceptances as 2 means of financing
foreign business,

With the onset of the depression, not only did United
States imports fall drastically—aggravated by the
raising of the tariff barrier in 1930—but the previous
outflow of capital gave way to repatriation of funds

from abroad, both shortterm and long-term. Thus,
the dollars supplied by the United States to the rest
of the world through purchases of goods and services
and new investments abroad dropped from $7.4 billion
in 1929 to $2.4 billion in 1932. While the demand for
dollars likewise dropped as economic activity declined
elsewhere, the contractual amounts due to the United
States for interest and amortization remained at &
level of some $000 million. A serious shortage of
dollars was, in fact, experienced all over the world,
causing many countries to default on their debt-service
obligations® and to adopt or intensify trade and ex-
change restrictions, as a result of which exports of
goods and services by the United States fell even
more than imports. The remainder of the excess de-
mand for dollars was, from 1930 to 1933, offset by
liquidation of foreign short-term claims on the United
States (partly, no doubt, owing to the severity of
the depression in that country, and in anticipation of
the depreciation of the dollar) as well as by net sales
of gold to the United States in 1930 and 1932, After
stabilization of the dollar in January 1934 at about
59 per cent of the previous gold parity, however, net
gold sales to the United States rose sharply. The pro-

8¢ Actual poymenis to the United States for interest and
amortization of foreign dollar bonds and of war debts amounted
to about $580 million in 1932, as against the $300 million due
(United States Deportment of Commerce, The United States
in the World Economy {Washington, D.C, 1943}, page 6).

Table 30. United States: Balance of Payments
(Annual average, millions of dollars)

Item 19151921 1922.1929 1930-1939 1916-1949 1950-1954

United States exports of goods and serviees............ 8,848.3 6,176.6 3,706.5 16,751.5 17,097.6
Goods .. e et e 7,319.3 4,805.0 2,701.8 13,266.0  12,529.8
Investment income® . ... ..o it iiriiuiirieians 590.0 917.1 591.0 1,152.3 1,880.0
Other services ......... e e 935.0 454.5 413.7 2,333.2 2,687.8
United States imports of goods and services. . .......... 5,345.0 5,099.2 3,139.5 8,175.0 13,242.2
Goods w0t s v eaeiaaas 3,983.7 4,048.4 2,261.1 6,373.5 10,481.2
Investment InCome ... ovveiiiuinuiuinnns Prvaaes 118.3 198.8 200.0 267.4 392.0
Other seIviCes v vvv v v nvrciii i ean i vainrraas 1,243.0 852.0 673.4 1,534.1 2,369.0
Balance of goods and serviges. .. oovvvuvnnevuninnnsn 3,503.3 1,077.4 567.0 8,576.5 3,855.4
Private capital and remittances. ......... . .oviiueninn —1,078.7 —1,3159 489 —1,351.0 --1,545.2
Dizect investment® ... ... ..ciuirieeruneninnnnenn —119.7 —326.6 —43.5 ~-590.0 —606.4
Other long-term capital (new issues, redemptions, other) —317.3 —512.7 130.9 =177 —238.6
Short-term ecapital ... . i e e —131.6 —158.7 —107.0 —~162.8
Government dishursements .....o.vunininrnireianens —928.6 2711 —51 67907 —4,433.8
Capital outflow ..ol -~824.3 42.5 100 —29172 —171.8
Non-military unilateral transfers ............. 00huus ~104.3 154 —151 -—3,2815 .-.2483.2
Military expenditures ..............0, Pheeue e - s - ~0920 —17788
Foreign capital and gold. ......vovi i iiiiiiiiiinana, —332.7 344.6 —805.7 —1,192.5 1,887.8
TForeigneapital ... ..ottt iiiiiiicn e —165.7 4228 173.9 —72.8 1,333.4
Gald .. ......... e —167.0 —78.1 10796 —1,119.7 554.4
Errorsand omissions . ... vt iiiiiinenyan —1,166.3 -133.2 294.9 757.8 2358

Source: United States Department of Commerce, Balance of Payments of the United States, 1919-53 (Washington, D.C,, 1954},

page 4, and Survey of Current Business, June 1935,

¢ Capital movements and income on direct investments for the years 1919-1929 include reinvested earnings of subsidiaries.




Chapter 2. International trade and payments

i

ceeds of these sales were used by other countries not
only to finance their current dollar deficits together
with the continuing net repatriation of American capi-
tal, but also to build up their short-term dellar balances
in the United States once more. The latter reflected
partly speculation against the currencies of countries
which had not yet depreciated and partly the general
uncertainties in Furope as the danger of war began
to loom ahead.

Thus, the sixty years prior to the Second World War
may be divided into three main periods®” according
to the means employed for financing the United States
export balance on merchandise account. Up to the
First World War, the balance was financed by net
service payments and remittances by the United States.
After the war the United States, now a creditor country,
was no longer in deficit on service account; the halance
en goods and services was financed primarily by the
outflow of United States funds for long-term foreign
investment. During the nineteen thirties, finally, the
latter outflow was replaced by a net inflow of United
States capital which, together with the balance on
goods and services, was offset by use of gold or short-
term dollar assets by the rest of the world. None of
these means of financing was adequate to deal with the
tremendous export balance of the United States follow-
ing the Second World War, and it was for this reason
that the gap between the demand for dollars and the
supply had to be bridged partly by unilateral grants
and loans by the United States Government and partly
by use of import and exchange contrels throughout
most of the world.

REDUCTION IN THE DOLLAR gAP, 1048 T0 1054

As already indicated, the balance resulting from
private transactions on current account (including,
however, governmental imports for the stockpile) as
well as from the outflow of United States private capital
declined {rom $10.4 billion in 1947 to $5.7 billion in
1048 and $2.4 billion in 1954. Much of the large 1e-
duction in the balance from 1947 to 1948 may be
attributed to the easing of the most critical early post-
war shortages in Europe and Asia, though it is also
clear that other countries could not go on liquidating
their gold and dollar reserves to pay for imports at the
rate reached in 1947. The much smaller decline in
the balance from 1948 to 1954 than from 1947 to 1048
probably reflected the fact that inroads on the doliar
gap became progressively more difficult to achieve as
the gap was narrowed, especially since significant
structural adjustments were reguired.

The essential components of the decline in the
dollar gap from 1948 to 1954 may be set forth as
follows (in billions of dollars).

37 Excluding 19141918, when the United States financed
heavy shipments by means of large-seale governmental loans
to the Allies.

Ner offeet an

feda 1954 deollar gop?

United States imports of

goods and services ...... 9.5 13.3 —38
Plus private capital outflow

and remittances ......... 1.6 2.1 —0.5
Less United States exports of

goods and services ...... 16.8 17.8 1.0

Dorrargar —357 —24  —33

a Minus sign indicates tendency to reduce dollar gap by
the indicated smount.

In the course of the following discussion, the main
elements in these changes are examined, beginning
with developments in United States exports.

United States exporis

Although total exports of goods and sexrvices by the
United States rose from $16.8 billion in 1948 to
$17.8 billion in 1954, balance of payments data record
a fall of more than $650 million in goods and freight.
Thus there was an increase of nearly $1.7 billion in
other gross service receipts, of which about one-half
consisted of investment income.

The total volume of United States commercial ex-
ports of merchandise®® was approximately 5 per cent
lower in 1954 than in 1948. Since production, real
income and foreign trade in the rest of the world rose
considerably hetween these two years, and since restric-
tions against imports of dollar goods were probably
less severe in 1054 than in 1948 (except possibly in
some Latin American countries), it is clear that the
modest decline in the United States export total reflects
a considerable reduction in the world’s dependence on
United States shipments. This remains true after taking
into account the significant rise in United States ex-
perts in 1955. However, the United States is still much
more important in world trade than before the war,
exports having doubled while world trade as 2 whole
has risen about 50 per cent.

The following data show the main components of
the changes in the volume of United States commercial
exports since the war {annual average 1936.1938 =
160).

1948 1954
Crude and manufactured foodstuffs..... 355 257
Crude and semi-manufactured materinls. 119 144
Finished manufactures® . .. . 257 241

Torar® 214 204

* Excluding special category exports. The data on exports of
finished manufactures are not comparable with those shown in
tables 21 and 22 owing to differences in classification and in
metheds of distributing the value changes between quantum
and unit value.

To meet world-wide needs, experts of crude and
manufactured foodstuffs increased about three and a

38 fxcluding special category exports.
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half times from 1936-1938 to 1948, but declined over
25 per cent from 1948 to 1954 in volume and over 40
per cent in value, as a result of the general easing of
world supplies. Even in 1954, however, United States
exports of food by volume were two and a half times
the 1936-1938 annual average, while total world trade
in food barely exceeded the pre-war level, as men-
tioned previously. The ratio of United States and
Canadian exports of wheat and wheat flour to wheat
production in non-dollar countries rose from 6 per
cent before the war to 20 per cent in 1948, subse-
quently falling to 12 per cent in 1954, as indicated in
table 31. Although the ratio of United States exporis
of coarse grains to production outside the dollar area
has likewise fallen during the post-war period, the
absolute level of these exports has been maintained.
However, the rise in coarse grain production in non-
dollar conntries probably accounts indirectly for some
of the decline in the demand for United States dairy
preducts, meat and animal fats,

The expansion in raw material export volume since
pre-war years has been much smaller than in food-
stuffs. Raw cotton exports were relatively low in 1948
compared with pre-war years because of the decline
in cotton textile production in western Europe and
Japan, and petroleum expoits were likewise down.
This drop was offset by higher shipments of coal,
oil-seeds and various chemical and textile semi-manu-
factures. The subsequent growth in raw material ex-
ports from 1948 to 1954 was the result mainly of
somewhat higher deliveries of cotton, accompanying
the recovery of cotton manufacturing in western
Europe and Japan, and greater shipments of non-
ferrous metals, notably copper, to sustain western
Europe’s strong advence in engineering output. Par-
tially offsetting declines ocenrred in coal, owing to
some improvement in supplies in western Europe, and

in petroleum products, owing to the rapid growth of
oil refining in several western Euoropean countries,
whose imports of crude oil were derived principally
from the Middle East, and which now have a sub-
stantial exporiable surplus in petroleurn products.
Moreover, despite the rise in raw cotton shipments
from 1948 to 1954, the share of United States exports
in raw cotton consumption cutside North America has
declined in recent years owing to higher production
in non-dollar countries.

Exports of finished manufactures® rose more than
two and a half times in terms of volume from 1936-
1938 to 1948. This increase was not maintained from
1948 to 1954, as indicated previously. Moreover, the
share of the United States in world exports of finished
manufactures, while remaining substantially higher
than before the war, dropped appreciably from 1948 to
1954, The rise in world demand for manufactured
goods since 1948 has been supplied either from higher
domestic production or through increased imports
from western Europe and Japan; world manufacturing
outside the United States?® rose 61 per cent from 1948
to 1954.

Shipments of finished rmanufactures by the United
States would have fallen sharply from 1948 to 1954
but for a large rise in the volume of demand for
machinery and vehicles from Canada—-probably by
about one-quarter or more—while deliveries to the
EPU area and to South America were lower. This
rise in exports to Canada was a reflection of the greatly
stepped-up United States investment in Canadian min-
eral resources during the period, as well as of the
generally rapid development of the Canadian economy.
United States exports of textile manufactures, which

89 Exeluding special category exports.
46 Excluding the centrally planned economies.

Table 31. Wheat Production and Exports
(Millions of metric tons)

Production Exporis*
Peried Canada and Noa-dollor OEEC Cannda and Nan-dollar
United Srates countriestt catntries Unired States countrics®
1934/35-1938/39 ... ...... ... 267 102.3 273 6.1 11.3
1948/49 ... .. . .. .... 458 99,2 268 19.7 7.3
1949/50 ... ... .. ... ... 400 98.8 26.9 14.9 7.7
1956/51 ... .. ... 403 103.6 201 16.1 9.5
1951/52 ... .. SN 1 B | 1011 201 224 6.0
1982/83 ... .. ... ... 94l 110.9 331 194 6.7
1953/54 ... ... R 3 ¥4 1153 374 13.8 9.4
1954/55 ...... ... ....... .. 348 116.0 34.1 143 11.7
1855/566% ... .. .. .. eee.. 385 119.0 369

Source: Toed and Agriculture Organization of the United Nations.

& Including wheat flour,

b fxcluding the Union of Soviet Socialist Republics,
¢ Including  the Union of Soviet Socialist Republics.

4 Preliminary.
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had risen very greailly in the early post-war years,
lost much ground after 1948, as India and Japan took
larger shares of the market.

The main changes in United States commodity ex-
ports from 1948 to 1954 may therefore be summarized
as a considerable fall in exports of food offset by a
rise in exports of raw materials; exports of finished
manufactures declined much less than those of food
owing to the heavy demand for machinery from
Canada in connexion with its investment boom.,

Despite the easing of import and exchange controls
in many parts of the world, the commercial export
trade of the United States was even more heavily
concentrated within the Western Hemisphere in 1954
than in 1948, as noted earlier. At a later point con-
sideration will be given to the relation of this phe-
nomenon to the pattern of United States foreign
investment.

The rise in the Western Hemisphere's share in
United States exports during the course of the post-war
period has been accompanied by a decline in the share
of continental western Europe (as indicated in table
32) whose imports of goods from the United States
fell about 30 per cent in volume from 1948 to 1954,
The process of recovery and expansion, especially in
western Germany, made it possible to dispense with the
abnormally heavy supplies furnished by the United
States in 1948, much of it under aid. Part of the sub-
stitution for United States goods occurred through an
actual reduction in import requirements in the indi-
vidual countries as their own agriculiure and industry
were rehabilitated, and part was the result of an up-
surge in intra-European trade. In addition, it proved
possible to find alternative sources of supply for cer-
tain United States products, such as raw cotton and
fats and oils, in other oversea countries not requiring
dollars in payment for their goods.

Contrary to the general trend in continental western
Europe, in Australia and the United Kingdom, where
relatively tight contrels on dollar imports were in force
in 1948, the relaxation of these controls made for a
higher share in United States exports in 1954, This
was more than oflset by a decline in the share of other
sterling countries, owing to the fact that United States
shipments to India and to the Union of South Africa
in 1948 had been relatively high partly because of
food shortage in the former and because the latter was
still drawing heavily on ils war-accumulated gold
reserve to meet the pent-up demand for investment and
consumer goods from abroad.

Unlike western Germany, Japan mere than doubled,
its imports from the United States from 1948 to 1954,
partly because the problem of structural adjustment
to post-war changes appears to have been more in-
tractable in Japan and paitly because adequate dollar
resources were available from military expenditures

in Japan by the United States. Certain other countries
receiving substantial aid from the United States in
1954, such as Indochina, Israel, Spain ard Yugoslavia,
were also able to increase their share in United States
exports. On the other hand, the share of the Philippines
dropped owing to reduction in United States aid; and
shipments 1o eastern Europe and mainland China fell
to less than one-twentieth of 1 per cent of the total.

It should be added that United States non-military
exports of goods and services increased by $1.8 billion
to $10.6 billion from 1954 to 1955, with higher exports
of merchandise accounting for $1.4 billion of the in-
crease, of which 60 per cent went to western Lurope
and 33 per cent to Canada. The over-all volume of
commercial exports rose 10 per cent, food and raw
materials leading the advance, with manufactures rising
only 7 per cent. Most of the increase to western
Europe consisted of non-agricultural raw materials,
especially coal, steel and steel scrap; higher exports
of wheat (owing to the poor quality of western
Europe’s 1954/55 crop) and of ether agricultural
commodities, sales of which were stimulated in part
by special surplus disposal programmes of the United
States Government, were to a considerable extent offset
by lower shipments of cotton. Most of the increase in
exporls of machinery and consumer durables, on the
other hand, went to Canada,

Although some part of the rise in exports in 1955
was no doubt attributable to liberalization of dollar
imports by a number of western European countries,
the proportion was apparently not very large. On the
whole, the rise should rather be ascribed to the con-
tinued lag in basic coal and steel production in western
Europe behind the advance in engineering output, es-
pecially in the United Kingdom; to {urther progress
in the economic development of Canada, and the
recovery of that country from the recession of 1954;
and to food surplus disposal by the United States
Government, Thus, the upsurge in United States exports
in 1955 does not basically change the general picture
provided above, of a relative decline in the world’s
dependence on United States shipments since 1948,
although it does indicate that, over and above its
normal sales abroad, the United Siates continues to
act as an emergency source of supply to which coun-
tries still tuin in the event of temporary shortages
such as those resulling from poor harvests or industrial
bottlenecks.

United States imports

While the recovery of the rest of the world from
the effects of the war made it possible for output and
income to advance without anything lke a propor-
tionate increase in the demand for imports from the
dollar area, exports to the United States rose during
the post-war period in line with the growth in the
national preduct in that country.
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In the period 1947 to 1954 as a whole, there was a
slight decline in the ratis of the value of imports to
the national product in relation to the pre-war period,
as indicated in the figures below. A relatively sharp
drop in this ratio in real terms was partly offset by
the much greater rise in import prices than in domestic
prices. The increase in the real national product and
in import prices since the nineteen thirties has sufliced
to bring about a sharp rise in the absolute value of
imports.

Purcentege rario of impores
to gross nationel produce

In cx.(rrnnt In 1'!5‘-17

prices prices

1929-1938 average ......... 2.99 3.66
1947.1954 average ......... 291 2.66
1947 ... 2.44 2.44
1948 ... . 2.6 2.65
1949 . .. ... ....... 258 2.61
1950 ... ... 307 2.90
1851 ... ..., ... ........ 330 2.67
1952 ... ... ... 81 270
1983 ... i iaa . 296 271
1954 . ... e, 284 2.57

An examination of the data shown above suggests
a fair measure of stability in the real import ratio
during the post-war period. The ratio was relatively
low in 1947 presumably because of supply difficulties
in the rest of the world, and relatively high in 1950
on account of the heavy inventory accumulation which
followed the outbrezk of the Korean conflict as well
as the postponement of purchases prior to the devalua-
tion of sterling in September 1949, Finally, the fall in
the ratio from 1953 to 1954 was due to the shift from
accumulation of inventories to liquidation during the
United States 1ecession. Government stockpiling opera-
tions accentuated the rise in imports in 1950 and the
decline in 1954,

Superimposed upon a relatively stable real import
ratio was a cycle of import prices, rising from 1947
to 1951 at the peak of the Korean boom, declining
from then until 1953, and then terding to rise once
more.** The net effect of these developments was that
the proportional increases in the value of imports and
of the national product from 1948 to 1954 were of sim-
ilar orders of magnitude—A40 per cent or more.

Virtually the enlire increase in the volume of
imports from 1948 to 1954 was concentrated in semi-
finished and finished manufactures, and in manu-
factured foodstuffs; these commodily groups were
probably more seriously affected by shortages in the
rest of the world in 1948 than were the crude food-
stuffs and materials which the United States imports.
If the year 1954 is compared with the pre-war period
1936-1938, the main shifts in the composition of im-

12 More precisely, most import prices were stable or con-
tinued to fmll from 1953 to 1054, but a Lft was imparted to
the import unit value index as a whole by sharp increases
in the import prices of cocoa and coffee.

ports, by volume, have been a decline in the relative
importance of crude and manufactured food and a
rise in the share of semi-finished and finished manu-
factures. Only part of the lag in food imports can
be attributed to abnormal imports in the base period
owing to drought. For the rest, there has heen a
slower rate of increase in food consumption in the
United States than in real national product as well as
a sharp fall in the share of imports in total food con-
sumption. The shortage of coffee supplies thronghout
the post-war period was a major element in the latter
development, but import restrictions were also a sig-
nificant factor in the case of some products.

The relative increase in imports of semi-manufac-
tures and finished manufactures seems to be due partly
to a considerable growth in imports of durable goods
corresponding to the rapid advance in domestic demand
for consumption, investment and defence (including
government stockpiling}, and partly to the development
of new sources of supply for metals and petroleum
products, espeeially in the Western Hemisphere.** The
combined share of metals and manufactures, machinery
and vehicles, and petroleum products in United States
imports of semi-finished and finished manufactures
rose from 21 per eent in 1936-1938 to 30 per cent in
1948 and 37 per cent in 1954,

While the average prices of most goods imported by
the United States have increased two to threefold since
before the Second World War, the average import unit
value of crude foodstuffs has risen more than sixfold,
largely under the influence of coffee imports; conse-
quently, from the point of view of dollar earning
capacity, this group of commodities actually gained as
a percentage of the total despite the lag in the volume
of shipments,

Changes in the distribution of United States im-
ports by area resulted from the developments in com-
modity composition indicated above, as well as from
other factors, such as the circumstances of the war.
The reasons for the rise in the share of the Western
Hemisphere in United States imports since pre-war
years have alieady been reviewed above; the relation-
ship of this change to the outflow of capital from the
United States will be explored further below. Here it
may be observed that some of the world’s major pro-
ducers (other than the United States itgelf} of several
of the commodities for which United States demand
was growing most rapidly are located in the Western
Hemisphere. These include, for example, petroleum
(Venezuela), copper {Canada, Chile}, lead (Canada,
Mexico), sawmill products, paper base stocks and
newsprint {Canada), and ceflee (Brazil, Colombia).

The rise in the share of the Western Hemisphere in
United States imports from 1938 to 1948 was accom-

42 The significance of United Stntes direct investment in this
connexion will be discussed below.
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panied by declines in the shares of shipmeats from
Europe, both eastern and western, and from a con-
siderable number of Asian countries which had suf-
fered from the war. However, the oversea sterling area
as a whole improved its relative position slightly owing
to the major rise in imports of wool from Australia,
New Zealand and South Africa, cocoa from the Gold
Coast and Nigeria, and jute from India and Pakistan,

By 1954 economic expansion in western Furope and
growing United States demand for metals and a variety
of finished manufactures made possible a partial re-
covery in western Europe’s share in United States
imports. On the other hand, with some exceptions,
total imports by the United States of the particular
combination of commodities supplied by the oversea
sterling area (notably rubber, tin, wool and burlap)
either declined in value from 1948 to 1954 or at any
rate failed to advance proportionally with other goods,
In addition, the sterling area’s share in total rubber
imports by the United States dropped sharply, owing
mainly to the recovery of supplies from Indonesia and
Indochina. Consequently, the share of the oversea
sterling aren in United States imports fell from 15 per
cent in 1948 to 10 per cent in 1954,

Service payments and capital outflow

While imports of merchandise rose from $7.6 billion
in 1948 to $10.3 billion in 1954, United States service
payments, excluding military expenditures, increased
from just under $1.9 billion to nearly $#3.0 billion be-
tween the same years, This represented higher outlays
for tramsport services as merchandise imports grew,
and as the rebuilding of the merchant fleets of other
countries gained momentum; the expansion of tourist
travel accompanying the rise in United States real
income; and the revival and further development of
a variety of services traditionally performed by enter-
prises in western Furopean countries. Nevertheless,
the share of service payments in total imports of goods
and services did not regain the average level of the
nineteen thirties, largely because of the war-time and
post-war liquidation by other countries of income-
bearing assets in the United States. In addition, United
States legislation provides for the carriage of one-half
of foreign aid shipments in United States vessels.

The net outflow of dollars from the United States
resulting from private capital trapsactions and remit-
tances rose from $1.6 billion in 1948 to $2.1 billion in
1954, Canada and Latin America accounted for virtu-
ally the whole of this increase, since, although private
capital outflow to the rest of the world was higher,
private remittances were lower, having reached a
post-war peak in 1948,

Private capital llow has come to play a major role
once again in the United States balance of payments,
though of lesser importance relatively than in the nine-

teen twenttes.*® During the period 1948-1954 private
net capital outflow from the United States, including
the reinvested earnings of subsidiaries, was equivalent
to 14 per cent of imports of goods and services,* com-
pared with 19 per cent in the years 1920-1929 on the
average. There have been some significant changes in
composition. In the first place, while direct investments
comprised over 80 per cent of total private net outfiow
in 1948-1954, the corresponding percentage for the
nineteen twenties was only 30 per cent. Government
capital outflow has also assumed considerable im-
porlance.

The distribution of direct investments has changed
also. As is evident from the following classification
(in percentages), the extractive industries have
accounted for neatly two-thirds of all United States
direct investment abroad in recent years, although
they represented less than one-third, by value, of the
amount outstanding in 1929,

Vaolue of direct
investmant abroad

Notw sutflow of
direct investmaent,

outstanding in 1929 1948 1o 1954

Mannfacturing .......... .. 24 15
Railways and public utilities 21 2
Mining ..... 16 19
Petreleum ......... ..... . 15 45
Agriculture ............ .. . 12 1
Other industries ........... 12 18
Torar 100 100

A third and final difference from the nineteen
twenties concerns the relationship between new out-
flows of funds and the return flow of interest, profits
and dividends on past investments, In the nineteen
twenties, as mentioned previously, the United States
had only lately become a creditor nation; consequently,
net new investment exceeded income receipts, even in-
clusive of the service due on government loans. In
recent years, on the other hand, the United States, now
a “mature” country from the point of view of its
foreign investment position, has been receiving sub-
stantially more in the way of income on past invest-
ments than it has, on balance, lent abroad either on
private account alone or on private and governmental
accounts combined, as shown on the following page
(annual averages in millions of dollars) 1"

inevitably, of course, unless its net outflow of funds
vises continoally, any lending country will ultimately
tend to accumulate a stock of foreign assets yielding
a return in excess of the current outflow: this simple
arithmetical fact has nothing to do with the balance
of advantage resulting from the international flow of
capital.

42 The present discussion is limited to the direet effects of
capital flow on the trade and balance of payments of the
United States with the rest of the world,

44 Excluding military expenditures.

46 A minus sign indicates cutflow of capital.
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19201929 19452954
Private net capital outflow ........ ~~956 —1,630
Direct investments, net® .. ...... -—288 —1,343
New issues ....voovainvannnans —717 —268
Redemptions ..........c.c0on 264 130
Other long-term capital, net. . ... —65"Y —52
Short-term capital, net ......... —150° —106
Government net capital outflow. ... 9 —253
Long-term capital, net ....... .. 27 —498
Repayments .....oovoiaonaon .. 46 267
Short-term capital, net . ... .. e - 22
Investment income .............. 837 2,372
Direct investments® . ........ .. 408 1,997
Other private investment ... ... 300 199
Total, private investment .. ... 708 2,196
Government investment ........ 129 176

¢ Ineluding reinvested earnings of subsidiaries.
b Seven-year average; data not aveilable for 1923-1925.
¢ Beven-yenr average; datz not available for 1920-1022

One important point of similarity between the post
war years and the period hefore 1920 concerns the
geographic distribution of investment. Over 70 per
cent of direct investments oulstanding in 1929, by
value, were in the Western Hemisphere, and the pro-
portion has been similar during the entire period
since that time. However, Canada alone has accounted
for over one-half of all new direct investment since
1952, compared with a share of just over one-guarter
in the stock of direct investment in 1929. it is likely,
moreover, that porifolio investments, which were of
much greater relative importance in the nineteen
twenties than recently, were more widely distributed
geographically than direct investments.

The outflow of capital has exercised a major influ-
ence both on the exports and on the imports of the
United States, For example, the outlfow of funds for
direct investment, including reinvested earnings of
subsidiaries, averaged over $1.3 billion a year from
1048 to 1954, and it is fair to assume that much or
most of this was expended on United States equipment
of various kinds. A high proportion of other funds
lent abroad, whether by private interests or by

the Government, has also no doubt come bhack to the
United States in the form of demand for investment
goods: these funds, net of repayments and redemp-
tions, have averaged some $550 million a year since
1948,

It is not possible to indicate in any detail the types
of exports affected by capital outflow in the United
States, though evidently machinery required in the
extraction of oil and metallic ores and in the con-
struction of accompanying facilities must have been
among the commodily groups mainly affected.

Again, comprehensive data on the extent to which
United States imports are derived from United States-
controlled companies operating abroad are not avail-
able. Estimates have been made showing that in 1952
more than one-half, on the average, of the import
value of nineteen major commodities—mainly primary
products—was derived from American-owned pro-
ductive {acilities abroad.®* The imports of these
selected commodities from United States enterprises
accounted for more than one-fifth of all United States
imports and for over 30 per cent of imports of raw
materials (including semi-manufaclures).

While the latter estimates are necessarily an under-
statement of the over-all importance of American-
owned enterprises in United States imports, owing
to the incomplete coverage of the data,’® particularly
for manufactures, they suffice to indicate the relation-
ship between the expansion of United States direct
investment and the growth in United States imports.
For the present purpose the discussion may be con-
fined to seven product groups, listed below, 50 per cent

48 United States Department of Commerce, Survey of Current
Business, December 1953, page 14,

4+t An additional source of possible understatement results
from the method of estimation. Where there were several pro.
ducers of 2 commodity within a country and no informntion
regarding shipments by United States enterprises, United
States imports were attributed to United States producers in
proportion to their share in the output of the commodity in
that country. In proctice it would not be unreasonable 1o ex-
pect the proportion to be higher than this.

Fatuc

From (millions of duellars)
United States-oiened
contpanics, 1952 1936-1938
{ per cent) average 1015 it
Crude oil ... oo 0 i L 95

Refined ofl ... ... e 42 416 828
Copper ....... L e 85 40 203 361
Paper base stocks . ... . . ... 75 101 316 289
Niekel ... . . o o i S0 20 61 155
Aleminfum ... ... . .. ... ... 90 9 58 143
Tead . oo i 55 1 166 122
Trom oTe - oo i e 50 5 27 119
Total, above items . ....... ... 218 1,187 2,017

Total, United States imports of

crude and semi-manufactured
materials . ... .o oLl 1,263 3,780 4,722
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or more of the imports of which were, in 1952, derived
from United States companies operating abroad. Total
imports of these seven products represented just over
17 per cent of the value of all imporis of raw materials
(including semi-manufactures) by the United States in
1936-1938; but they accounted for over 38 per cent
of the increase in raw material imports fiom 1936-
1938 to 1948. More significant still is the fact that
imports of these seven products alone rose $830
million from 1948 to 1954 while imports of all raw
materials increased $942 million, as the preceding
data indicate.

It may be seen, therefore, that United States private
capital has, during the post-war period, sought out
and developed those mineral and other resources for
which United States demand has been expanding most
1apidly. This has undoubtedly been of major impor.
tance in strengthening the position of Canada and Latin
America as suppliers of primary commodities to the
United States. Most 1ecently, the proportion of new
investment going to Canada has risen sharply while
investments elsewhere, including even these in Latin
American countries, have tapered off, largely because
of the completion of oil installations,

A Post-War Perspective

The growth of world trade since the Second World
War has been remarkable, all things considered. It
might have been thought that conditions were far
less favourable for the recovery of world trade than
those which prevailed at the end of the First World
War. The political and economic upheaval and de-
strucHon were of far greater dimensions during and
after the second war; and the tariffs of the nineteen
twenties were minor barriers to trade compared with
the maze of quantitative restrictions, exchange con-
trols and inconvertibility of currencies characteristic
of the nineteen forties and fifties. With all the easing
of such restrictions and controls that has occurred
daring the past few years government-imposed ob-
stacles to world trade remain of a magnitude in-
comparahly greater than anything conceived of before
the great depression. Not the least of the inauspicious
circumstences attending developments since 1945 has
been the division of the warld into iwo economic
areas—the centrally planned economies and the rest
of the world—trading relatively little with one another,

In actual fact the recovery of trade, as of pro-
duction, was much faster after the Second Woild War
than after the fizst, and the expansion to new levels
which followed was much more vigorous. It is true
that one phase of the expansion—that which followed
the outbreak of hostilities in Korea—was associated
mainly with a very sharp rise in defence expenditures
in the leading industrial countries. But the levelling
off in government expenditures which occurred sub-
sequently did not bring with it any decline from the
levels of world trade reached during the rearmament
boom (apart from a hriel sethack in 1952). On the
contrary, the volume of werld trade reached new
high ground in 1954 and 1955——when the government
sector was no lenger providing the dynamic element
in the advance in production.

It appears, then, that trade has been held back
much less than might have been expected by the vari-

J

ous limitations and controls prevalent throughout most
of the world. Indeed, a careful examination of the lag
between world trade and wozld output since 1938
shows that a major part of the lag is due to circum-
stances having nothing to do with trade restrictions.
The first of these circumstances is the fact that a
larger share of world output is now being produced
in countries whose imports are small in relation to
their output or income, The second is the lag in food
consumption in relation to income, together with the
reduction in the raw material import content of manu-
facturing which has accompanied the structural shift
in the industrial countries from light to heavy in-
dustries,

This is not to say that the impact of restrictive
national policies upon the growth of international
trade has been unimportant, Qutstanding is the case
of world trade in food, which has undoubtedly been
aflected by national measures aimed at providing
adequate standards of living for farm populations and
reducing the dependence of net importing countries
upon supplies from abread. Nor can it be doubted
that the controls on trade have in many cases operated
in such a way as to reduce the benefits which might
otherwise have been obtained from international
specialization and exchange.

On the whole, it would probably be true to say,
however, that prevailing restrictions have affected the
commodity composition and the regional distribution
of trade mere than its amount. For virtually all
countries outside North America the primary limitation
upon the volnme of imports since the war has heen
the level of foreign exchange 1esources available to
them—vwhether derived from export proceeds or from
other receipts. The capacity to Import has, of course,
been affected wherever the exports of countries, both
developed and under-developed, have been held back
by inflationary pressures, thereby making it necessary
for import and exchange controls to be used to check
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the consequential external disequilibrium. The fact
remains that most countries are now spending a higher
fraction of their incomes on imports than in 1937,
and that those spending a smaller proportion do not
consist exclusively of countries with import controls.

What is certainly true, however, is that the trade
of the world has become more compartmentalized
in the past thirty years: in other words, a growing
proportion of the world's trade is carried on between
the great industrial centres and other countries asso-
ciated with them economically, and even, to some
extent, politically, There can be no doubt that re-
strictions of various kinds have contributed powerfully
to this outcome, although many other factors are also
involved, particularly the separation of the Western
Hemisphere from the Eurasian continent during the
war and the long-established tendency for British,
I'rench and United States capital to flow most readily
to the sterling and franc areas and to the Western
Hemisphere, respectively,

A major element underlying post-war trade restric-
tions and tending te accelerate the compartmentaliza-
tion of trade has been the dollar gap. The exports of
the dollar arca countries are closely determined by
the value of dollars disbursed to the rest of the world
through their imports, together with the capital out.
flow and various governmental outlays abroad of the
United States (subject only to prudent provision for
some raising of gold and dollar reserves above
present low levels). Assuming no major changes in the
sources of the world’'s dollar supply, the removal
of controls on trade by the countries now employing
them would involve as a prerequisite a sufficient dis-
inflation to equate the demand for dollars to the supply
at something like the present level and rate of increase
in that level. ‘

It is extremely difficult to determine how great an
adjustment would be involved. The magnitude of the
residual dollar gap on commercial transactions at the
current level of exchange and trade restrictions was
of the order of $2.4 billion in 1954 and $3.4 billion
in 1955. This represented a major improvement in
the dollar balance compared with the years immedi-
ately after the Second Woirld War. While the dollars
earned from goods and services supplied to the United
States 1ose in parallel with the national output of
that country, it proved possible to expand production
considerably in the rest of the world without a pro-
portional growth in the demand for dollar goods—
despite the steps taken in many countiies to reduce
discrimination against the dollar countries. This was
because of expanded oulput outside the dollar area
in a number of key primary products such as wheat,
raw cotton and petroleum and because of recovery
in the export potential of western Europe in manu-
factured goods, and particularly the return of western
Germany and Japan as major suppliers of such goods.

The remaining dollar gap did not give rise to serious
difficulties because the commercial “gap” was sub-
stantially less than the total of econemic aid and
military expenditures overseas of the United States
Government, Indeed, important additions to gold and
dollar reserves were made by many countries even
during the trough of the United States recession of
1954,

On the other hand, no clear self-sustaining pattern
of international settlements has emerged thus far
on a long-term basis. Most solutions to the dollar
problem envisaged by economists in the early post-
war period involved a resumption of what has gener-
ally been accepted as the pre-war system of multi-
lateral settlements, In this system the industrial coun-
tries of western Europe carned dollars from export
balances with primary producing countries, with
which they were able to pay for their own surplus
of imports {rom North America, while the primary
producing countries in tumn earned the dollars with
which to pay for their net imports from western Europe
through export balances derived from supplying food
and raw materials to the United States. A restoration of
this pattern—possibly amplified by additional receipts
of free dollars by primary producing countries from
United States oversea investment—was considered to
be essential to the establishment of a functioning world
economy.

In practice, the reduction in the dollar gap char-
acteristic of the peried 1948 to 1954 was not accom-
panied by any major developments in the direction
indicated above. If western Europe’s dollar deficit
has been 1educed, it is primarily because imporlts from
North America have been curtailed while exports to
North America have expanded, and because western
Europe has been the main recipient, apart from Japan,
of oversea military expenditures by the United States;
the reduction in western Europe’s dollar deficit was
not, in other words, the result of any important growth
in western Europe’s dollar earnings in “third markets™.
There has been no obvious tendency for primary pro-
dueing countries as a whole to develop export balances
with North America on a consistent basis. Almost the
only significant exception to this exists in the net earn-
ings of dollars by certain of the western Euiopean
dependencies.

The structure of international payments emerging
in 1954-1955 appears to have been weakest at one of
its most critical points—in the sterling area. This weak-
ness cannot simply be ascribed to the tendency for the
level of demand in some of the sterling area countries
to press more strongly against resources than in the
rest of the world in general. Certain stiuctural prob-
lems are also invelved, not the least of which is the
fact that United States demand for the particular com-
bination of primary commodities exported by the
sterling area has not exhibited a long-term tendency
to expand in line with total imports,
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The structuzal elements in the residual dollar gap
do not affect all areas equally--some countries or
areas are better placed than others in the sense that
a larger proportion of their exports consists of com-
modities for which North American demand has been
rising rapidly. Consequently, if the burden of adjust-
ment were placed entirely or mainly upon the deficit
countries, the extent of the measures required would
vary considerably. Moreover, if the adjustment were
to be attempted through a process of disinflation alone,
it is not certain whether in particular areas or countries
the extent of the disinflation required would be re-
garded as politically acceptable; or whether a new
equilibrium, once reached by this means, could be
maintained consistently with a satisfactory rate of
economic growth.*®

This is a problem which is of even more importance
to the under-developed than to the developed countries,
where at least certain minimum standards of economic
welfare have been achieved, The development of world
trade thus far in the post-war period provides some
reason for satisfaction to the under-developed coun-
tries, but considerable prounds for concern also.

On the positive side must be placed the continuous
expansion of economic activity in the industrial
countries, generating progressively larger demands
for imported primary producis. It is true that the de-
mand for primary products has not risen as rapidly
as output in the industrial countries. But the capacity
of under-developed countries to import has grown
much more than the volume of their exports because
of a considerable improvement in their terms of trade
both from 1938 to 1948 and from 1948 to 1954.

45 An attempt to correct the disequilibrinm by devaluation
would probebiy not eliminate the need for disinflation, Whether
the amount of disinflation required would increase or decrease
as o result of devaluation would depend upen the relevont
demand and supply elasticities as well as upon any possible
secondary effects of the devaluation on domestic investment.
In the modern age of full employment and strong trade unions,
mareover, any government contemplating devaluation must be
prepared to reckon with o significant wage-price spiral.

This increase in the capacity to import has been
utilized for the purchase of much greater quantities
of investment goods than before the war, and in
many countries import and exchange controls have
been freely used to restrict imports competing with
domestic production, notably of textiles, and thereby
to ensure the maximum use of their resources for the
import of essential food, raw materials and capital
equipment.

Developments have been much less satisfactory from
the point of view of the distribution of the benefits
from trade and also the stability of trade and pay-
ments. As already indicated, the distribution of the
increase in export proceeds has depended upon whether
the commodities produced by a partieular country
happen to be those for which world demand is growing
most rapidly. Some countries have been drawn only
to a very limited extent into the general orbit of
prosperity resulting from economic advance in in-
dustiia] countries. And even among those countries
which have benefited the most are many whose econo-
mies have suffered severely from the sharp price fluc-
tualions characteristic of nearly all primary products,

It seems clear that part of the persistent imbalance
in international trade and payments has its roots in
the measures adopted by many countries, hoth de-
veloped and under-developed, to promote capital in-
vestment and industrial development. How far an
adequate rate of economic growth is consistent with
international balance in the sense in which this term
has often been understood in the past is a question
to which experience thus far provides no clear guide.
1t is, however, not unnatural for countries, especially
those which are under-developed, to take the view
that the concept of international balance was too
narrowly conceived in the past; and that an adequate
rate of economic growth is itself an indispensable
ingredient of “international balance”, as that term
would have to be redefined in modern times.
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PRODUCTION AND TRADE OF THE CENTRALLY PLANNED ECONOMIES

Post-War Institutional Changes

Within a period of a few years following the Second
World War, virtually all of industry, wholesale trade
and banking, and most of retail trade were nationalized
in the countries of eastern Europe. In mainland China,
the nationalization programme began in 1949; by
1952, banking and a large part of internal trade
were nationalized, but the degree of nationalization
in industry was lower than in other couniries (see
table 33). Since 1952 the formation of joint State-
private enterprises has been accelerated, so that vir-
tually all industry is now either wholly or partly
nationalized.

In the course of extensive post-war agrarian re-
forms, large landed estates were divided among land-
less peasants and smallholders; about 25 per cent of
the total agricultural area in the centrally planned
economies changed hands during this period as com-
pared to 12 per cent during the inter-war period.!
Although the size of many farms was incressed, the
number of undersized farms also increased, and on the
averape the amount of arable land per household did
not exceed five hectares.® Part of the expropriated land
remained in the possession of the governments per-
manently or for further allocation to individual
farmers; nevertheless, the reforms increased the num-
ber of private owners in agriculture.

A drive for collectivization of agriculture which bhe-
gan at the end of the reconstruction period, was sharply
accelerated during 1950-1953. This diive coincided
with a period of accelerated industrializalion and was
metivated by current needs as well as by long-term
problems of development of agriculture. The existence
of a large number of individual farms rendered difficult
the contiol of production and disposal of farm output,
while the small size of peasant holdings was considered
an obstacle to the development of modern techniques,
to large.scale mechanization, and to the release of
manpower for industry. As a result of this drive, the
structure of agriculture in eastern Europe, other than

1 This refates lo castern Euwrope only. In Poland and Czecho-
slovakin, a considerable proportion of the land distributed was
obtained through expropriation, the German pepulation having
been expelled.

2Food and Agriculture Organization of the United Nations
and Ecenomic Commission for Europe, Ewropean Agriculture
(Geneva, 1954} .
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in the Union of Soviet Socialist Republics, was again
changed substantially. By the end of the period, be-
tween 20 and GO per cent of arable land belonged to
the State and co-operative sectors of agriculture, with
co-operative farms predominant in all countries except
Poland, Romania and Yugoslavia. The expansion of
the socialist sector took the form chiefly of an increase
in the share of co-operative {arming while that of State
farms remained relatively unchanged {see table 33).

In Yugoslavia, where collectivization initially pro-
ceeded much more 1apidly than in other countries,
permission was given to peasants in 1953 to leave the
collective farms, to rent Jand and to hire labour. How-
ever, the maximum size of private holdings was reduced
from 35 to 10 hectares. This change in policy was
motivated by a lack of equipment, which made col-
lective farming inefficient, The number of collective
farms consequently declined from about 5,000 in 1052
to about 875 in 1955, and the share of State and
co-operative land in the total fell from about 26 per
cent in 1951 to 9 per cent in 1955.

In mainland China, an agrarian reform introduced
in 1949 was virtually completed by the winter of 1952/
53. While there was a rapid expansion in Stale farms,
collective farming was not yet developed; instead,
peasants were organized into mutualaid teams and
producers’ co-operatives,” which according to the
original plan would be gradually transformed into
collective farms towards the end of the present decade.
The proportion of peasant households organized into
mutual-aid teams and producers’ co-operatives rose
from 11 per cent in 1950 to GO per cent in 1954,

In the Soviet Union economic activily continued
within a virtually unchanged institutional framework;
the only major change during the post-war decade
was the amalgamation of cellective farms into larger
units, reducing their number from 245,000 to 956000
in 1952,

The nationalization of industry and trade and the
concentration of economic power in the hands of the
central governments were accompanied by the introduc-

# For explanation of mutual-nid tenms and producers’ co-
operatives, see United Nations, World Economic Report, 1951.52
(sales number:1953.1L.C2), prge 53.
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Table 33. Shares of Socialized Sector in Indusirial Produection, Agriculture and National Income
(Socialized sector as per cent of total)

Czecho- Mainland Eastern
Ttem and year Bulgaria  slovakin China Gormeny Hungary Poland Romania  Yugoslavia
Industrial production (gross value}:
1046 . o e e eee e O 75 56 80
1948 . ... DA * 95 37 78v 93s 945 of5h
1952 ... e . 99 99 61 85e 98 100 96 100
Agricultural land:*
Co-operative farms, 2949 .. ... ... ... ... 11} 70 61 8 i1 15t
State farms, 1949 ...... - | 6] 14 4
Co-operative farms, 1950 .. ..., ... ...t 44 15 11 - 14 2 4 18
State farms, 1950 ....... e 2 10 che 5t 8 11 4 4
Co-operative farms, 1954 .. .......... 0. cew. GBI 33 60 14 18k 8 12 4
State farms, 1954™ _ ... . ... . 3 9! 4 13% 11t 13 5
National income:
T U . 50 54 45 52
TO50 ot e e e 69 62 70 66 63
23 DS SOV : ' 90 87 75 70 70

Seurce: Reports on fulfilment of plans and other official
sources: Food and Agriculture Orpganization of the United
Nations and FEconomic Commission for Europe, Furopean
Agriculture; United Nations, Economic Survey of Eurepe in
195¢ (sales number: 19551LE2); Voprosy Ekonemiki, No, 7,
1954 {Moscow) ; Statisticki Godisnjak, 1955 (Belgrade) ; Hsin
Hua Monthly (Peking).

01949, The figure for 1949 as well as that for 1952 refers
to State, co-operative and joint government-private enterprises.

b 1050,

¢ 1953.

dTn percentage of agricultural ares at the end of the year,
if mot otherwise stated, except for mainiand China, where the
datn relate to the number of pessant holdings organized i
producers’ co-operatives and mutual aid teams as a percentage
of the total

€ 1948,

f Exelusive of rough prazing area belonging to the State.

tion and gradual extension of centralized planning.
During the early post-war years, this planning was
limited, in countzies other than the Soviet Union, to
the formulation of targets for specific industries or
enterprises for short periods (less than one year) and
to the allocation of key items in scarce supply. At an
intermediate stage, annual plans for specific industries
were formulated, and subsequently all countries intro-
duced their plans for recomstruction covering all
economic sectors.*

The development plans which followed the recon-
struction period were much more comprehensive than
the earlier ones and covered a period of five or six
years. The number of specific items planned in detail
was considerably extended; in many fields prospective
changes in technical co-efficients relating input to out-

4 Poland and Hungary began their three-year plans for re-
construction and Bulgaria and Czechoslovakin their two-year
plans in 1947, while eastern Germany and Romaniz began
their two-year plans for reconstruction in 1949 In mainland
China annual plans during the reconstruction peripd up to
1952 were also partial in character; it was only in 1953 that
a comprehensive plan was first adopted, covering 1953-3957.
Yugostavia had prepared a fiveyenr plan in 1946; however,
even this plan, although more extensive in seope and more
detailed than the plans of other countries, was of a rather
general character, detniled targets being prepared only for
some key industries.

#In 1951 the total State and co-operative sector represented
26 per cent and the co-operative sector elone, 22 per cent of
the agricuitural area.

h 1951

1 September; cultivated land.

i Arable land, December 1953. In mid-1953 the government
and co-operative sectors represented 53 per cent of the total,
and the co-operative sector alone, 44 per cent of arable land.

k Arable land, mid-1954. In March 1953, the government and
co-operative sectors owned 37 per cent snd the co-operative
sector alone, 26 per cent of total arable land.

1 Argble land,

m The data on State farms in 1954, except for Yugoslavia,
are residuals of the figures for total and for co-operative farms,
For some countries, they include communal property and land
owned by government enterprises and other organizations, and
they may include some government-owned land not allocated to
State farms.

put were planned and taken inte account in setting up
output targets, and “economic balances” relating out-
put of various industries to one another were more
extensively used. Further intensification of planning
in the course of the development plan period brought
the systems of eastern European countries closer to
that of the Soviet Union. At the end of the period the
plans became an integrated system, with detailed tar-
gets set for all sectors of the economy, stzictly con-
trolled and enforced by the central authosities.

During the early post-war years the national plans
had been drawn up by individual countries indepen-
dently. This was largely owing to the fact that their
main objective was to reconstruct damaged plants and
to bring into use existing industrial capacity, During
the subsequent period, plans for economic develop-
ment—both long-texm plans and annual operational
ones—took into account import requirements of other
countries of the area, in so far as exports were needed
to pay for a countiy’s own imports. However, the
development programmes were little influenced by con-
siderations related to internstional division of labour
and comparative cost. Although a certain degree of
specialization was introduced, all countries planned
large increases in output of similar produets —— in basic
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materials, in engineering and in other fields; except
for some isolated specific cases no serious attempt was
made towards closer integration of economic planning.
In 1953 and in 1954, however, important changes in
attitude towards economic integration emerged. In
several countries, especially Czechoslovakia, Hungary
and eastern Germany, the previous economic policy
was criticized as tending 1o expand seme indusiries for
which no raw materials and fuel were available while
the products of these industries could be obtained at
lesser cost from other countries of the area. The ten-
dency to develop all branches of heavy industry was
rejecled, and international division of labour within
the area was emphasized as a necessary condition for
n further rise in produetivity. Elimination of “harmful
parallelism”™ in industiial expansion of individual
countries was considered indispensable for more
economic utilization of resources, potentialities and
equipment of each. This was to be achieved by bring-
ing international co-operation within the area to a
higher level, from commercial relations to inlegrated
planning of output and specialization. The new five-
year plans of each country were to be prepared in
closer co-operation with other planned economies;
Czechoslovakia and Hungary, whose five-year plans
ended in 1953 and 1954, respectively, postponed the
beginning of their new development plans until 1956
to coincide with the introduction of new plans in
the Soviet Union, Poland, Romania and eastern Ger-
many. The new plans were to be prepared on the hasis
of division of labour among the countries of the group,
taking into account availabilities of raw muaterials, fuel

& The tendency towards more inteprated planming and =
closer integration of the economies was recently emphusized
in the {ollewing statement by N. Khrushchev: “Close economic
co-operation gives exceptionzl opportunities for the best pos-
sible utilization of production capacity and raw material re-
sources and happily combines the interests of ench country
with these of the socinlist camp as a whole. The development
of specialization and co-operation is of grest imporinnce here.
‘ Eech FEuropean people’s democracy can specialize in
developing those industries and producing those goods for
which it has the most favourable natural and economic con-
ditions. This, incidentally, creates the necessary prerequisites
for relensing considerable resources to develop apricufture and
light industry and, on this basis, for sptisfying more and more
fully the material and cultural requirements of the peoples”
(Pravda (Moscow)}, 15 February 1956).

and power, as well as transportation costs and other
elements of comparative cost.®

The concentration of economic power in the hands
of the central government and the introduction of
centralized planning reduced considerably the effect
of individual decisions on the pattern and rates of
growth of the eastern European economies. Economic
changes became subject to deliberate decisions of the
central authorities, which could to a very large extent
determine the distribution of existing natural and
human resources among different uses. In these condi-
tions it was possible to devote a high proportion of
national product to investment and to achieve rates of
growth considerably exceeding those of pre-war years,

In mainland China, the iniroduction of centralized
planning followed a pattern similar to that of eastern
Europe but with a difference in timing. During the
period of reconstruction following the cessation of the
civil war in 1949, planning was limited in general to
the allocation of only a few key commodities in short
supply and to the formulation of annual targets for
specific industries. After the recovery in production
and the completion of nationalization of hasic indus-
tries and trade, mainland China in 1953 started its first
five-year plan of econemic development.

Yugoslavia, which until 1950 applied the same plan-
ning methods as other countries of the group and in
which the centralization of planning and of direction
of the economy was in fact more pronounced than in
other countries, changed its methods substantially
through a series of reforms undertaken between 1950
and 1952. Specific planning of output of each enter-
prise was abandoned, and the management of enter-
prises became fiee to determine output and prices of
their products and to sell {reely on domestic or foreign
markets, Plans, formulated on an annual basis, are
confined to setiing up general targets for aggregates,
such as national product, consumption, investment
and other expenditure. Indirect forms of regulation
of economic activity, such as credit and fiseal policy,
are relied upon, and direct administrative intervention
in the work of enterprises is being avoided.

Growth of Industrial Production

Increases in industrial production in the centrally
planned economies from the pre-war years to 1954
ranged well over 100 per cent; for the Union of Seviet
Socialist Republics the increase amounted to nearly
190 per cent, and for the other eastern European coun-
tries, excluding Yugoslavia, the average 1ise was over
150 per cent (see table 34). While these increases are
generally considerably larger than the average for the
private enterprise economies, no direct comparison
between the rates of growth is in fact possible, owing

to major differences in methods of computation of the
indices.”

¢ The indices of industrial production in sl countries of
the group represent gross value of outpu: and invelve some
double counting, which might increase sigaificantly in a period
of rapid structural change In the Soviet Union, the index of
industrial production until 1950 represented gross output vak
ued in 1926/27 prices, reflecting cost and price relationships of
the pre-industrialization era which overstate long-term changes
in output. One of the effects of rapid industrializatien on cost
(continucd overfraf)
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The significance of such comparisons is further
limited by the influence of institutional and territorial
changes on the indices of industrial production in east
ern Europe. The extension of the nationalized sector
of industry in countries other than the Soviet Union
has involved in varying degree a shift from handicraft
production, small industries, or peasant home produc-
tion which previously was not covered or inadequately

{Footnote cantinued from previans poage)

relationships is a decline in cost of highly fabricated goods as
compared to goods of low degree of fabrication; the rise in
the share of highly fabricated goods in totsl output valued
at prices of the heginning period imparts to the index an
upwerd biss. In addition, the index was considerably inflated
by the introduction of newly produced goods at curremt or
close to current prices of the first year of production. Although
in many cases various conversion factors were used in order
to bring prices closer to 1926/27 levels, in fact o large pro-
portion of goods were introduced into the index st prices of
subsequent vears. Since during that period the general level
of prices was rising, this method had gn inflationary effect on
the index. The problems relating to this index were widely
discussed in the Soviet literature and have also been reviewed
at length by the secretarist of the Economic Commission for
1I%u.ro;:;e in the Economic Survey of Europe, 1951 (E/ECE/140/

ev.ly,

After the begimning of the ffth five.year plen in 1981, a
new index of industrial production was introduced, based on
wholesale prices of enterprises (that is, exclusive of turnover
tax) as of 1 January 1952, The pross velue of ‘output for 1950
was recalculated in prices of 1 January 1952 in order to assure
comparability of dala for the five-yesr plan period. No similar
re-avaluation was made for the preceding period and the new
index was simply linked to the old one. In order to avoid an
upward bias owing to the remoteness of the base period, the
index of industrial production for the new five-year plan period
(1956-1960) will be based on prices of 1 July 1955 and again
linked to the previous series (S. Genin, *On the Method of
Caleulating the Rhythm of Increase of Gross Output of Indus
iry”, Veprosy Ekonomiki, No. 8, August 1955). Several other
eastern Duropesn countries have slso announced their intention
of using indices weighted by prices of the first year of each
five-year plan.

covered by the indices of industrial production. This
factor, very important during the period of nationaliza-
tion of industry, continued to influence the indices
during subsequent yeais, but its effect was decreasing
as the proportion of output not covered declined in
relation to total production.’

While industrial production expanded at a high rate
throughout the post-war decade, the average rates of
growth declined perceptibly in the course of the period.
This slackening reflected the transition from recovery
to expansion and, especially during the second half of
the decade, the gradual absorption of unused resources.
Despite the considerable cost of repairs to damaged
plants, fewer resources and less time were needed for
reconstruction than for building new capacity. In addi-
tion, the deceleration of the rate of growth was a
natural consequence of the rapid expansion of output;
as the level of oulput continues to rise, the gradual
absorption of unused resources tends to check the
rate of growth unless there are offsetting increases in
output per unit of input.®

In Yugoslavia the pattern of growth was similar to
that of other countries of this group until 1949. The

7 In the Soviet Union, where structural changes of a similar
character were completed long before the war, this factor was
of little importance. Similar qualifications concerning the influ.
ence of a shift frem cottege and handicraft production to
industrial production hnve been noted in chapter 1 with re-
spect to the indices of industrial production of under-developed
countries, Lut, as was shown there, these countries account for
only nbout 5 per cent of the total industriel output of the
private enterprise economies.

8 The decline in the recorded rate of growth is to some ex-
tent also due to factors of a purely statistical character,
reflecting changes in coverage or in weighting of the indices
of production, described above, which tended 1o raise the esti-
mates for earlier, in relation to later, posi-war years,

Table 34. Indices of Gross Value of Industrial Production
{1950=100, except as indicated)
Preswar
Country

Yoar tadex 1947 1910 1989 1951 1952 1953 1954

Bulgaria e .. 18030 35 45 64 82 119 1440 157 171
Czechoslovakia ......... . ...... 1937 69 63 75 87 115 136 150 156
Germany, eastern . ... ........ . 1930 91n 51 65 79 122 142 160 176
Hungaty ......... ...... 1938 49 36 53 74 130 161 180 185
Poland ........ ....... 1938 47 47 65 7 124 149 176 195
Romania - 1938 63 40 52 73 129 159 181 194
Totzl, ahove countries ..... .. 1937 70 50 66 81 122 146 165 179
Ching, mainland® . .. .. .. ... ... e e v 50 100 123 170 199
USSR oo e o e L. 1940 57 54 67 81 116 129 145 165
Yugoslavia® 1939 58 70 87 97 a7 95 106 121

Source: Reports on fulfilment of plans and other official
statements; Voprosy Ehenomilki, No. 7, 1954 and No. 7, 1955.
The apgoregate index for the six countries is taken from the
iollowing sources: 1050-1954 (1950 == 100} from Voprosy
Elenomiki, No. 7, 1955. The index includes Albania, which is
of minor importance in the total This index was linked with
the index based on 1937 publisked in Voprosy Ekonomiki,
No. 7, 1954, covering the same countries except castern Ger-
many, and zevised by inclusion of eastern Germany for 1937,
1947 mnd 1948. Both indices use 1938 weights, as follows: Bul.
garie, 3; Crechoslovakia, 21; esstern Germany, 34; Hungary, 9;

Poland, 27: Romania, 6. For the USSR: United Nations,
Monthly Bulletin of Statistics, December 1955; Pravda, 6 Octo-
her 1955. For Yugeslavia: Statisticki Godisnjek, 1955,

a Derived from data on gross valse of output in 1936 and
planned value of output for 1953, expressed in constant prices,
and on planned percentage incresses from 1950 to 1955; from
Newes Deutschiand (Berlin), 1 November 1951,

b Excluding output of handicaft eo-operatives and individual
craftsmen; index based on 1951 —= 100; date for 1950 not
available.

¢ Net velue.
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Table 35. Indices of Output of Basic Materials
(1950100, except as indicated)

Area and Liem 1437 1947

1950
¥olumo of cutput
{millions of tons)

1948 149 195} 1952 i3 1954

Selected eastern European countries:®

Industrial production, total .......... ... 70 50 66 81 122 146 165 179
Coal ..ovvvvnnnn, N e 81 79 88 94 107 113 121 126 169.6
Electric power .. . ooouen e e 63 70 79 92 113 127 138 150 42.60
PRgdron «ov o vv i v e e e 72 61 78 91 106 126 161 174 4.6
Crade steel .. 0o ene i i i 7 59 71 85 118 131 149 154 8.3
Rolled products® ... ... ... . ... .o.0os 83 ... 66 81 113 128 145 155 5.3
Cement ...oovvveonn e a4 56 70 89 112 125 144 147 8.1
Crude oil ....... e e ae 50 ... 81 89 121 156 176 194¢ 6.1
China, mainland:®
Industrial production, total . .............. ... 50 100 128 170 199
Coml v e ne e mm e e 150 75 123 154 168 202 41.3
Electric power ... .. .o.oeone oo aa.. 130 94 126 158 201 241 4.6
Pigdron ..oovne e oo e a.... 185 25 146 195 231 314 1.0
Crudesteel . ..oovvrnnnns weuen... 152 26 148 222 202 364 0.6
Rolled steel .........co oo v . 184 33 151 308 412 432 0.4
Crude oil ......... N 1.1 60 151 216 310 393 0.2
Cement ........ e e e 163 47 176 203 275 327 14
USSR:
Industrial production, total ............... 39 54 68 82 116 129 145 165
€08l o e e 49 70 80 90 108 115 128 133 261.1
Electric power ... ....0.0.n e 40 63 73 86 114 131 147 164 90,90
15 ) Y 78 58 71 85 114 131 143 158 19.2
Crude steel .. ... vovivaereiiaannn 65 53 68 85 115 126 140 152 27.3
Rolled produets ..onvn oo oL 62 53 68 86 115 129 142 155 208
COMRETE -« oen et imm s nainnrenreann 56 46 63 79 119 136 157 186 10.2
Crude oil ... e i in e iaanaens 75 68 T 88 112 125 139 156 379
Yugoslavia:
Industrial produetion, total ... .. . ... ... 58t 70 87 97 97 95 106 121
00T ot e e e 58 16 84 96 92 G4 86 104 50
Electric POWEr - ... oivvwnn e as v 62 83 92 104 113 125 142 2.4
PIgIon .o ovvuno i e 22 76 81 90 117 129 127 168 0.2
Crude products ...... .ot 37 72 86 94 101 103 119 144 0.4
Rolled metalds ... ...vvviur 0wt ue s 54 69 89 90 118 112 125 164 03
L0 111+ A 52 92 100 108 92 108 108 117 1.2
Source: Reports on fulfilment of plans and other official 2 Bulguria, Curechoslovekia, eastern Germany, Hungary,

statements; Statistical Office of the United Nations; United
Nations, Quarterly Bulletin of Steel Statistics for Europe
{Geneva) ; Statistical Yearbook, In many instances the annual
percentnge increases indicated in the reports on fulfilment of
plans were used to compute the indices. The abselute figures
for 1950 were either taken directly from various official sources
or calculated by using the percentage changes, from absolute
figures indicated for other years in official sources. For eastern
Europeen countries other than the Soviet Union, the datz on
coul represent herd coal, brown coal and lignite in hard ecoal
equivelent; for the Soviet Union, data are on a ton-per-lon
basis.

In the totals for six selected countries, the data for pre-
war refer to post-war boundaries; pre-war data refer for most
countries to 1937 or to the closest year for which data were
availahie

very small increase in output in 1950 and the declines
in 1951 and 1952 resulted from difliculties in securing
imported raw materials and fuel subsequent to the
severance of economic relations with eastern Eurcpe
and alse from poor harvests, which affected both the
foreign trade and the domestic supply of materials to
industry. In 1953 and again in 1954 output incieased
substantially.

Romanin, Peland.
b Billions of kilowatt-hours.

¢ Czechosiovakia, eastern Germany, Hungary and Poland
only. Date exclude the output of Romania, which in 1950 was
equal to about 390,000 tons, snd in 1952, to 500,000 toms.

d Partly estimated.

o For total production 1951 = 100; for other items 1950 =
100. The pre-war figures refer te 1942 for coal, 1941 for
electrieity, 1943 for pig-iron, steel and rolled steel, 1943 for
erude oil and 1942 for cement.

£1939,

# Indiees for the yenrs preceding 1950 sre not directly com-
perable with those for the period following 1950, since they
represent only the part of total production available for sale,

In mainland China, where intensive industrialization
began much later, industrial production increased
rapidly during 1950-1953 but in 1954 jts rate of ex-
pansion declined. As in other countries of the group,
this deceleration represented a transition from recen-
struction to long-term expansion. Up to 1953 the major
part of investment was devoted 1o restoration and
reconstruclion of existing capacity, leading to quick
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increases in output; the investment programmes in the
five-year plan beginning in 1953, however, were con-
centrated on construction of new plant in large-scale
heavy industries, a major part of which was not yet

completed and was thus not available for production
in 1954.

Cutput of the engineering industries has been a key
factor in the rise in industrial production; this is
illustrated in the percentages helow showing the rela-
tive growth in engineering and total industrial produe-
tion for selected countries and periods.

Shara of enginacring

Incragan in cutpus induatrias in fotal

Engingaring Al Reginning  End of
industrics  indoestries  of perfod  perfod

China, mainland,

19491954 ......... . 1,307 285 2 6
Crechoslovakia,

1948-1953 ... ...... 230 102 17 28
Hungary, 1949.1954 ... 267 131 19 28
Poland, 1949-1953 ..... 150 129 - -
USSR, 1950.1954 ...... 90 65 o e

In countries other than mainland China and Yugo-
slavia, output of basic material zose less than total in-
dustrial production and much less than engineering
output {see table 35). The explanation is partly to be
found in the same elements—although not necessarily
weighted in the same propertions-already discussed
in chapter 1, namely the shift in composition of indus-
trial production towards goods invelving a higher
degree of fabrication, the growing complexity of engi-
neering goods and technological economies in use of
basic materials. As will be seen later, however, the
discrepancy between the rise in output of basic ma-
terials and total industrial production gave rise to
problems of imbalance in a number of countries.

Crude
eil
1937:
World production ................ 280
Eastern Europe:
Production ......... . . 38
Percentoftotal ...... ......... 14
1950:
World production . ...... e 523
Eastern Europe:
Production ..........ceiiiinn, 44
Percentoftotal ..... ... ... 8
1954:
World production ................ 690
Eastern Europe:
Production ........cccvevieuan, 71
Percentoftotal ...t 10

As may be seen from table 36, the output of staple
manufactured consumer goods, such as textiles and
shoes, has also increased substantially although it has
lagged behind the rise in total Industrial production.
This lag may have been even greater than is indiecated
in the table because the recorded output of these com-
modities, particularly shoes, was affected by the transi.
tion from handicrait 1o factory production so that the
indices, especially for the period from 1937 to 1950,
are inflated by the change in coverage.

Since the indices of the commodities in tables 35
and 36 are based on physical units, they do not present
the index-number problems discussed above relating
to total industrial production, but are comparable with
sitnilar indices of other countries. As may be seen from
the figures below on the output of basie materials (in
millions of tons), eastern Europe™s share® in total
world output has 1isen in the case of electric power,
coal, pig-iron and steel, substantially so in the latter
three 1tems, but fallen in crude oil.

While there were considerable differences in rates
of growth and patterns of development among the
centrally planned economies during the post-war
decade, three distinct periods of development can be
discerned from 1945 to 1955: the period of reconstruc-
tion, which ended at about 1949; the period of rapid
expansion, from about 1950 to 1953, foliowed by a
period since mid-1953 of general slowing down of the
rate of expansion. This classification does not apply,
however, to mainland China, where the reconstruction
period began only in 1950 and the first stage of
economic development only in 1953, nor to Yugoslavia,
which, as previously stated, basically altered its pat-
tern of development in 1949,

9 Bulgaria, Crechoslovakia, eastern Germeny, Hungary, Po-
land, Romania. No date are ovailable for meinland China for
1937; the inclusion of mainland Chinn in 1954 would give
the following shares: coal 38, electric power 17, pig-iron 26,
crude steel 25.

Electric Crude

Coal® poseerlt Pig.iron steal Comeant
1,360 443 103 135 81
204 63 18 24 13
19 14 17 18 16
1,571 949 132 189 132
431 134 24 36 18
27 14 17 19 14
1,625 1,345 156 221 189
562 213 38 54 31
35 16 24 24, 16

n Including brown eonl and lignite, in hard coal equivalent, except for the .USS_R; the_ inclusion of
brown conl and lignite on o ton-per-ton basis probably involves some upward bias in the rise shown for
the percentnge share of eastern Durope in world ceal output,

b Billions of kilowatt-hours.
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Table 36. Indices of Textile and Shoe Production, by Country

Preqwor Indices (1950=100) Outpuz in base yeor
Country end item year milliors of
and index 1948 1949 1951 1952 1953 1954 specified unit)
Bulgaria: 1939
Cotton fabries . ... ........... 14 71 78 1i3 129 145 147 85. Metres
Woollen fabries . ......... ... ... 80 78 95 120 134 151 ... 6.5 Metres
Leather shoes .. ............... 56 57 117 138 149 230 0.87 Pairs

China, mainland: 1936
Cotton fzbries® ... ... ... 100 67 65

Crechoslovakia: 1937

Cotton fabries .. .....cvvvuuenn. 103 111+ 100

Woollen fabries ... .. ovuevn o 67 93> 100

Leather shoes! ........ ....... 85 100=
Germany, eastern: 1936

Cotton, woollen and other fabrics. e - 69

Leather shoes ...... ... ...... 212 75 75
Hungary: 1938

Cotton fabries . .. .. . . 0vuoien. 103 103 93

Woollen fabries ... ... .00 . 112 80 HiY

Teather shoes .. ... ... ... ... 67
Poland: 1937

Cotton fabries ... .o onns 67" 30 94

Woollen fabrics ... ... ...... 67t 74 89

leather shoes .. ... ... . .. ..... 16k 38 57
Romanie: 1638

Cotton fabrics ... .. ... 0. 74 56 71

Woollen fabrics .. .. ... ... .. ... 58 53 79

Leather shoes ... ... ... .. .. 5 30 80
USSR: 1937

Cotton fabries .. ... ..o, 88 82 93

Woollen fabries . .. ... ... ..., 0 82 a7

Leather shoes . . ... ..o . . 80 64 81
Yugoslavia: 1939

Cotton fabrics .. .... ... .. ... 76 110 105

Woollen fabrics . .... ... .. c.onn 50 115 105

Leather shoes . ....... .. . ... 51 L1 111

128 199 236 266 44.9 Bolts
132 54.1 Tonst®
111v 25.7 Tonse
von 69.4 Pairs

125 136 154 167
137 175 225 247

289. Square metres
8. Pairs

114 119 116 126
122 92 90 121
128 147 138 164

180. Square metres
17.9 Square metres
6.1 Pairs

433. Metres
56.5 Metres
12.8 Pairs

107 109 116 122
109 113 126 127
141 153 162 177

117 136 141 151
122 128 136 141

140. Square metres
21.3 Square metres

89 92 78 116 Pairs

122 129 136 143 3,897, Metres

113 123 135 157 165. Metres

- 132 128 187 205. Pairs

84 77 a8 1M 146. Square metres

24.9 Square metres
8.2 Pairs

95 80 69 9
84 66 59 73

Source: United Nations Bureau of Fconomic Affairs, hased
on percentage increases indicated in reports of annual plans
and on absolute data published occasionally in other official

documents. . . )
® Excluding output of individual handieraftsmen, which

amounted to sbout 20 per cent of tetal output of cotton fab-
rics in 1952,

RECONSTRUCTION PERIOD, 1945.1948

Although the damage inflicted wpon the eastern
Furopean economies was considerably larger than
during the First World War, the reconstruction period
was considerably shorter, After the First World War,
from six to twenty years were required for individual
countries to regain their 1913 levels of production,*
whereas after the Second World War recovery was
achieved in most countries by 1948. In Bulgaria,

10 In the Soviet Union and Romania the 1913 level of output
was not reached untilb 1926, in Hungary until 1928, and in
Poland, which lost its former Russian markets, not until
1938. Only in Crechoslovakia was the pre-war level reached in
1921, after which output fell and remained below pre-war
untii 1924

b 1649 — 100.

¢ Thousands of tons.

t Ineluding some non-leather shoes.
¢ 1048 = 100,

f Post-war territory.

B Pre-war territory.

Hungary and Poland total output in 1948 was alieady
substantially higher than before the war, and produc-
tion in the Seviet Union and Czechoslovakia alse ex-
ceeded pre-war levels. This carried the aggregate out-
put of eastern Burope above the pre-war level in spite
of a slower recovery in eastern Germany and Romania,

The slowness of recovery after the First World War
was partly due to the fact that in the Soviet Union that
war was followed by civil and foreign wars which
lasted until 1921. In other countries an important fac-
tor was the fact that their emergence as independent
nations was part of a process of dislocation of larger
economic units involving loss of markets and separa-
tion from sources of raw materials. The much more
rapid rate of recovery after the Second World War was
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partly due to more extensive assistance from abroad,
initially in grants from the United Nations Relief and
Rehabilitation Administration and subsequently in
loans and technical assistance from the Soviet Union
to other countries of the group. The most decisive
factor, however, was the concentrated effort of the
central authorities to overcome the war damage to
their economies.

Although the aim of the plans for reconstruetion
was primarily to restore and to excesd the pre-war
levels of output by bringing into use all awvailable
resources, all countries of the area tended from the
beginning to alter the structure of their economies in
order to achieve a more balanced relationship between
various industries. With respect to industrial produe-
tion this tock the form of a greater emphasis on the
development of producer goods industries, a tendency
which, irrespective of longer-term considerations, was
motivated by the necessity to make good the losses in
plant and equipment suflered during the war. How-
ever, during this period output of manufactured con-
sumer goods generally rose in parallel fashion, and in
some countries, where output of consumer geods had
fallen far below the pre-war level, the increases in out.
put of these were even higher. In the Soviet Union,
where total industrial production in 1945 was 8 per
cent below that in 1940, output of producer goods was
12 per cent above, and that of consumer goods 41 per
cent below, 1940. From 1945 to 1948 output of the
former rose by 16 per cent, while consumer goods
increased by 68 per cent. Although conclusive data on
changes during 1945-1948 in the output of both types
of goods are not available for every country, indirect
evidence indicates that during the period of reconstruc-
tion the output of consumer goods was generally in-
creasing at rales similar to, if not higher than, those
for producer goods. This tendency, which continued
approximately until 1950, can he discerned from the
data shown in table 37 for the years 1948-1950.

The high rates of increase for consumer goods duz-
ing the reconstruction period reflect the extremely low
level of oulput at the end of the war; the recovery
was made possible by the existence of a considerable
amount of unused industrial capacity and by return to
the pre-war level of production of agricultural raw
materials. Initial increases in outpat of consumer
goods required relatively less additional investment
per unit of output than was needed in heavy industries
and could be achieved despite the fact that the dis.
tribution of total investment even during this period
favoured the expansion of heavy industry.

The targets set in the reconstruction plans for total
industrial production were reached in all countries
under review and substantially exceeded in Hungary,
Poland and the Soviet Union. In Yugoslavia, where the
original targets were considerably higher than in any
other country of this group, the planned rates of ex-
pansion had to be changed after severance of economic

relations by other countries of the area, which had
earlier accounted for the predominant share of Yugo-
slavia’s ireports of capital goods as well as of its ex-
ports. Difficulties in securing necessary equipment and
raw materials from abroad made it impossible to fulfil
the original goals and led to fundamental revision of
targets,

PurioD OF ACCELERATED DEVELOPMENT, 1949.1053

In contrast with the reconstruction plans, long-term
development plans of the eastern European countries
called from the beginning for higher rates of increase
in output of producer goods than for consumer goods
or for output in agriculture or other economic sectors
serving the consumer. By 1950, partly under the impact
of deteriorating international relations, the plans of
several countries were revised and the targets set for
producer goods considerably incieased in order to
accelerate the growth of economic capacity and to
meet a sharp expansion in military outlays. While data
on military production are not available, the extent to
which this factor was influential is suggested by the
rise in military outlays in current prices recorded in
each budget for 1953, compared with 1950, shown
below under the heading of defence (1950 == 100},
and the percentage share of defence in total outlay on
defence and investment:?*

Indices, 1953 Porcantago share

fnvaatment®  Defonced m

(1950=100) 1950 1553
Bulgaria .......... 270 400 23 31
Crzechoslovakia .. ... 222 332 21 28
Hungary ........... 262 285 26 28
Poland ............ 285 337 26 30
Romania .......... 173 260 25 32
USSR .... S e 109 135 45 h2

t Gross government fixed investment, exclusive of invest-
ment financed from the funds accumulated by enterprises and
organizations and of private snd collective farm investment.

b Coverage of this item is net definitely known. For the
Soviet Union, it is known that it includes only outlays charged
directly to defence ministries and does not inelude expenditures
of a capital nature, such as construction of armaoment fac-
torigs, which are charged to other ministries. Tt is likely that
a similar classification is employed in the other countries,
although, in some, data may include expenditure on justice
and internal security,

¢ Defence expenditure inclusive of justice and internal
security.

11 The datz are based on the budgets of the respective
countries, and relate in general to planned, and in seme cases
to actual, expenditure, all expressed in current prices, The
difference hetween countries, as well as the changes from 1950
to 1953 within countries, may reflect partly differences in
classification. The indices of defence and investment expendi-
ture in centrally planned economies should not be compared
direetly with those of privete enterprise economies because of
essential differences in scope of government budgets.

In most countries listed in the table prices were incressing
from 1950 to 1953, but in the USSR they were declining.
According to Planovee Khozyaistvo, No. 1, 1956 (Moscow),
wholesale prices fell in the USSR from 1949 to 1955 by 40 per
cent and prices of machinery in 1955 were 40 per cent below
their 1948 level.
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Table 37. Indices of Output of Producers® and Consumer Goods, by Country

{1950=100}

Country and item 198 194% 1651 I932 1953 1954
Bulgaria:®

Producer goods ........oovvueivuann 03 85 117 133 157 184

Consumer goods .......vuann o 66 83 121 132 145 149
China, mainland ¢

Producer goods .. ...... ... .. .. 38 100 135 183 222

Consumer goods ............. . 57 160 124 162 186
Czechoslovalia:

Producer goods ........... .. . ... T 87 123 156 164 171

Consumer poods .................... 15 87 109 120 143 150
Germany, eastern:

Producer goods . .. 80 121 141 161 177

Consumer goods . 78 126 144 157 173
Hungary:

Producer goods . . ... . 53 73 143 188 221 209

Consumer goods .. ... ... 51 72 125 145 151 164
Poland :

Producer goods ... .. .. 79 125 152 185 205

Consumer goods .. ... ... 80 118 132 158 175
Romania:

Producer goods . ..., . 70 130 165 181 188

Consumer goods ... . .. 76 128 151 168 186
USSR ¢

Producer goods ... ... ... . 63 80 116 129 144 164

Consumer goods ... . ... 80 87 115 126 142 160
Yugoslovia:°

Producer goods . ................... £9 91 105 109 130 154

Consumer goods .. .. ... vvaanaona. 100 104 98 86 a7 112

Source: Based on ennual percentage incregses
indicated in annual reports en {ulfilment of plans
and on indices covering longer periods in these
and other officinl sources; in some cases derived
from the index of industrial production snd that
of either consumer goods or producer goods by
applying the latest known weight of respective
outputs, or by applying the anncunced weights
to the gross value of total output in constant
prices. In some coses indices of producer and
consumer poods do not add to the aggregate
index of industrial production. This may be due
to rounding or to differences in coverage.

In the case of Romanie, the indices are at vari-
ance with an official statement according te which
from 1950 to 1955 the outpul of producer goods
increased at the average rate of 15 per cent, and
consumer goods at the rate of 12 per cent, per
annum. Similarly, in the case of Bulgaris, indices
reproduced in the table supplied by Bulgaria to
the Economic Commission for Europe differ from
indices published in the official report on fulfil-

Military expenditure increased sharply.’® In real
terms the rise was smaller than indicated in most

12 The sharp increase in military expenditure associnted with
the situation created by the Kerean conflict and its effect on
the centrully planned economies were emphasized recently in
saveral official statements, such as the following: “In 1951-1953
we had to make a tremendous effort measurable in many
billions of zlotys in order to modernize the equipment of our
army and to build eur own defence industry” (H. Minc, Vice-
Premier of Poland, in Trybune Ludu {(Warsaw), 81 Decem-
her 1955).

ment of the five-vesr plan. For all these reasons,
severnl indices presented in this table are to be
considered as approximations.

& The term “producer goods industries” in the
terminology adopted in the centrally planned
economies is often synonymous with heavy in-
dustries and includes: mining, power, chemienls,
building materials, metallurgy, engineering. In
some cases, however, the data on ocutput of con-
sumer goods may include consumer goods pro-
duced by heavy industry.

b Indices bosed on annuel percentage increases
communiecated by the Bulperian Government to the
Economic Commission for Europe for the peried
1950-1954.

¢ 1951 =~ 100.

d Tndices for consumer goods in 1951 and 1952
based on datz communicated by the Government
to the Economic Commission for Europe.

eIndex bnsed on net output. Producer goods
include only capite]l equipment and exclude raw
materials,

countries where prices were rising from 1950 to 1953,
and greater than indicated in the Soviet Union, where
prices were declining. Budgetary outlays on fixed
investment also increased considerably, but less than
military expenditure.

While the targets for consumer goods were also
raised, the revision was much less than for producer
goods, and the difference between the 1ates of increase
set for these two sectors increased considerably, The
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targets set for the final year’s output of these sectors
in the revised plans are shown below for selected coun-
tries (year prior to beginning of plan = 100):

Total

induatrial Producer Consumer

production goods goods
Bulgaris® 1949.1953 ....... . 220 326 171
Czechoslovakia, 1949-1953 .. 198 231 173
Hungary, 19501954 ... ... .. 310 380 245
Poland, 1950.1955 ... ...... 236 254 211

USSR, 19511955 ... ... 170 180 165

8 Industrinl production, excluding local and co-operative in-
dustries, timber and fshing. Targets for producer and conm-
sumer goods are estimates hased on data on gross value of
industrial preduction in 1948, planned voalue of industrial pro-
duction in 1953 and planned changes in the share of pro-
ducer and consumer goods in total output.

In carrying out the plans, the emphasis during the
first years on heavy industries was reinforced: when
the scarcity of resources imposed a choice between
expansion of producer gooeds or consumers’, the latter
were sactificed in favour of the former. During the
entire period expansion in output of consumer goods
was retarded not only by the slow rate of development
of agricultural production, which affected food and
light industries using agricultural raw materials, but
also by limitations imposed upon imports of raw
materials for consumer goods in favour of imperts of
materials and equipment for the expansion of pro-
ducer goods industries.

This pattern of development resulted in marked
changes in the structure of industry, raising the share
of producer goods in the gross value of industrial
production as follows:

Bulgaria: Hungary:
1939 ... 23 1938 ....... cev. 35
1948 . ... ... Lov 26 1949 (... be.. 48
1952 ...l 47 1953 ..o 63
China, mainland: Poland:
1949 ... 29 1937 ... 47
1954 ........... 42 1949 ........... 51
Czechoslovakia: 1958 ..ol 55
1937 ..... . .... 40»  Romania:
1948 ........... 5B 1938 ... ....... 37
1953 ... Ll 62 1951 ... 54
Germany, eastern: 1952 «.ooennnn 57
1936 ..... e 50 USSR
1950 . ...l 57 1940 . ... 61
1953 ........... 58 1953 ........... 70

Source: Voprosy Ekonomilki, No. 7, 1954 and No, 10, 1955:
Elonomista, No. 3, 1954 {Warsaw) ; W. Ulbricht, Die Gegen-
wirtige Loage und der Kampf um das Neves Deutschland
{Berlin, 1954); N. Voanesensky, War Economy of the USSR
during the Period of Patriotic 'War (Moscow, 1947); Hsin
Hua Morthly, November 1955,

A Industry under central government control only; the share
in total industrial output would be lower.

b Other sources pive 58 per cent.

Within the sector of producer goods industries the
output of manufacturing, especially of engineering
industries, expanded much faster than the rest.

The rapid expansion of industrial production and
the emergence of substantial discrepancies in growth
of various sectors imposed strains on the economies
of several countries. In many, severe bottlenecks de-
veloped, hampering further rapid growth. In some,
shortages of raw materials, fuel and power developed,
which had to be dealt with by various forms of
rationing, and by restrictions imposed upon the
use of power and fuel in homes and in certain in-
dustries, mostly consumer goods industries, considered
as less essential. In some instances idle capacity de-
veloped in rapidly expanding sectors of manufacturing
industries.** More important than the bottlenecks in
raw materials and fuel were the dificulties arising
from growing imbalance between producer goods
and output of industrially produced consumer goods
and of foodstuffs. In foodstuffs the lag in supplies
was due both to a very slow recovery of agriculture
and to difficulties in securing adequate quantities of
food from the farms for distribution in cities. The
slow 1ise in industrial consumer goods reflected not
only the lower priority given to investment in such
industries but also inadequate supplies of agricultural
raw materials. In conjunction with the rapid increase

in military expenditure and investment, the slow rise

in consumer supplies led to severe inflationary pressure
in several countries of the group and consequently to
a decline in real wages. Thus, in Poland real wages
fell from 1951 to 1953 by about 5 per cent, in
Czechoslovakia from 1950 to June 1953 by about
the same amount, and in Hungary, according to an
official statement, the strains imposed upon the
national resources by the attempts to fulfil the goals
of the five-year plan “led to a definite lowering of the
standard of living"” .14

The decline in real wages did not always result in a
decline of per capita consumption, however, owing to
an increase in the number of family members gainfully
occupied; in Poland, for instance, average real income
per capita of population dependent on industry
increased.

The decline of real wages or their failure to rise,
together with persisting shortages of major consumer
goods, had a considerable adverse effect on pro-
ductivity of labour. In several countries this was
expressed by absenteeism and a reluctance to accept
upward revisions of production quotas, preventing
the fulfilment of plans for increased output per man.
Simultaneously, the rapid increase in non-agricultural
employment brought about by shifts of manpower
from the countryside and a rise in the proportion of

13 One_writer, in commenting upon chortages of raw mate
rials in Poland stated: “One of its consequences is incomplete
utilization of productive capacity in engineering and some
other branches of industry.” B, Mine, Foprosy Ekenomili,
No. 8, 1955. Similar statemenis were made in several other
countries.

1 Szabad Nep (Budnpest), 5 July 1953.
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women employed resulted at the end of this period in
the drying up of manpower reserves in several
countries,

The difficulties which arese from the rapid rate
of growth and from the pattern of development were
by no means identical in all countries of the area.
They were much mere pronounced in countries such
as Czechoslovakia and Hungary, which in 1951 had
increased their planmed rates of expansion, than in
Poland, where the targets set for the five-year plan
were much less ambitious. In the former two, as well
as in Bulgaria, the targets for producer goods could
not be reached; in Hungary the shortfall was so
substantial that total industrial production reached
only 82 per cent of the target. The target for consumer
goods, too, was not reached in Hungary but it was
exceeded in the other two countries. The percentage of
the production target which was reached is shown
below for three countries.

Toaal
invdieazrind Producer Consumer
produetion goods goads
Bulgaria, 1958 .. ... .. 122 90 129
Czechoslovakia, 1953 ... 102 95 110
Hungary, 1954 . ........ 82 76 93

+

& Bulgarie officially ended its plan in 1952. The data on
producer and consumer goods are not consistent with those of
total output because of differences in coverage. The ratios
shown in the table are based on indices given for 1952 in the
report on fulfilment of the five-vear plan and on percentage
increases in eutput of consumer and producer goods in 1953
However, the data taken from the report do not agree with
indices for the period 1950.1954 supplied to the Economic
Commission for Europe by Balgaria in 1956 and used in
table 37. If these dala were used, the ratios of actuzl to
plenned output would be 76 for producer goods and 126 for
consumer goeds.

In the Soviet Union output of basic materials, fuel
and power developed more nearly in line with the
total output of industry, and increases in output of
consumer goods were sufficient to maintain a con-
tinuous increase in real wages from 1947 on. However,
shortages of various consumer goods persisted, espe-
cially of food of animal origin.

Notwithstanding the differences among countries,
the sitnation towards the middle of 1953 may be sum-
marized as follows, In most countries capacity in
manufacturing industries expanded more rapidly than
that in industries producing raw materials, fuel and
power. Qutput of producer goods increased much more
than that of consumer goods, and the 1ise in ouiput
of industry exceeded by far that of agriculiure. Further
increases in labour supply in non-agricultural occupa-
tions became increasingly difficult to achieve because,
on the one hand, at the existing level of technique,
a further movement of labour from agriculiure would
result in a decline in agiicultural output; and, on the
other hand, a further rise in urban population un-
accompanied by a commensurate increase in supply
of food would result in a fall in per capita con-

sumption in urban areas. Furthermore, all development
plans assumed very large increases in output per man,
which after the period of rapid assimilation of new
techniques and new methods of work were becoming
increasingly dependent on incentives in terms of higher
real incomes. These in turn could be achieved only
through a rise in output of consmmer goods, especially
food. However, any significant increase in agricultural
output would requirc large increases in investment
and greater inducement for the peasants, in the form
of larger supplies of consumer goods and increased
purchasing power to buy them. If achieved, an ex-
pansion in agricultural output would result not only
in an increased supply of feod but, simultaneously,
through a rise in productivity, would release additional
manpower for non-agricultural cccupations.

These difficulties, which became acuie in some
countries, led in the middle of 1953 to a general
reappraisal of past policies and to a slowing down
of the process of industrislization. This change was
associated with a certain shift in allocation of re-
sources in favour of consumer goods industries and
agriculture. Although the new policy was auributed
to the need to eliminate the accumulated disproportions
among different sectors of the economy, it was also
stressed that it was not possible to devote a larger
proportion of resources fo consumption until the
economic and military potential had been raised to
a certain level.

Mainland China, which was still in the stage of
post-war reconstruction, did not, during this period,
experience any of the difficulties which in eastern
Europe were the effect of several vears of rapid
industrialization. At the end of its civil war, in 1949,
industrial preduction had fallen to about half its
previous recorded peak in 1941-1943; in consumer
goods the drop was about 25 per cent, but in producer
goods it was about two-thirds, and in certain basic
materials such as pig-iron and steel the cuts amounted
to 85 to 90 per cent. During the reconstruction period
from 1950 to 1952, output of producer goods rose
at a much faster rate than that of consumer goods and
their share in total output rose from 29 per cent in
1949 to 40 per cent in 1952. At the end of the period
total industrial production exceeded the previously
recorded peak level.

Yugoslavia experienced substantial difficulties dur-
ing this period, owing to poor harvests and shortages
of imported raw materials following the breaking of
trade relations by the other countries of the group;
from 1950 to 1952 its total output fell, as a result
of decreases in oulput of consumer goods, although
output of producer goods continued to rise. The
divergent trends in output were the result both of
shortages of agricultural raw materials for consumer
goods industries and of strenuous attempts to com-
plete the investment projects that had been started
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previously, with the aim of raising the output of
exportable goods to improve the trade balance.

RevisioNs oF PLANS, 1053-1954.

The new policy introduced by the centrally planned
economies of eastern Europe in the middle of 1953
was designed to eliminate disproportions among vari-
ous sectors of the economy before the inception of
new plans of economic development which, except in
Bulgaria, were to hecome operative in 1956, This
objective was to he achieved by slowing down the rate
of expansion in industiy, and by reducing the spread
between the output of consumer and of producer
goods, and, within the latter sector, between the
output of engineering industries and that of fuel,
power and hasic materials. Agricultural production
was to be substantially increased.

In Bulgaria, even before the announcement of the
new policy, the annual rates of increase in industrial
production during the new five-year plan, from 1953
to 1957, were set at 10 per cent, compared with a
22 per cent incresse during 1949.1952. In eastern
Germany and Poland the 1ate of increase projected
for 1954 was reduced by more than half, and in
Czechoslovekia by three-fourths, of that achieved be-
tween 1949 and 1952. The planned changes in the
targets for producer and consumer goods considerably
reduced the differences between their rates of growth.
In eastern Germany, the rise in output of consumer
goods was to exceed that of producer goods in 1954
and 1955, and in Poland the rate of increase was 1o
be the same in both sectors. In Hungary, downward
revisions of the plan were more drastic; the tarpets
for 1954, the last year of the plan, were reduced by
15 per cent for total output, 10 per cent for light
industries and food processing, and 17 per cent for
heavy industries.’® In the Soviet Union, the original
target for the output of conswmer goods was 1aised
for 1955 as compared with 1950, from an increase
of 71.4 per cent to one of 84.7 per cent. No reduction
in the rate of increase for total output was announced.

It is significant that in some countries the new
goals for the output of specific consumer goods——
which, according to official statements, represented
an upward revision of operational plans—were in
many instances set at the same levels as the original
targets that had been established in long-term plans
of development—or even lower.* This would imply
that the original objectives had been modified or set
aside during the preceding period.

15 The targets for 1954 (1949 = 100) were reduced from
310 to 265 for all industry {exclusive of handicrafts), from
380 to 315 for heavy industry and from 245 to 220 for light
induostry and food processing,

18 Thus the new targets for cotton, woollen and silk fubries
in Poland and for all textile and shoe production in Remaniz,
were substantielly below those set in the original long-term
plans of these countries. Upited Nations, Forld Economic Re-
port, 1952-53 {sales number: 1954 I1.C1}.

The increase in the output of consumer goods was
to be achieved to a large extent through higher
imports of raw materials for consumer goods in-
dustries, and allocation of part of capacity in heavy
industry to the output of consumer durables. Although
the initial statements of policy emphasizing the expan-
sion of consumer goods industries were modified at
a later stage, the general tendency remained unchanged
in most of the countries, The reduction of the spread
between the expansion of producer and consumer
goods was not, however, considered s permanent
pattern for future development plans; in all countries
it was stated that existing disparities between the
levels of output of consumer and producer goods and
between those of manufacturing and of raw materials,
fuel and power were to be overcome in two to three
years in order to prepare the ground for further
rapid expansion.

During the first two years of the new policy, the
rate of expansion declined as compared with the
average rate of growth during the preceding three
or four years (see table 38)}. This decline had begun
earlier but it was accentuated after the announcement
of the new policy. The deceleration took place in hoth
the producer and the consumer goods sectors, but
the decline in rate was generally much greater in
producer goods industries, In 1954, the output of
constumer goods in several countries increased at the
same rate as that of producer goods, or at a higher
rate. These developments, together with an increase
in imports of consumer goods and release of stocks,
led to relaxation of inflationary pressures and a sub-
stantial increase in real wages, which offset the previ-
ous decline. In Cazechoslovakia, output of consumer
goods had already increased in the previous year much
more than that of preducer goods; in Hungary, the
output of producer goods declined in 1954 while that
of consumer goods inereased, In the Soviet Union,
there was virtually no difference between the annual
rates of expansion in the two sectors from 1951 to
1954.*" Bulgaria was the only country of the group
where output of producer goods grew much faster than
that of consumer goods in both 1953 and 1954.

Another objective of government policy in 1953
and 1954, as noted above, was to eliminate bottlenecks
in the supply of fuel and pewer as well as hasic
materials. In the eastern European countries (other
than the Soviet Union), where bottlenecks had become
very acute by 1952, the slackening in the average rate
of increase for the group was considerably greater
for total output than {for hasic commodities. While
the average rate of increase for total output was less

17 In 1949, output of producer goods rose by about 27 per
cent and that of consumer goods by about 9 per cent, and in
1950, by 25 and 15 per cent, respectively, but from IU51 to
1954 such differences, i{ any, did not exceed one point. How-
ever, the narrowing of the differences from 1951 on may
partdy reflect a change of weights in the new index.
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Table 38. Average Annual Increase in Industrial Production, by Country
{Percentages)
Annual averaga,
19491952 1953 1954
Cauntry
Produeer Consumer Produser Consumer Producer Consumar
Total poods gouds Total goods gooda Total goods gords
Bulgaria .... ..o o0 22 21 19 12 18 10 9 17 3
China, mainland ... 36 51 29 32 37 28 17 20 14
Czechoslovalia ... .o ovvvivnoiuen-oa. 16 21 12 10 5 19 4 4 5
Germany, eastern ... .. c.. o+ cocees 22 21» 230 13 14 9 10 10 10
HUDZATY or vv cvneroonomiannenas 33 37 30 12 18 4 3 —G6 9
Poland ovov oo ve nimainan g, 23 250 18» 18 21b 200 11 11 11
ROMEIIA oo oo ivvrvrinnrcnnecrnaae D2 338 26 14 18 10 7 4 11
USSR .o vvieenescnnnernannruannes 18 20 12 12 12 12 13 14 13

Source: See table 37.
8 Annual average, 1950-1952.

bData for 1953 for producer and consumer goods are not consistent with those for totnl industriel production, probebly

because of differences in coverage.

than half of that during the preceding four years,
the rate of increase declined less than 10 per cent in
coal and cement, and about 25 per cent in electric
power, but annual output of pig-iron was increased
at an even faster rate than previously. For steel, rolled
metal and crude oil, the reduction in the rate of
increase was more substantial but nevertheless smaller
than for total output. In the Soviet Union, where
shortages of basic materials, fuel and power were
much less significant, the decline in rate of growth
was much smaller than in that for total output in the
case of crude oil, almost parallel in the case of coal,
electricity and cement, but much sharper than for the
total in iron, steel and rolled metal {see table 39).

It may be concluded that during 1953 and 1054
some of the disproportions which developed during
the preceding period were attenuated. Discrepancies
between the output of consumer and of producer
goods, as well as those between total industrial pro-
duction and the output of basic materials, fuel and
power, were reduced. However, in most countries this
was achieved, not by accelerating the rate of growth

of deficient sectors, but by greater reductions in the
rate of growth of total production than in that of
consumer goods, fuel and basic materials.

In mainland China, as pointed out earlier, there
were no major changes in economic policy in 1953
and 1954. The rates of increase in the output of heavy
industry continued greatly to exceed those of con-
sumer goods industries; the latter, however, also rose
substantially.

In Yuposlavia, this period was characterized by
recovery in industrial production, which, after falling
in 1951 and 1952, rose by 11 per cent in 1953 and by
another 14 per cent in 1954, Unlike developments in
the preceding three years, in 1954 output of consumer
goods increased much more rapidly than that of capital
goods,

EMPLOYMENT AND OUTPUT PER MAN, 1949.1954

The expansion of industiial production during the
post-war decade was associated with sizable increases
in industrial employment and in output per man,
Although the data on annual increases in employment

Table 89, Average Annual Increase in Qutput of Basic Materials, Fuel and Power

(Percentages)
Siz countrica® USSR Mainland China
frume 1949.1952 1953.1954 19491932 19531954 1949.1952 19531954

Total indusirial production 22 11 17 13 ar 17
Pigiron .oovoani e 13 18 19 10 124 36
Steel U ¥ 9 17 10 127 25
Relled metal .. .. ... .. 18 10 17 10 128 17
COMENE . ovenvn o ne e cenne 16 11 21 17 68 19
Coal oo i e B 6 10 8 27 20
Crude oil .ovee v ineoeen 18 12 13 12 53 27
Flectric power «....ooocovensn 12 9 16 12 18 20

Source: Reports on fulfilment of plans.
a Bulgariz, Czechoslovakia, eastern Germany,

Hungary, Poland, Romania.
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Table 40. Indices of Industrial Employment and Output Per Man, by Country

{Preceding year=:100)
¢ Industrial employment Queput per man

ounter 1849 1950 1957 1952 1953 1954 159% 1950 1951 1952 1953 1954
Bulgeria ...... ..... e 116 106 1040 106 105 107v 130 116 114 111 107 102
China, mainland . ........ ... iy e e 1224 121+ 1100 b e s 119 113¢ 115¢
Czechoslovekia ...... ... .., 165 108 105 102 103 102 111 167 116 116 107 102
Germany, eastern ........... 109 109 112 107 107¢ 105t <. 1135 1136 1135 1098 1048
Hungary ................. . 14 114 1140 1128 108 1058 125 119 114 111 104 99
Poland ................. ... 116 116 109 106 106 104 W6 109 1314 113 111 107
Romania .................. 7 1210 117« 109 107 104 119 113 110 113 107 103
USSR ... e 1060 109 1060  104¢ 106 106" 113 113 10 107 106 107

Source: Reports on fulfilment of plans.

4 Derived from data on output and productivity.

B Wage-earners only.

¢ Industry under the central government centrol only.

4 Sinte-owned enterprises; output per man derived from fig-
ures on employment and production in such enterprises.

¢ State-owned and jeint government and private enterprises.

and productivity given in table 40 are often not
directly comparable because of differences in coverage,
they do give a rough indication of changes which
took place during the six-year period. Output per
man generally increased during this period at a
higher rate than employment; only in Hungary and
Romania did employment increase faster from 1949
to 1954.

The high rates of increase in output per man were
achieved through modernization of equipment, im-
provements in the organization of work, extension
of the incentive pay system and periodical upward
revisions in basic norms of performance. The rate
of increase in output per man shows a perceptible
decline during the last two vyears of this period,
especially in 1954, except for mainland China and
the Soviet Union. In Hungary, output per man
declined in 1954.

The slowing down in the rate of increase in output
per man may partly reflect the fact that progress
achieved earlier left less scope for further rapid in-
creases without considerable improvement in tech-
niques and stronger incentives in terms of higher

1 State-owned enterprises only,

& Netionalized industries only.

B Quiput per man-hour in industries under the direct con-
trol of the central aunthorities; since the number of heurs
worked declined, annual output per man was lower.

! Large-scale and medium-scale industries only.

$ Bstimated.

incomes, However, especially in 1954, it may also
have been due to relaxation of pressure to increase
productivity—a relaxation connected with the general
change in economic policy. In most countries, increases
in productivity during the five years following 1949
were lower than anticipated, and it was necessaty to
compensate for this by raising employment at rates in
excess of the plan.

The rates of increase in industrial employment also
declined generally after 1951, in some countries very
substantially; in several countries shortages of labour
became apparent in specific industries. These shortages
resulted from the gradual exhaustion of labour re-
serves in the cities and the reluctance of agricultural
workers to migiate to new industrial centres because
of inadequate housing and insufficient food. During
1952-1954 the recruitment of labour from agriculture
was substantially reduced and in some instances
abandoned; moreover, some shift of labour from non-
agricultural occupations to agriculture was encouraged
in connexion with the increased emphasis on expan-
sion of agriculture. In the Soviet Union, a large num-
ber of urban wortkers moved to the countryside during
this period, to the new agricultural areas in the east.

The Slow Recovery in Agriculture

In contiast to the extremely rapid expansion of
industry, agricultural production increased very
slightly as compared with pre-war years, The lack of
balance between the rise in industrial production and
the growth of agriculture has indeed been a major
problem in all of these countries during the post-war
decade, creating recurrent difficulties in the supply
of consumer goods and, in conjunction with the rising
population, constituting a potential danger of declining
per capita consumption. The lag in agriculture was

one of the most important economic factors which in
1953 determined the change in policy.

Although indices of total agricultural output are
not published regularly by the eastern European
countries, a general idea of the changes in aggregate
farm output can be derived from various official state-
ments and indices published from time to time. The
available information indicates that during the first
half of the post-war decade the recovery of agricultural
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production was relatively rapid but that, even before
the pre-war level was reached, the rates of increase
in oulput declined perceptibly.

At the end of the war, agricultural preduction was
considerably below—irequently less than half—pre-
war levels. During the first half of the post-war decade,
approximately the period of the reconstruction plans,
output recovered at a rapid rale in most couniries
of the group, generally veaching from 85 to 90 per cent
of the pre-war levels. In the Soviet Union grains and
other major crops rose above their pre-war levels,
and livestock numbers almost reached them.

During the following period, however, the rate of
recovery slackened perceptibly in most countries, and
the pre-war level of output was generally reached
only recently, as may be seen from the indices of
agricultural output shown below. In the Soviet Union
agricultural output exceeded the pre-war level by
10 per cent in 1952, and, judging from available data
on specific products, did not increase substantially
until 1954 it did rise considerably in 1955, however,
Only in Bulgaria was the pre-war level of output sub-
stantially exceeded, production in 1953 being 29 per
cent above 1039, On the whole, agricultural produc-
tion in the European centzally planned economies
appears to have increased from the pre-war period to
1954 by less than 10 per ceny® as shown in the
indices below for individual countries,

The population of countries other than the Soviet
Union has declined by about 5 per cent since before
the war. Although population data are not available
for the Soviet Union, rough estimates based on in-
direct evidence indicate that the increase in population
by 1953/54 did not exceed 10 per cent. This would
indicate that the total population of the eastern
Furopean couniries, excluding Yugoslavia, increased
some 5 per cent,!” so that agricultural production per
capita at the end of the post-war decade may have
been ahout 5 per cent higher than before the war.

18 The recovery was nevertheless more rapid alter the Second
World War than aflter the First. Although increases in arens
sown and in vields per heetare were substantial in the nine-
teen thirties, the grain yields of 19091913 were not reached
unti 1934-1938, and the increases in total farm output were
accounted for chiefly Ly increases in area (see urticle on
“Long-Term Trends in European Agriculture”, United Nations
Economic Commission for Europe, Economic Bulletin for
Europe, vol. 3, No. 2 {Geneva, 1951). Livestock numbers were
below the pre-war fevel before 1927 in all countries except the
Soviet Enion. In that country, the 1913 total was considerably
exceeded in 1927, and livestock numbers continued to grow
until 1929, From 1929 10 1933 the livestock population de-
¢lined sharply, however, cwing to heavy slauphtering during
the period of collectivization of agriculture; the number of
catile fell from an index of 113 (1913 = 100} in 1929 1o
64 in 1933, of pigs from 103 to 55 and of sheep and goats
from 131 to 45. Although livesteck numbers increased sub-
stantinlly thereafter, even in 1939, twenty vears after the end
of the First World War, the estile population was enly 5 per
cent, the number of sheep and goats 2 per cent and of pigs
19 per cent, above 1913

Reconstruziion
At ond period
of war e 1954
Year fndex

Balgaria (1939==100) .. ... 1948 a8 12%
Czechoslovakia

(1937==100) ....... 100 1948 90 100
Germany, eastern

(1936=100) ...... b e 1950 85 ...
Hungary (1938=100) . 45 1949 91  100®
Poland? (1937=100) .. 40-50 1949 86 93
Romania (1938=100) . ... 1949 86 100s¢

USSR (1940=100) ... 50° v co. 110t

Source: Reports on fulfilment of plans; Prevda, 15 Septem-
ber 1953; Rudé Prdve, 16 September 1953 (Prague}; Voprosy
Ekonomiki, Nos, 6 and 8, 1954 and No. 5, 1955; Gospodarka
Planowa, No. 3, 1954 and No. 10, 1955 (Warsaw); H. Minc,
The Six-Year Plan (Warsaw, 1950).

1 1053,

b Crops only. .

¢ Approximate only. Official statements relating 1o percentage
snereases from recopstruction yepr shewn in table supgest
jndex slightly above 100 in 1954 but qualitative stalements
indicate recovery only to approximete preswar level; differences
may be due to revisions of enrlier estimates or to rounding.

{ Preawar houndaries for pre-war; post-war boundaries for
post-war period,

e G;raing only.

£1952.

Changes in the output of essential crops and in live-
stock numbers are indicated in tables 41 and 42. The
incompleteness of the data for crops and the fact that
the livestock data relate to varying periods in different
countries, as well as within the individual countries,
makes it difficult to assess the changes in outpul as
compared to pre-war years for the area as a whole. A
rough estimate of these changes indicates that the
output of grain and potatoes in 1954 was only slightly
above pre-war levels, while that of sugar-beets and
cotlon was more than 50 per cent higher. Livestock
ranged from about 10 to 20 per cent above pre-war
levels. Both in grain and in livestock, the increases
in output were much more pronounced in the Soviet
Union than in the remaining countries taken as a
group.

In mainland China, agricultural production re-
covered rapidly after 1949; in that year output of
food grain was about 75 per cent of 1936, but in 1954
it exceeded the pre-war level by about one-sixth.

Grain yields in 1954 appear generally to have
been al or above pre-war rates in the countries for
which data are available (see table 43). The area
sown to crops in 1955 appears to have been approxi-
mately the same as before the war in several countries,
although in Czechoslovakia it was still about 13 per
cent below the pre-war level. In the Soviet Union, on
the other hand, the sown area was increased about

16 The change in population compared with pre-war levels is
not based on the same pre-war year in all countries hut on the
year used in comparisons of agriculiural output in that
eountry. Changes in population due to chenges in {frontiers
were taken inlo account in this estimale,
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Table 41. Output of Selected Crops, by Country®

(Millions of metric tons)

Bread Coarzo Sugar-
Country and year grains grains Potatoes teots
Bulgaria:
1939 L e 2.1 1.6 0.1 0.3
1954 ..., 19 1.5 08
China, mainland:
1936 .. o e e 150.0®
1949 e e e, 1130 0.2
1954 e e cveeen  169.5% . e 10
Czechoslovakia:
1935-1937, annual average .. ... ... .. .. ..., 30 25 9.9 4.8
1045 e e . 21 15 6.8 32
1953 . ... b e e e . 5.00 85 5.5
Germany, eastern:
1934-1938, annual average ........ououi..... 3.6 29 136 5.4
947 ... e raevaaan 2.0 1.3¢ 8.1 31
1954 ...l e ey BN 3.8¢ 2.4~ 13.3 6.1
Hungary:
1934-1938, annual average ................... 2.0 3.1 21 1.0
1046 L e 16 20 11 e
1954 .. e e 2.3 33 23 23
Poland
1934-1938, annual average ............ .. ... 8.8 4.50 380 6.0
e 53 2.8¢ 308 3.5
1954 e 7.9 2.9 33.8 7.0
Romania:
1935-1939, annual average .... . ............. 8.5 Lo 04
1954 ..o e, 9.0 2.3% 1.38
USSR:
1940 ... . 119 72.0 21.0
1946 o e, 61 9.0
1054 . e 131h 870 3308
Yugoslovia:
1935-1939, annuval average . ........... ... .. .. 3.0 52k 1.5 0.6
1948 .. 2.8 4.8k 14 15
1954 e 1.6 3.5% 19 1.2m

Source: United Nations, Statistical Yearbool,
1948 to 1953, and Ecoromic Survey of Europe
in 1954; Bulletin mensuel de la Dircction géné-
rale de statistique, November 1947 (Sofa);
Probleme der Tschechoslovakischen IWirtschafts-
planung (Prague, 1949) ; Rudé Prdve, 15 April
1954; Die Wirtschaft, 13 April 1954 (Berlin);
Magyar Seatisctilei Zseblonyy (Budapest, 1948) ;
Stabad Nep, 14 September 1952; Roeznil: Statys-
tyczny {(Warsaw, 1949) ; Wiedomosci Statystycine,
20 December 1949 (Warsaw); Gospodarka Pla-
nowa, September 1952; Six-Year Plan (Warsaw,
1952) 1 Sratistica Agricola a Romanei (Bucha-
rest, 1948); N. Voznesensky, WFar Economy of
the USSR during the Period of Patriotic War;
Prayda, 21 March 1946 and 15 September 1633;
Statisticki Godisnjak, 1955; and reports on ful-
filment of plans.

4 Pre-war data relate to post-war territory. Crop
data, so far as known, relale to barn harvests,
except for the Seviet Union, and for eastern
Germany in 1953, where they represent biclogical
yields.

b All food crops, including rice, wheat, pota-
toes and others,

¢ In 1954 bread graing, 2.1 million tons; harley,
1.2 million,

d Barley and oats only. In 1934-1938, annunl
average output of barley and osts was 26 mil
lion tons.

¢ Barley and onts.

T Annual average for 1951-1953.

k1952 for potatoes and 1953 for sugar-beets,

b Based on data for 1952 output and statements
in reports on the fulfilment of plans indieating
that output in 1953 and 1954 was approximately
equal to that of 1952, However, the following
index of grain output, presumably based on actusl
harvest data, was published in Pravda, 15 Teb.
raary 1956 (1950 == 100): 1951 == 97, 1952 =
113, 1953 = 101, 1954 = 105, 1955 = 129. This
index cannot be linked with pre-war periods nor
psed to compute the harvest in physical terms
because of lack of information on actual output
Eozj" any of the years covered.

1950,

1 Wheat and rye. In 1953, the output was 28
million tons,

k Maize, barley, oats; exclusive of maize for
fodder, which iz 1948 was 429,000 tons and in
1954, 351,000 tons. In 1958 total output of maize,
berley and oats was 4.6 million tons.

iIn 1953, 2.1 million tons,

w In 1953, 1.5 million tons.
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Table 42, Number of Livestock, by Country

(Millions)
Country and yeart Catilu Pigs Sheep

Bulgaria:

1938 .. e 1.6 1.1 11.0t

1946 (December) 20 0.9 9.80

1954 ... .. 1.7 21 8.4v
China, mainland:

1949 ... .. ... ... 439 57.8 42.5v

1954 ....... ... ....... 036 101.7 B1.3v
Czechoslovakia:

1936 (December) .... ... 44 31 0.5

1946 (January) ... ..... 41 2.4 0.5

1954 (Janvary) .... ... . 38 35 1.1
Germany, eastern:

1936 (December) ........ 36 6.2 16

1947 (December) ........ 2.8 2.0 0.7

1954 (December} ........ 3.8 8.4 2.9¢
Hungary:

1938 {April) ............ 1.9 52 16"

1946 (May) ... ........ L1 1.3 0.5

1954 (March) .. ......... 19 4.54 1600
Poland:

1938 {(Jupe) ........ ..... 99 9.7 1.9

1947 (June) .. . . .oueea. AT 4.3 1.0

1954 (June} ... ......... 17 9.7 4.2
Romania:

1989 ... e 3T 2.5 103

1945 (December) .. ... 25 1.0 56

1953 (December) .. .. .. 46 3.6 113
USSR:

1941 (Janwary} .. . . .. 5&5 21.5 91.6v

1946 (January)! . .. ... 468 8.6 9.1

1953 (January)® . . .. 566 28.5 109.9v
Yugoslavia:

1939 (December) Y ¥ 35 103

1949 {(January} .. ....... &3 4.1 L7

1954 (January) ... .. .... 51 4.3 12.1

_Sm:rce: See table 41. Pre-war date relate te post-war ter-
ritory.

o Months are shown if indieated in source.

b Sheep and goats.

¢Data represent number of sheep and poats in October
1954; in 1936 the tots] number of sheep and goats was 2.3
million.

4In October 1954 the number of pigs was 6.8 million

¢ December figure,

T Estimated on the basis of planned percentage increases for
1947 and planned stock at the end of the yesr. According to
statement of G. M. Malenkov, Pravda, 6 October 1932, in-
creases from Iuly 1945 1o July 1952 were as follows: cattle,
134 million; pigs, 21.2 million; sheep, 41.8 million,

tNo data are available on the January ceasus for 1954,
because the dete of the annual livestock census was advanced
to October. The data relating te the October census in 1953
and 1954 are as follows: 1953, cattle 63.0 pigs 476, sheep
114.9, goats 209; 1954, cattle 64.9, pigs 5L.0, sheep 117.5.

¥ Nymber in January 1952, 26.7 million; Jonuary 1953,
985 million: October 1953, 47.6 million. The sharp rise from
January o October may be seasonal in part.

10 per cent above the pre-war level in 1954 and
another 10 per cent in 1955, as part of a large-scale
programme to expand agricultural output. As may be

seen from table 44, there has been a significant shift
in all countries in the utilization of land in favour
of industrial crops. This shift was much more pro-
nounced in countries which began a period of rapid
industrialization after the war than in the Soviet
Union, where the share of land under industrial
crops was already relatively high.

The levels of output reached in 1953 and 1954 fell
considerably short of the targets set for agriculture
in the development plans. Indices of the planned and
actual output of agricultute in centrally planned
economies are shown below (first year indicated

= 100).

Planned Achieved
Bulgaria (1948 to 1953). ... .... 157 125
China, mainland (1952 to 1954} . ... 109 107
Czechoslovakia (1948 to 1953)..... 153 114
Germany, eastern (1950 to 1955) . .. 157 144
Hungary (1949 to 1954} . ......... 154 112
Poland (1949 to 1955) ... ....... .. 150 120
Romania (1950 te 1955). .. ... .. 188° 150
USSR (1950 to 1955) ... ... ....... 140-150 o

Source: Dovelopment plans, reports on fulfilment of plans
and ether official sources.

uThe figure of 188 was based on the harvest expected for
1950, which in fact turned out to be a bad year. The target,
based on actual output in 1950, would zmount to 254 in 1955.

b Pessilsle increase in agrieultural production was of the
order of 20 per cent during the five-year period as a whole,

The lack of achievement of these planned objectives
and the very low rates of development in agriculture
during the second half of the post-war decade were
due not only to natural conditions, such as un-
favourable weather and limited scope for the exten-
sion of cultivated areas (except in the Soviet Union),
but even more to policies affecting investment and in-
centives for expansion of agriculture. It is true that
rapid industrialization eliminated some of the economic
obstacles which during the inter-war period had ham-
pered the rise in productivity in agriculture in countries
other than the Soviet Union. Before the war, deficien-
cies in the demand for agricultural output, which had
kept peasant incomes at a very low level, discomaged
improvements in methods of production and attempts
to raise yields per hectare, while lack of opportunities
for employment in non-agricultural eccupations, re-
flected in over-population in agricultuie, had kept farm
output per man at a low level. After the war, the
expanding urban demand for food, logether with a
shift in demand towards animal products and industrial
crops, created incentives for increases in output per
hectare. Simultaneously, the increasing demand for
labour in non-agricultural occupations called for
increases in farm output per man thiough improve-
ments in technical equipment and more efficient use
of agricultural labour.

However, these favourable 1epercussions of in-
dustrialization were overshadowed, at least during
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Table 43. Sown Area and Yield of Selected Crops, by Country

{Sown area in millions of hectares; yield in quintals per hectare)

Country and ftom Pre-war® 1956 1934 Country and item Pro-war® 1950 1354
China, mainland : Poland:

Sownarea .............. e 141.3» 1479 Sownareg .........o.o0u. 158 15.2 15.28
Food crops .... .. e et 123.9% 129.0 Yield:

Industrial Creps ..., - 1740 18.9 Greins ..oounn... . 11.4 12.4 15 40

Yield: Potatoes ............ . 1380 1100 121.0v
Rice ....... B e - 24.10 247 .

Wheat ....... ....... . 7.3¢ 89 Romania: )
Czechoslovalia: Sownarea .............. et 9.4 9.31

S{)‘wn area ...... Ve 5.6 R 499 I/SSR .

Yield: Sownatea .............. 1510 1469  166.1%
Wheat ...... v 17.4 e 20,3¢ Grains ... .. .. ...... 1111 103.3 112.0
Rye ... vvvininiiat. 16.3 e 18.14 Yield:!

Germany, eastern: Grains ...... ........ 107 12.2 .o

Yield: Potatoes ....... ..... 910 101.0
Wheat ...... ... ..... 24.6 32.2¢ 26.9 -

Rye ................. 171  234= 912 Yugoslavia: .
Potatoes ............. 173.0 178.9¢ 2009 Sown area . ........ ... 11 7.2 7.9
Grains ........ ....... 6.2 52 54
Hungary: Industrial crops ....... 0.2 0.4 04

So.wn ATEA ..o 5.5 5.4 5.4 Yield:

Vield: Wheat ...... ... .. 122 103 75
Bread grains ... ... .. 137 ce- 13.9¢ Majze ....... ... . 167 9.4 12.2
Coarse grains ........, . 184 - 16.9¢ Potatoes ............ . 590 43.0 72.0

Source: United Nations, Fconomic Survey of Europe in 1953 1952,

(sales number: 1954.ILE.2) ; Economic Survey of Europe Since ¢ Rstimated.

the War {sales number: 1953.T1.E.4), Economic Bulletin for
Europe, August znd November 1955; International Institute
of Agriculture, International Yearbook of Agricultural Statis-
tics, 1947 (Rome}. Hsin Hua Monthly, November 1955;
Zemledelske Noviny, 12 August 1954 (Prague) ; Statistische
Praxis, October 1955 (Berlin}; Probleme Economice, No. 12
(Bucharest, 1950) ; ‘Wiadomesci Statystyezne, December 1940
and Iebruary 1951; Gespoderka Planowa, December 1953;
Statisticki Godisnjal.

A Figures represent annual averages as follows: Czecheslo-
vakia, 1933-1934 for yields, 1934-1938 for area; esstern Ger-
many, 1934-1938; Hungary, 1936.1940; Poland, 1934-1938;
Soviet Union, 1940; Yugoslavia, 1935.1039.

the latter part of the post-war decade, by the effects
of the very rapid expansion of industry and the
specific patterns of development that were adopted.
Rapid gains in non-agricultural employment required
a considerable increase in marketable surpluses of
agricultural goods for the urban population. In all
countries except the Soviet Union, however, most
farms were subsistence farms, producing chiefly for
their own needs,® and with low productivity levels.
The outflow of labour to the urban area led to higher
per capita consumption on the part of the zemaining
farm population, rather than to a commensurate 1ise
in marketable surpluses. In these conditions, all
countries introduced systems of compulsory deliveries

“0 In Bulgarie, Poland, Romenia and Yugoslavia, more than
50 per cent, and in Crzechoslovakia and eastern Germeny over

!!1-0 per cent, of farms consisted of fewer than ten hectares of
and,

%3953 The sown area was 4.79 million in 1954 and 4.89
miflion in 1955

¢ 1951,

T1950.1954 averzge; coarse grains in 1953 and 1954, 193
quintals per hectare.

&1In 1955, 16.0 million hectares.

h 1955,

1Tn 1934-1938, sown area under grain, potatoes and sugar-
beets within the post-war boundaries was 83 millien hectares.

11n 1955, 9.5 million hectares.

k fn 1955, 183.1 million hectares.

1 Biologienl yield.

with the objective of limiting rural consumption and
assuring maximom supplies of food to the cities.
This was considered a partial and inadequate selution,
which was to be followed by grouping millions of
small farms into larger units, to facilitate the intro-
duction of modern farming methods, an increase in
farm output and the release of manpower for ex-
panding industries. Simultaneously, collectivization
was intended to bring the distribution of agricultural
produce under closer government control. As may
be seen from table 33, collectivization, which had
proceeded slowly in most countiies hefore 1950,
quickened considerably afterwards, in conjunection
with the speeding up of industrialization between 1951
and 1953,

However, collectivization was often brought about
by administrative and economic pressure, rather than
on & voluntary basis. In several countries the resistance
of peasants was expressed in the reduction of sown
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area and in the slaughtering of livestock® Un-
certainty about the future of private farms had a
discouraging effect on the expansion of output in the
private sector of agriculture, which even in 1954
represented between 40 and 80 per cent of the
arable land.

In the Soviet Union, where collectivization of apri-
culture had been achieved before the war, there was a
strong tendency to discourage individual farming on
private plots by the members of collective farms.
This policy, accentuated during the period of amalga-
mation of collective farms in 1930, led to 2 sub-
stantial decline in the total output of private plots
and particularly aflected livestock production. The
importance of this sector of agriculture was by no
means negligible; about 40 per cent of all cattle and
almost 60 per cent of the cows and the hogs were
privately owned in 1953, and almost 40 per cent of
all deliveries of potatoes, and a substantial propor-
tion of output and deliveries of vegetables, poultry
and eggs, were derived from private plots.

Apart from these piessures, which affected the
expansion of production on private farms, more
general causes of the marked slackening in agriculture
were the relatively low rate of investment and the
price and fiscal policies prevailing during this period,
which reduced incentives in both private and collective
farming. Centralized investment funds allocated to
agriculture in development plans represented only
between 6 and 18 per cent of the total investment
budget ir most countries of this group, and the share
of agricullure in actual investment during the period
was probably even lower, According to official state-
ments, the tolal amount of investment was insulfieient
to take advaniage of opportunities resulting [rom the
creation of large collective farms. Private farming was

21 “In some countries of the people's democracies, one ob-
served cases where peasants entering the producer’s co-
operatives were killing purt of the livestock . . 7 (FVoprosy
Elonomiki, Neo. 6, 1955),

Table 44,

in a far worse situation because of the scarcity of
building materials, tools and farm implements avail-
able to individual peasants. Although the supply of
artificial fertilizers and machinery rose substantially,
it was insulficient to meet requirements. Inadequate
construction, especially of barns and storage and
water facilities, checked the rise in livestock numbers
and their productive yields,

The system of compulsory deliveries applied during
the period also had a depressive effect on incentives
to raise output in both collective and private farming.
Prices peid for these deliveries represented only a
small part of free market prices, and quotas were
generally very high, leaving only a small proportion
of agricultural sarpluses for sale on the free market
or under coniract to government agencies.®® Since in
actual practice delivery quotas were frequently revised,
the inducement to raise outpul was seriously affected
by apprehension that the principal effect of an increase
in output would be a rise in delivery quotas,

Both the inadequacy of invesiment in agriculture,
and the lack of incentives resulting from high delivery
quotas and low prices, were closely related to the
pattern of development as shaped by the policy de-
cisions of central authorities during this period. The
high priority given to heavy industry in allocation of
resources had as its corollary the scarcity of investment
goods available for agriculiure and of manufactured
constmer  goods offered to the peasants. In these
circumstances, the extremely low prices and the high
delivery quotas acted as a tax on peasants’ incomes,
intended to curb rural demand for manufactured
goods and to reshict peasants’ consumption of their
own produce, in order to secure necessary supplies
for the cities. The very high rate of invesiment in
heavy industries imposed a limitation on both invest-
ment and consumption among the agricultural
population,

22 At prices generally lower than free market prices, but
very much higher than prices paid for compulsory deliveries.

Indices of Land Utilization in Selected Countries, 1952

(1938=100)
Arabla Potrtoos amd Induserial Temparary
Counrry fand Grain fodder crops crops grass

Bulgaria ............ .. ... ........ 8 92 149 .
Czechoslovakia ...... ... ... ... % 90 79 130 116
Germany, eastern .. ... . ......... 96 90 102 149 73
Hungary ..... P 4t} 93 100 386 92
Poland ........ .. .+ 95 90 154 78
USSR . o i e 1040 a7 1000 109 144s
Yugoslavia ........................ 93 86 79 169 161

Source: TFood and Agriculture Organization of the United Nations and FEconomic Commission for

Europe, Luropean Agriculture.
1 Spwn area,
b Potatoes and vegetables only.

¢ All fodder, inclusive of fodder roots and silage crops.
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In the course of 1953, economic policy as applied to
agriculture was significantly changed.®® Investment in
agriculture was sharply expanded in all countries of
the group; supplies of machinery and building
materials, as well as of fertilizers, were substantially
increased. In the Soviet Tlnion, there was a very
large increase in sown area in 1954 owing to ploughing
virgin and fallow lands in the eastern areas, and
special atlention was given to the extension of fodder
supplies by a sharp rise in the area under maize.
Some other countries were part of the arable area
had not been in use, also increased the total area
under cultivation. Further withdrawal of manpower
from agriculture ceased as incompatible with the
growth of agriculture, and serious efforts were made
to shift manpower from urban areas back to agri-
culture. Furthermore, prices allowed for compulsory
deliveries were considerably increased and quotas
were reduced; in several countries, quotas were fixed for
a few years in advance to make it clear to producers
that a rise in output would result in higher incomes
for peasants, This, together with reductions in direct
taxes and in prices of manuvfactured goods, led to
substantial increases in peasants’ incomes, while the
amount of manufactured investment and consumer
goods made available to peasants was increased. The
negative attitude towards private farming was con-
demned, and various measures tending to encourage
private production, such as credits and temporary
exemptions from laxes or deliveries, were introduced
in several countries. In countries in process of collecti-
vization, the voluntary principle for joining co-
operatives was 1ealirmed, and in some countries with-
drawal from co-operatives was permitted. In Czecho-
slovakia and Hungary this resulted in a decline in
the number and area of collective farms, The process
of collectivization was generally slowed down in all
countries, though efforts to induce farmers to join
co-operatives, and preferential treatment of collective
as compared with private farms, were continued and
reinforced in 1955,

#¥or a more detailed description of these changes, see
United Nations, World Economic Report, 1952.53 (sales num-
ber: 195411.C1); Tood and Agriculture Organization of the
United Nations and Economic Commission for Burope, Euro-
pean Agriculture.

In mainland China, government policy towards
agriculture has differed in many essential aspects from
that of other centrally planned economies. First, no
extensive mechanization is contemplated before the
full development of the tractor producing industry
during the second five-year plan beginning in 1958.
Second, although government policy aims at complete
collectivization, this is to proceed by stages. During
the initial period, the predominant form of co-
operative farming was the mutual aid team, which
was a rather loose association pooling only faim
implements and dranght animals and preserving
private ownership of land and output. Since the com-
pletion of land reform measures in the winter of
1951/52, efforts to organize co-operative farming
have been intensified; from 1950 to 1954 the propor-
tion of peasant households organized in mutual aid
teams and co-operatives increased from 11 to 60 per
cent of the total. There has also been an accelerated
shift from the system of mutnal aid teams to producers’
co-operatives, in which income is distiibuted among
members according to their contributed shares in land
and implements and according to work performed.
As a further step, it is contemplated gradually to
transform  a large proportion of produocers’ co-
operatives into collective farms of the Soviet type.

In Yugoslavia, a change in policy towards agri-
culture occursed earlier and was much more drastic
than in other countries of the group. In the beginning
of 1953, members of collective farms were allowed
to withdraw the land they had contributed and to
dissolve the co-operative. Simultaneously, the right
to sell and buy land and to hire labour was introduced.
Compulsory deliveries were almost completely abol-
ished. As a result, the number of co-operatives was
reduced from nearly 7,000 in 1950 to about 1,100 in
1954, and the share of the co-operative sector in
agriculture fell from 18 per cent of the arable land
to 4 per cent. The decision to abandon the collectiviza-
tion of agriculture for the time being was motivated
by the inability of the Government to provide co-
operatives with agricultural implements, seeds and
technical help; lack of these made it impossible to
offer sufficient incentives for more efficient wotk by
members of co-operatives.

The National Income and its Composition

National income increased considerably during the
post-war decade in all centrally planned economies.
As shown below, the indices of national income in
1954 for countries for which data are available ranged
from about 60 to more than 100 per cent above pre-
war levels.®

24 Preavar year for Bulgariz and Hungary, 1939; Czecho-
slovakia, 1937; Poland, 1938; Soviet Union, 1940, Indices are
rounded to nearest 5 per cent.

In view of the rapid expansion of industry and
the slow rate of growth of agriculture, the rise in
national income was everywhere accompanied by a
matked increase in the share of industry and a decline
in the share of agriculture. The most striking changes
naturally occurred in the least developed countries,
such as Bulgariz and Romania (see table 45). Even
in Czechoslovakia, however, where industrial produc-
tion before the war accounted for more than half
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Bulgaria R £
Czechoslovakia ... e aeacan e 165
Hungary .......... e Waamanaaa. 160
Poland* ...... e e e e 220
USSRE e e 245

Source: Reports on fulfilment of plans and other official
sources.

o Pre-war data based on ares within pre-war boundaries.

¥ The index for the Soviet Union until 1950 was expressed
in 1926/27 prices, and therefore oversiated actusl incremses
during this period; since 1951 the indices huve been lnked
to the earlier index.

of the national income, post-war expansion raised
that share to 70 per cent in 1953, Although no official
estimates are available for the Soviet Union, the
inerease of 190 per cent in industrial production, in
conjunction with an increase in farm output of about
10 per cent, suggests a substantial decline in the
share of agriculture,

The shift in the composition of national income
was associaled with a movement of population from
agricultural to non-agricultural occupations. While
data on the number of persons actively engaged in
agriculture are not generally available, some indica-
tion of the shift may be derived from data on urban
and rural population shewn in table 46.%° In virtually

26 Ft should be neted that part of the rural population is
employed in non-agricultural oceupations.

all these countries, the rural population declined, not
only in relation to the total but also in absolute num-
bers. Although data on total Soviet population are
not available, it is evident from figures on wrban
population and qualitative information on total num-
bers that the rural population did not increase and
probably even decreased. Notwithstanding a shift to
urban areas, the proportion of rural population in
most couniries of the area has remained very high
despite a substantial reduction in the share of agri-
culture in total output. While lack of data on the
active population® in agricultural and non-agri-
cultural occupations precludes definite conclusions
concerning possible further changes in the distribu-
tion of labour, it is clear that the very high proportion
of the population in agriculture leaves great possi-
bilities for further shifts towards industry in most
countyies of this group, provided that farm technology
is improved and productivity increased.

As might be expected from changes in the pattern
of production, the relative share of national income
devoted to investment in the post-war decade was
suhgtantially higher, and the share devoted to con-

28 For instenece, according to officic]l estimates, in the Soviet
Union the rural populatien represented 68 per cent of the
totzl in 1939, while the economically active population in
agriculture represented about 53 per cent of the total active
population.

Table 45. Changes in Relative Shares of Industry and Agriculiure, Selected Countries
(Percentapes of total output}®

Country and year Ireduarry Agrieulture Country and year Industry dgriculeera
Bulgaria:® Hungary:
1989 ... ... ... ... B4 66 1980 .. . 424
%48 ............... ... . ... 51 49 1946 ... .. urie e iean... B0 21
1954 ... ... e ...... DO 44 2 OO & 1 14
. . Poland:
China, mainland: 1937 ... e 300 45
1949 ... .17 ’
1054 3 50 1946 . e 32 31
5 o 38 1952 ... . . iiiiiiaeaiiaa... B3 28
Czechoslovalia: Romania:t
1937 .. ... . . . ... .... B3 23 1939 ... Ll e 40 60
1946 ... ... .. ... ... 586 20 1949 ... e w48 52
1953 o e TR 13 1954 . e i, B3 37

Source: Voprosy Ekonomiki, No. 7, 1954; reports on {fulfil-
ment of the five-yesr plans of Hunpgery (1950-1954) and of
Crechoslovakia (19491953} ; Elonomista, No. 3, 1954. Politika
Elonomika a obecne otazky zemedelske, No. 2, 1956 {Prague).
It is not known to what extent the relative shares in this table
may be affecied by changes in relative prices of agriculturel
and industrial products.

aFor Czechoslovakia, Hungary, Poland, dnia represent net
output as a percentage of national income; for Bulgaria and
Romanin, gross output as 4 percentage of aggregate gross out-
put of industry and agriculture; for mainland China, gross
output as a percentage of sggrepale gross output of industry,
agriculture and handicrafts

bThe share of agriculture in national inceme in 1948 was
52 per cent and in 1952, 34 pe: cent; that of indusiry and
handierafts, 36 and 47 per cent, respectively.

¢The share of industry in the gress cutput of industry and
agriculiure was as foliows: 1987, 58 per cemt; 1948, 75 per
cenl; 1953, 84 per cent; 1954, 81 per cent

d Including construction; mining and manufacturing to-
gether represented 46 per cent of national income in 1949 and
59 per cent in 1954. The share of industry in the gross output
of industry and sgriculture was 44 per cent in 1938 and 80
per ceat in 1954

¢ Industry and hendicreflis; construction represented 39 per
cemt in 1937, 35 per cent in 1946 and 69 per cent in 1952,
The share of industry in the gross output of industry and
agriculture was as follows: 1937, 41 per cent; 1949, 65 per
cenl; 1952, 76 per cent; 1954, 79 per cent.

T According to a report presented to the Second Congress of
the Romanian Workers’ Party in December 1955, industrial
production accounted for shout 59 per cent, and agricultural
output over 25 per cent, of national income in 1955.
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Table 46. Rural and Urban Population, Selected
Countries
(Millions)
Rural
Country and year Taral Par cent

pepulation Urben Number  of tarel

Bulgaria:®

1934 ..o 6.1 13 4.8 8.7

1946 ..o unennn 70 17 53 5.7
Czechoslovalkia:®

1930 ... 147 6.9 78 531

1947 ... e 12.1 59 6.2 51.2
Hungary:©

930 ... 8.7 2.9 58 66.7

1049 ... ... .. g2 3.2 6.0 65.2

54 ... .. ... 97 3.9 58 59.8
Poland -4

1931 ..., 2989 110 18.9 63.2

1%d6 ... ... 236 14 16.2 68.6

1983 ............ 265 10.9 156 58.9
Romania:®

1930 ..... PN 131 3.7 4.4 796

1848 ... ... ... 159 3.1 122 76.7

1983 ..., 17.0 55 115 67.6
USSRt

1926 ........ BN 147 26 121 82.3

1940 ... ...... 193 61 132 68.4

1953 ... el el 80
Yugoslavia:®

1948 .. ... ... 15.4 2.6 13.2 85.7

1953 ............ 169 5.6 1.3 66.9

Source: United Nations, Demographic Yearbool, 1952 (sales
number: 1953.X1I01); Sztatistikei Szemle, 1 Junoary 1955
{Budapest) ; Przegled Zagadnien Socjalnyeh, August 1954
{Warsew) ; Foprosy Ekonomili, No. 8, 1954; N. Voznesensky,
IFar Economy of the USSR duwring the Period of Patriotic
War; Pravda, 9 August 1953; Statisticki Godisnjak. Data for
pre-war years refer to pre-war boundaries.

2 Tind of year data.

b 1930, December; 1947, May.

<1930, end of yesr; 1949, January; 1954, total, end of year,
with distribution ameng rural and uwrban based on percent-
ages for July 1954

41931, December; 1946, February; 1953, based on totel at
end of year und n statement on percentage of urhan popu-
Iation.

€1930, end of year; 1948, January; 1953, not specified

11996, 17 December; 1940 and 1953 not specified. No popu-
lation date are aveilable for 1953. Lstimates based on indirect
evidence are contradictory; thus, on estimate based on the
number of electoral districts and the population per distzict
gives 212 million in 1953; estimate based on increases in per
capita output and total output {(Pravde, 6 October 1952)
indicates no increase from 1940 10 1951 and about 200 million
population in 1953. The most recent statement on per capita
increase in output of steel from 1940 to 1955 would indicate
a 3.8 per cent increase in population, that is, ahout 209 million
in 1955, and, allowing fer an average annual increase of over
3 millior: as stated for this period in official preonouncements,
about 193 miliion in 1953.

£1948, 15 March; 1953, 31 March.

sumption much lower, than before the war. During
part of the reconstruction period, the rise in consump-
tton may have paralieled that of national income, but in
the course of the long-term development plans, however,

the relative share of consumption declined substan.
tially. The decline was concentrated in the period be-
fore mid-1953; during the change of policy from mid-
1953 through 1954 the relative share of consumption
was significantly increased. In ahsolute amount con-
sumption in 1954 was significantly above pre-war levels
both on an aggregate and on a per capita basis. While
agricultuzal production was only aboot 10 per cent
above pre-war levels, food consumption rose by a
greater amount owing to changes in foreign trade.
Consumption of manufactured goods generally rose
much more than food consumption as is illustrated
by the rise in output of textiles and shoes shown in
table 36.

While data on aggregate consumption are lacking
in almost all countries and data on investment are
generally also incomplete, some indication of the
divergent trends in these components in zelation o
national income may be obtained from the indices of
retail sales and fixed investment in table 47. Indices
of retail sales are very imperfect indicators of con-
sumption, since they do not reflect changes in con-
sumption by peasants of their own products. In some
cases the indices relate only to the State and co-
operative sectors and do not include changes in the
volume of private and collective farm trade. During
peziods when population is shifting from agricultural
to non-agricultural cccupations, retail sales naturally
tend to show a greater increase than does total con-
sumption. In addition, where the index of retail sales
relates to socialized trade only, the rise in sales may
be heavily influenced by the shift from private to
socialized trade. Despite these elements tending to
raise the index of retail sales above the actual in.
creases in consumption, 1etail sales showed a much

slower increase in all countries than did investment
until 1953.

In Czechoslovakia, which has published data on
real consumption, the rise in national income was
mote than twice as large and in investment five times
as large. In Poland, similar relations prevailed between
the rates of growth of investment, national income
and total retail trade. In Hungary the divergence in
trends was even more striking, Only in the Soviet Union
and in eastern Germany did retail trade increase more
than national income and in the Soviet Union even
more than State fixed investment. In eastern Germany,
which depends heavily on imports of food, this might
be due partly to an increase in net imports and to the
abolition of reparations,

The lag in consumption in relation to national in-
come during the period 1949-1953 reflected not only
the relatively larger inerease in investment, but also
the sharp expansion noted above in military expendi-
ture, As already indicated, it was accompanied in
several countries by inflationary pressures and a
decline in real wages.
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Table 47. Indices of National Income, Investment
and Retail Sales,” in Constant Prices, by Country

Country, base year and itom 195% 1953 1954

Bulgaria (1948=100):

National income ,............ 167 193 .

Investment ....... e 229 256 267
Czechoslovakia (1948=100):

National income ............. 152 160 167

Investment ....... Hrana 205 200 200

Consumption .. ... e .. 1260 145

Retail trade ....... fhbace s e 133 160
Germany, eastern {1950=100) :

National income ...,......... 130 137 150

Investment ............ ..... 150 177 158

Retail trade? .. ... ........ .. 150 170 193
Hungary (1949=2100)

National income ............. 142 153 151

Investment .................. 235 247 174

Retail trade ............... .. 98 108 131
Poland {1949=100):

National income ... .. e 149 161 172

Investment ......... e eaas 214 244 249

Retail trades . ........ PO 120 128 151
Romaenia {1950=100) ;

National income ............. 137 152 159

Retail trade? ................ 123 155 178

USSR (1950=100) :

National income ............. 124 134 149

Investment .................. 124 129 148

Retail trade? . ... .. P Ces 126 152 179
Yugoslavie (1949=100) :*

National income ............. 94 113 120

Investment ................ .. 103 129 145

Source: Reports on fulfilment of plans; United Nations, Eco-
nomic Survey of Europe in 1955 {sales number: 1956.1LE.2).

o National income is defined as net output of industry, build.
ing, freight transport, trade and apriculturs. Investment data
refer to total gross fixed investment except for the Soviet Unjon
and Czechoslovikia, where they represent only State fixed in-
vesiment, exclusive of collective farm and private investment,

b State, co-operntive and private trade.

¢For 1952 and 1953, State, co-operative and private trade;
for 1954, State and co-operative trade only, Puring 1954 the
shore of private trade was much smaller than in 1949, and
turnover in such trade seems to have incremsed in line with
that of socialized trade.

4 State and co-operntive trade only.

e Gross national product, including repairs and maintenance.

This trend was reversed in mid-1953 by government
decisions calling for a reduction in the share of
investment in national income and a rise in the share
of consumption. As indicated in table 47, while
national income increased in all countries, fixed in-
vestment in 1954 remained practically unchanged in
Czechoslovakia and Poland and declined sharply in
eastern Germany, Hungary and Romania. Military
expenditure, which had inereased substantially during
the preceding period, either remained unchanged or
declined. Government reserves and stocks of consumer

goods in 1953 were also substantially reduced and net
imports of consumer goods and raw materials for the
production of consumer goods angmented in order
to make possible increased consumption. Retail sales
accordingly increased more than national income,
and real wages recovered to levels higher than in 1950.
In the Soviet Union, where investment had risen at
approximately the same rate as national income from
1950 to 1952, it rose at a much slower rate in 19533
but recovered its relative share in 1954, In 1953, the
effect of the decline in the share of fixed investment
upon consumption was reinforced by reductions in
stocks but probably offset in part by an increase in
military expenditure; in 1954, however, a decling in
military expenditure was planned.*” Retail sales in-
creased both in 1953 and in 1954 in relation to
income—substantially more than during the preceding
years. In Yugeslavia the share of investment in
national income increased from 1949 to 1954; in
1953 and 1954 this increase was more than offset
by a decline in the share of military expenditure.

Changes in distribution of investment funds among
the major economic sectors from 1950 to 1954 were
closely related to changes in the share of investment
in national income.”® From 1950 to 1952 the share
of investment allocated 1o heavy industry increased
substantially, However, in 1953 and 1954, there was
e substantial reduction in its share (see table 48),
as the share of investment in national income declined.
Both these trends reflected the changes in government
policy, which until 1953 was designed to restrict
consumption in favour of investment and armaments,
but from mid-1953 aimed at rapid improvement of
the standard of living.

Generally, the reduction of the share of investment
funds allocated to heavy industry benefited primarily
agriculture and housing. The share of investment
allocated to light industries generally increased to a
lesser extent, owing both to the existence of unused
capacity in such industries and to the fact that sub-
stantial increases in output of consumer goods were
dependent upon prior expansion of output of agri-
cultural raw materials and foodstuffs. In Yugoslavia,
the share of fixed investment allocated to industry and
building declined from 1952 to 1954 while that
allocated to agriculture and other sectors increased.
In mainland China in 1954, the share of industry in
total investment rose significantly, and that of agri-
culture increased slightly, while the share of other
sectors declined,

7 Only estimptes of plenned, not actual, military outlays are
aveilable for 1953 and 1954,

8 For a detniled review of investrment in eastern Lurope
since 1950, see United Nations, Econamic Survey of Europe
in 1955,
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Table 48. Gross Fixed Investment by Sector, Selected Countries

{Percentages of total gross fixed investment at constant prices)

Country and isam 1956 1952 1953 1954 Country and itam 1950 1957 1951 1954

Bulgaria: Hungary {continued) :

Heavy industry ........... 33 32 35 33 Transport ............... 19 15 11 7
Light industry ............ 4 5 5 5 Housing ...........c.ouv. 5 4 6 9
Agrieulture .............. 9 13 14 17 Other investmentd ........ 256 20 21 19
Housing RV 14 9 9 13 Poland:

Other investment® ........ 40 41 37 32 Heavy industry ... ...... 29 m 43 40

China, mainland * Light industzy ... ......... 8 9 9 5

Agriculture .......... ... 9 8 8 11
Industry e - 32 36 Tomenort e "1 12 11
Agriculture ........... ... .. - 8 9 P
Transport 14 12 Housing ........coovvnn T 0 1w 12
OIb i P : a 0 18 19 91
Other investment® ........ ... - 46 43 Other investment! ........ 8
Germany, eastern: USSR:©
-’ ' industry ........... & 61 56 55
Heavy industry ........... 34 49 4 4 ﬂ;i?iéréuz;;y N 5 5 6 g
Light industry ... ........ 8 o 6 10 Agriculture ........ ... 10 8 B 5
Agriculture .. ............ 6 6 10 12 Transport ............... 14, 12 13 12
fransport ... e N Housingt ............. L.12 12 138 16
ousing ............ e 3 & ........ 16 14 17 15
Other investment! ....,... 33 15 15 13 Other {nvestment
Yugoslavia:

Hungary: Industry® ... il 74 66 57
Heavy industry ........... 39 46 46 37 Agriculture ... .. o000 L 6 6 7
Light industry ... ..., 3 2 3 5 Transport .......ocevovee aes 1 n 10
Agriculture ... ... ..... 9 13 13 23 Other investment! .. ... ... ... 9 17 26

Source: United Nations, Economic Survey of Europe in 1955;
Economic Survey of Asie and the Far East, 1955 {sules num-
ber: 1956 IL.1"1}.

on Including trade, transport, schools, hospitals, public build-
ings and other items.
b State investment only.

. “Including trade, housing, secial, cultursl and henlth serv-
ices, and other items.

d Including trade, schools, hospitals, public buildings and
other items,

@ Government fixed investment only; data for 19521954 in
constant prices.

2 Dwellings built by local suthorities sre included in “other
investment”; those built by government industrizl, agriceltural
and transport sectors are included in the classification by these
sectors.

# Trade; dwellings built by local authorities: schools, hospi-
tals and other socinl capital; administrative buildings other
than for industry, agriculture, transpoert and trade.

b Including building and construction industries,

1 New housing, social and health services, administration and
other items,

Expansion of Foreign Trade

The foreign trade of the centrally planned economies
has been profoundly influenced by political as well
as economic factors. The existence of close political
ties among this group of countries has been a decisive
influence in the creation of a separate, virtually self-
contained, trading area. This trading area has acquired
a distinctive characteristic from the nationalization of
industry and introduction of centralized planning;
within it market relations have been 1eplaced by
transactions between State monopolies of foreign trade.

Internal political influences were reinforced during
this period, both by external factors and by economic
developments which loosened ties with the rest of the
world, On the one hand, strategic trade restrictions
curbed the supply of some goods which the centrally
planned economies were especially eager to import.

On the other hand, owing to the high priority given to
industiialization in these economies and the slow
recovery in agriculture, there was a reduction in the
export supply of food and lessened import demand
for industrial consumer goods, which had constituted
a large part of their foreign trade before the war.
Currently, when trade with the west has begun to
revive, the most striking development has been an
exchange of capital goods from the centrally planned
economies for raw materials and foodstuffs from
under-developed countries, rather than s significant
expansion in trade of the type that was traditional
before the war.

Owing to these political and economic developments, |
the trade of the centrally planned economies with each .
other increased very substantially, while that with
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the rest of the world declined. At the end of the
post-war decade the volume of their total trade was
more than two and a half times as high as before the
war, while their trade with the rest of the world was
less than half its pre-war level.

The most significant expansion in foreign trade was
in the Union of Soviet Socialist Republics, where the
total volume in 1954 was more than four times as
large as before the war.*® Among countries for which
data are available, Hungary showed the smallest
increase-~55 per cent—while the remaining countries

all registered increases of 90 per cent or more
(see table 49).

By 1948 trade of most of the countries, with the
important exception of eastern Germany, had regained
its pre-war level. From 1948 to 1954, the aggregate
foreign trade turnover of six eastern European
countries® increased by 70 per cent, and the trade of
the Soviet Union almost doubled. The Soviet Union
emerged as the largest tiading country of the group,
followed by the Asian group of centrally planned
economies, including mainland China, northern Korea
and Mongolia, The shares of all other countries
declined in varying degree, the sharpest decline heing
that of Romania (see table 50).

2% Part of the increase reflected chanpes in houndary. See
footnote d to table 49.

30 Albania, Bulgaria, Czecheslovalda, Hungary, Peland and
Romania. See Pravde {Moscow), 15 August 1955.

Table 49. Indices of Trade Tumnover {Imports
plus Exports), by Country
{Pre-war=100)

Couniry Base yoar 1953 19547
Bulgaria ..... .......... 1938 200 214
China, mainland* .. ...... . 1936 160¢ ...4
Czechoslovakia . .......... 1937 200¢ 220
Hungary ................ 1938 150 155
Poland .................. 1937 192 209
Romania ................ 1937 1002 190f
USSR ... . ... ..., 1937 400 436

Source: Planovoe Khorzyaistvo, No. 4, 1954; Veprosy Eko-
nomili, No. 3, 1935; Vneshnyaye Torgoviya, No. 12, 1954;
People’'s China (Peking} November 1951; Prubeh Pleni Heos-
podarskeho Plann, Relk 1947 (Prague, 1948); Zahranicni
Obchod, No. 5, 1953 (Prague) ; Trybuna Ludn (Warsaw), 20
April 1954; report on the activities of the Central Committee
of the Worker's Party of Romaniz (Bucharest, 1955). See also
source 1o iable 98.

a [ndices of volume of trade as stated in offieial publications,

b Data for 1954 estimated on the basis of volume indices in
preceding column and percentage increases in value of trade
turnover for the intervening period.

© 1951,

¢ Between 1950 and 1954 the turnover increased by 88 per
cent.

¢ 1950,

I Derived from the index for 1955 and the percentape increose
in trade in 1955 compared with 1954,

Table 50. Total Foreign Trade Turnover
{(Imports plus Exports)®

(Percentape shares of individual countries)

Cauntry 1937 1954

Bulgaria ........c0vivnarinnann 26 2.2
Czechoslovakia «................. 172 10.6
Germany, eastern ................ 251 14.5
Huongary ....oviiviiiiinnnninn 6.8 5.3
Poland ...... ......... e 10.1 9.7
Bomania . vcvvcnnverrnnnnrnnncn 8.0 397
USSR o iiven e e e 16.8 34.0
Other countries® ... ... ....... 13.3 20,0
Torar 1000 100.0

Source: United Nations, Feonomic Survey of Europe, 1954
and 1955 (sales numbers: 1955.1LE.2 and 1936I1LEZ2).

o The dma were derived from estimates of the Economie
Commission for Europe, based on frapmentary information for
certain vears, officially snnounced perceniage inecreases and
percentage shares of varions flows in totel trade of individual
countries, as well gs on export and import statistics of western
conntries related to their trade with centrally planned econ-
omies. In several cases it was assumed thet the value of ex-
ports as stated by the exporting country was egual fo that
registered by the receiving country afler sdjustments for the
difference between fob. and cif. In addition, it was assumed
that price levels and price changes in western markets and
the trade amonp the centrally planned economies were similar.
It is noted in the source that these estimates are approximate,

b Not including trede with western Germany.

¢ Albanie, mainland China, northern Korea and Mengolia.

Despite its rapid expansion, the aggregate volume
of foreign trade has not increased at a higher rate
than industrial production in the period as a whole;
in several countries—notably Bulgaria, Hungary and
Poland—it fell significantly in relation to output.
From 1950 to 1954, however, a period for which
more complete data are available, the total trade of
the group rose by over 80 per cent, or somewhat more
than industrial production. This increase was due
chiefly to very considerable increases in trade in
relation to output in the Soviet Union and in eastern
Germany (see table 51). In several other countries
of the area the expansion of trade was much slower
than that of ouiput. In the case of the former the
rapid rise in trade in relation to output was a complete
reversal of the trend predominant during its early
period of industrialization.

In eastern Germany the sharp increase recorded
in trade in relation to output is partly “‘statistical”;
a substantial part of its exports during the early
post-war years was devoted to reparations and was
not included in export statistics. Subsequently, on
termination of reparation deliveries, commercial ex-
ports increased. Poland was the only country in the
group where the rise in foreign trade lagged sub-
stantially behind that of output during the second
part of the decade; in 1954, however, special attention
was devoted to expansion of exports, particularly of
capital equipment.
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Table 51. Indices of Industrial Production and Foreign Trade,* by Country
(1950==100, except as indicated )

Counery and item 147 1952 1953 1954 ;
Bulgaria: !
Industrial production ............... . ... e 45 1490 157 171 E
Foreign trade ........ e BN 156 9 204 |
China, mainland: i
Industrial preduction® ... ... ... e e 128 170 159 l
Foreign trade ........... ... e e e v 132 180 188 ]
Czechoslovalkia: i
Industrigl production ...........oivi i, 63 136 150 156 |
Foreign trade ........coooiiiviiiiin i n.. 81 130 138 144 i
Germany, eastern: ;
Industrial production ....... .. ... .l e e 51 142 160 176 E
Foreign trade ... ... iiiiiens S, 450 158 204 250 .
Hungary: i
Industrial production ........ ... ... . ... R 36 161 180 185 i
Foreign trade .............. ... e R 33 139 152 157
Poland :
Industrial predection ...l 47 149 176 195
Foreign trede .....oooooviie. oot N 43 125 126 136
Romania:
Industrial production ...l i, 40 159 181 194
Foreign trade ...v.c..0in. i B 23 139 161 169 .
USSR: &
Induatrial production ......... R e e 54 129 145 165 %
YForeign trade ......... et et eriean 81b 165 183 199 :

Source: Indices of industrial production from
table 34. Indices of volume of trade are hased
on the following sources: Reports on fulfilment
of plans; United Nations, Eeonomic Survey of
Enrope in 1955; Czechoslovak Econemic Bulletin,
No. 306, 1956; Statistische Praxis, July 1952 and
October 1955; Probleme Economice, No. 4, 1953
{Bucharest) ; Scinteig, 23 August 1955 and 10

While the volume of foreign trade in relation to
output has increased in several countries, it has re-
mained very low for the area as a whole, representing
only a very small percentage of total output.®

REORIENTATION OF TRADE

As noted previously, the most significant feature
in the foreign trade of the centrally planned economies
has been the radical reorientation in its direction. The
increase in volume during the decade was associated
with a sharp rise in trade within the area and a drastic
decline in trade with the rest of the world.

8 Tack of date on natienal income in current prices makes
it difficult to estimate the ratio of foreign trade to national
income, but the following very rough estimetes indijeate that
this ratio was small for the Soviet Union. In 1954 totel fixed
investment in the Seviet Union was equal to about 174 billien
roubles. According to officinl statements, “aceumulation”, which
includes building up of stocks and part of military expendi-
ture in addition to investment in fixed eapital, represented ahout
25 per cent of national income. Thus even i accumulation
were no pgrester than investment, mational income in 1954
would amount to 696 hillion roubles. Since the value of total
trade (exports plus imports) was in 1954 about 25 billion
roubles, its ratie to mationsl income must heve been less than

February 1956; Trybuna Ludu, 20 April 1954;
Vneshnyaye Torgovlya, No, 3, 1953; Kommunist,
No. 5, 1953 and Ne. 15, 1955; Pravda, 15 Aupust
1955; Kbzgazdasdgi Szemle, No. 6, 1955
{Budapest}.

81951 = 100.
b 1948,

Before the war the trade of eastern European
countries with each other amounted to less than 15 per
cent of their total trade. The chief trading partners
of the group were Germany and Austria, which in
1938 accounted for 38 per cent of exports and 34 per
cent of imports of eastern Europe. Next in importance
were the United Kingdom and the United States, with
8 and 5 per cent of total trade, respectively. The.:

Soviet Union accounted for less than one per cent of |
the total turnover of the other eastern Kuropean
countries in 1938.2* This pattern of trade was radically |

altered during the post-war decade; by 1954 only

3.6 per cent, Similar rough estimates would vield for Poland.
about 5 per cent and for eastern Germany about 11 per cent,’
which is an exceptionally high ratio for countries of this
group. However, prices in foreign trade are not directly related
to domestic prices end, as the differences may be significant,
the actual raties may differ frem these estimates.

32 Excluding eastern Germany. There was no significant trade’
among the Soviet Union, Albania, Bulgaria and Romania in
1938, The Soviet share of Czechoslovakia's trade was about
2 per cent, of Poland’s trade, 1 per cent and of China's total
trade {excluding that of Manchuria}, 0.3 per cent (League
of I;IL;Lions, International Trade Statistics, 1938 {Geneva,
1939) ).
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Table 52. Geographic Distribution of Total Trade, by Country
(Percentage of total trade)®
Liestination or source
1937 1948 1951 1954
Caungry Other Other iher

Centrally Rext centrally Rest centrally Resr cenirally Rerr

planned af planned of planned of ploaned of

ceonamiag world USSR cconomies world uUssr ecunomivs world USSR economies world
Bulgaria .......... 12 88 56 27 17 58 34 8 e BT e 13
China, mainland .... ... v T age 46 15 39 — 80— 20
Czechoslovakia . ... . 11 89 16 15 69 28 32 40 36 39 25
Germany, eastern ., ...° O £ R 25 46 304 24 44 31¢ 25
Hungary .......... 13 87 17 17 66 29 38 33 30 36 34
Poland .... . ....... 7 93 23 i7 60 25 33 42 38 32 30
Romania 18 82 34 36 30 51 28 21 e T2 e 28
USSR ...ccovinen 4e 96 67t 33 80+ 208 TG4 21

Source: For years preceding 1954, data are those reproduced
in United Nations, World Economic Report, 1951-52 (sples
number: 195311.C.2}; Vneshnyeya Torgovlya, No. 11, 1953;
Zahranicni Obehod, No. 5, 19534; and Planovse Khozyaistvo,
Ne. 1, 1954. For 1954: Voprosy Ekonomiki, Nos. 5, 7, 10, 1655;
Wireschafts, Wissenschaft, No. 4, 1956 (Berlin) : Statistische
Prazxis, October 1955; Hungarian Revicw, No. 7, 1955; Czecho-
slovele Economic Bulletin, January 1956; and Fneshnyaye
Torgovlye, No, 11, 1954,

& The percentage shares of trade shown above were presum-
ably derived from trade datn in current prices. Little is known
about price differentirls in the trunde Dbetween different coun.
tries although, sccording to some official statements, prices in
trade among centrally planned economies are mpproximations
of the prices prevailing in world trade. The data in the toble
should therefore be considered as approximate estimates, in-
dicating only the direction of changes and their order of
magnitude.

25 to 30 per cent of trade of most eastern European
countries was with the rest of the world (see table 52).
More than 60 per cent of their trade with the rest
of the world was made up of their trade with western
Europe, including Finland.

During the same period, the Soviet Union emerged
as the largest single partner of the other countries
of the group, its share ranging from 30 per cent of
total trade for Hungary to more than 50 per cent
for Albania, Bulgaria, Romania and mainland China.

In the immediate post-war years the major economic
obstacle 1o resumption of east-west trade was the
scarcity of commodities which previously had repre-
sented the major part of this trade. The western
requirements for foodstefls and raw materials could
not be satisfied by eastern Europe because of its low
level of agricultural output and the decline in the
share of marketable surpluses of food resulting from
its post-war agrarian reforms. Some eastern European
countries which before the war were important food
exporters were compelled by poor harvests to import
large quantities of food from the Soviet Union, Canada
and the United States, in addition to non-commercial
imports, mainly oblained through the United Nations
Relief and Rehabilitation Administration. Exportable
surpluses of raw malerials were limited, both by low

b Computed from Direction of International Trade, joint pub-
lication of the Statistical Office of the United Nations, the
International Monetary Fund, and the Internations]l Bank for
Reconstruction and Development, vol, 1II, No. 4.

¢ The trade of eastern Germany with countries of this area
in 1936 was estimated os equaol to 17 per cent of its foreign
trade exclusive of its trade with western Germany.

 Wirtschafts ‘Wissenschaft, No. 4, 1955, reported a higher
value then that given in Statistische Praxis, October 1955,

¢ Covering trade of the Soviet Union (1937 area) with muin-
Innd China, Czechoslovakin, Hungary, Poland and Romania.

11949,
B 1952,

WPreshnyaya Torgovlya, No. 10, 1955, ond Pravda, 15
August 1955,

output and by growing requirements for reconstruction
and industrialization. At the same time, import re-
quirements of the centrally planned economies could
not be met easily by the western countries which before
the war were their main suppliers of manufactured
goods and capital equipment, hecause of war devasta-
tion and shortages prevailing during the immediate
post-war period in western Europe. Even in cases
where such goods were available, the exporting coun-
tries were not willing to export them to eastern Europe
except in return for essential food and raw materials
or against payments in gold or hard currency.

The difficulties hampering expansion of foreign trade
were not eliminated during the subsequent years
despite the 1ecovery of production in both eastern and
western countries. Rapid industrialization in the
centrally planned economies substantially reduced
the proportion of their output of raw materials and
fuel available for export to the west, and the slow
recovery of agriculture, together with the rising
domestic demand for food, continued to keep down
exports of foodstuffs. On the other hand, limitations
imposed upon exporis of equipment and strategic
materials hy the west, from 1949 onwards, made it
dilbeult for the centrally planned economies to obtain
from outside of their area their most essential imports.
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Simultaneous with these developments in trade with
the rest of the world was a rapid expansion of trade
within the group of centrally planned economies, and
especially trade between the Soviet Union and the
remaining countries of the group, as already noted.
This expansion, in face of the decline in trade with
the rest of the world, cannot be attributed to purely
economic reasons, While the advantages derived from
long-term agreements based on advance planning of
deliveries and purchases played a significant part in
these developments, an even more important factox
was the political affinity of the eastern European
countries and their tendency to lreal the area as a unit
and to increase the strength of the group as a whole.

The nationalization of industry and the govern-
ment monopoly of foreign trade in each country
enzbled governments to direct the flow of goods to
other countries of the group, irrespective of the short-
term advantages which any single country might
derive from expanding its exports to the west. The
predominant part in these developments was played
by the Soviet Union; the magnitude and diversity of
its production enabled it to sapply other countries
of the group with goods which, for economic or
political reasons, were difficult to obtain elsewhere.
It supplied them with most of their raw material
requirements and with significant quantities of capital
equipment in return for finished goods from the
more industrialized countries and semi-manufactores
and raw materials from the less industrialized countries.
The development of this trade was facilitated by
credits from the Soviet Union to several countries. In
the case of former enemy countries, reparations and the
existence of mixed corporations and the zesulting
necessity to adjust production to the requirements of
the Soviet Union were an important factor in the
reorientation of their trade, By 1948, exports of the
centrally planned economies of eastern Europe to the
Soviet Union were already ten times as high, and their
imports twenty-five times as high, as their very low
1938 volume.®

Yugoslavia’s post-war trade initially followed the
general pattern of trade of the other eastern European
countries in its sharp reorientation from traditional
western European markets; in 1948, over 50 per cent
of it was directed towards the other centrally planned
economies of eastern Europe. However, political events
at the end of 1948 resulted in a virtually complete
severance of commercial trade relations between Yugo-
slavia and other planned economies. The resulting
change in its direction of trade was not reflected in
any decline in the aggregate volume of eastern
European intra-regional trade because of a substantial
increase in the trade of the other countiies of the
group, and further shifts from trade with the west to
trade with the group, especially on the part of
Crechoslovakia,

83 {Inited Nations, Economic Survey of Europe in 1948 {sales
number : 1949 TLE1),

By 1950, the trade of mainland China began to
play an important part in the total trade of the
centrally planned economies. Following the establish-
ment of the new regime and the conclusion of the
Sino-Soviet Treaty of Friendship and Mutual Assist-
ance, large-scale trade agreements were concluded
between mainland China and the other countries of
this group. On the other hand, its trade with the rest
of the world declined substantially, a decline acceler-
ated by the imposition of a trade embargo by westero
countries in 1952. The resulting curtailment of trade
was most noticeable in western exports, which in 1953
fell to less than half their 1948 value. By 1953 three-
quarters of mainland China’s trade was conducted
with the centrally planned economies, the Soviet Union
accounting for 56 per cent of it; its share in the
total trade of the Soviet Union rose to 18 per cent.™

The reorientation of trade of the centrally planned
economies towards trade within the group was not a
uniform process throughout the decade. In fact, from
1946 until 1948, owing largely to aid from the United
Nations Relief and Rehabilitation Administration and
to substantial foreign credits, the trade of the planned
economies with the rest of the world was expanding
and the share of east-west trade in their total trade
remained higher than that of trade among the members
of the group. During the same period the share of the
Soviet Union in such trade, which was very high
in 1945 and 1946, declined, while that of other
countries of the group increased.

The deterioration in the international situation and
the resulting decline in east-west trade that began in
1949 contributed to the sharp increase in the share
of intra-trade in total trade of eastern Furope, and
more specifically to the substantial rise in the Soviet
Union’s share in it. The predominant position gained
by this country in intra-trade between 1948 and 1951
was maintained in the years following. From 1951
onwards the distzibution of trade of the centrally
planned economies was characterized by a high degree

of stability.

Trade within the group

Though the rate of expansion of intra-group trade
was far from uniferm, it was very rapid for all pairs
of trading countries (see table 53}, and in each case
the volume of trade in 1954 was considerably larger
than before the war. The largest increases, over the
period covered by the data, were achieved by countries
which had not actively engaged in trade with the
other countries of the group until late in the period.
Thus the trade of eastern Germany with Bulgaria,
Romanis and mainland China, very limited hefore
1950, expanded rapidly during the next four years.

W Vaeshnyaya Torgoviya, No. 2, 1955; and Zahranicni

OQbchod, No. 5, 1954
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The fivefold increase in Sino-Soviet trade in four
years is especially significant because it has made
mainiand China the largest single trading partner of the
Soviet Union. Even sharper increases occurred in the
trade of the two most industrialized countries of the
group, Czechoslovakia and eastern Germany, which
by 1934 had increased their trade with each other
sevenfold, albeit from a very low level in 1948, While

their trade with each other represented only a small
proportion®® of their total trade even in 1954, it is
significant nevertheless that the increase occurred in
trade between two of the more industrialized countries
of the group, especially in view of the limited interest
shown until recently in international division of labour.

5 Six per cent of enstern Germany's total trade.

Table 53. Indices of Foreign Trade* among the Centrally Plunned Economies®

Buae Hasn
Country year 1954 Country yoor 1954

Bulgaria: Hungary:

Ching, mainland ....... 1952 200 China, mainland ....... 1950 120
Czechoslovakia ..... ... 1948 210 Czechoslovakia ........ 1948 310
Germany, eastern ...... 1950 680¢c Germany, eastern ...... 1950 310°
Romania .............. 1049 100 Poland .. .r v 1949 200
USSR .......... B, 1945 200 USSR . v iinievnnnes 1946 1,400°
China, mainland :

T Poland:t
Bulgaria .............. 1952 200 . .
Cze%]mslovnkia ......... 1950 450 China, mamlfmd ........ 1951 140
Germany, eastern ...... 1950 3,000¢ Czechoslovakin ........ 1948 180
HUngary ««coooeeeannn. 1950 120 Hungar.y ................ 1949 200
Poland . ...... o 1951 140 Romania ..... s 1949 140
Romania .............. 1052 570 [ 315751 ; S 1947 420
USSR ......... e 1950 500 .

Czechoslovakia: Romania:

Zechosiovania: Bulgaria «......o.o.o.. 1949 260

Bulgaria .............. 1948 210 China, mainland ....... 1952 570

China, mainland ....... 1950 450 Czechoslovakia ........ 1948 100

Germany, eastern ...... 1948 700 Germany, eastern ...... 1950 840¢
Hungary .............. 1948 310 Poland ©veooeonnnn. 1949 140

Poland .......ccnena-. 1948 180 USSR oo 1047 700

Romamiz .........c.u.. 1948 100

USSR v e 1948 290 USSR :

Germany, castern: Bulgaria ............ . 1949 200
Bulgaria .............. 1950 680 China, mainland ....... 1950 500
China, mainland ....... 1950 3,000 Czechoslovakin ........ 1948 201
Czechoslovakia ........ 1948 700 Germany, eastern . ..... 1950 341
Hungary - ..v..oo. ... 1950 310¢ Hangary ..o.onvnnnns 1946 1,400¢
Romania .............. 1950 840¢ Poland ............... 1947 420
USSR ... iviivnnvcnnn 1950 340 Romania ...... Cennnana 1947 700

Source: For a Lasting Peace, for a People's
Democracy, 25 June 1954; Vreshnyaya Torgovlya,
No. 10, 1954, and Nos, 2, 7, 9, 11, 1955; Czecho-
slovak Economic Bulletin, No. 303, 1955, and No.
304, 1956; Der Aussenhandel, No. 20, 1955 {(Ber-
Yin) ; Die Wirtschaft, No. 36, 1054; Szabad Nep,
14 January 1955; Polish Facts and Figures, 16
July 1955 {(London); Chamber of Commerce of
the Romanian People’s Republic, Information
Bulletin {Bucharest),

@ Imports plus exports,

#No precise information is available on the
methods used to compute these indices. In some
cases, it was stated that the indices refer to
changes in volume, in others, te changes in veol
ume “in constant prices”, and, in a few cases,

During the period of reconstruction little attention
was devoted to international specialization. Indeed, the
main preoccupation in each counlry was to restore its
industries from their devastated conditien and to bring
into use all existing capacity. The urgency of this

merely changes in trade. Despite this, it is as
sumed that the indices reflect the changes in
volume of trade. Only the index of trade between
mainland China and Czechoslovakin is derived
from data on changes in current velues, All figures
are rounded.

¢ Planned.

41953; in 1950 the level of trade was very low.

21953,

{The index of volume of trade based on 1037
== 100 was, in 1954: with Bulgaria, 300; with
Crochoslovakia, 500; with Romania, 400. The vol-
ume of trade with eastern Germany in 1954/55
was more than double Polish trade with all of
Germany in 1937,

task left Hule room {for preoccupation with inter-
national division of labour and the advantages of the
co-ordination of economic development among coun-
tries of this group. Moreover, already at this stage,
each country had embarked upon a policy of industrial
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expansion involving a tendency to develop all hranches
of industry, especially of heavy industry, as if “each
had to build socialism in isolation”.3® The effect of this
policy on foreign trade was reflected in the great
similarity of import requirements of most countries.
In the main, this tendency towards self-sufficiency con.
tinued until 1953, although certain important changes
in attitude had begun to emerge at the inception of
the long-term plans of economic development. In 1949
the Council of Mutual Economic Assistance of the
centrally planned economies had been created to
promote the exchange of economic experience, tech-
nical assistance and “mutual aid in providing raw
materials, foodstuffs, machinery and equipment”.®

Various steps taken subsequently by the eastern
European governments, presumably under the aegis
of the Council of Mutual Economic Assistance, in
order to foster economic co-operation and expansion
of foreign trade, included the adoption of certain
standard specifications for some products, the intro-
duction of a single system of through rates for rail
carriages in eastern Europe, and joint development
of certain resources. Some beginnings of specialization,
limited to certain types of engineering equipment,
were made in mid-1950 in connexion with the upward
revision of plans in several countries, at the time of
rising international tensions and of declining east-west
trade.?®

The tendency towards specialization and expansion
of foreign trade was considerably strengthened in
1953 in connexion with the reappraisal of policies.
Indeed, one of the most important aspects of the new
policy adopted by the centrally planned economies
was a significant change in attitude towards inter
national division of labour and foreign trade within
the group. The broadening of trade relations, closely
associated with integration of the long-term plans
of all the countries, was conceived as a means of
raising the productivity of the area as a whole. To
this effect, specialization, until now mostly related
to specific products within 2 particular industry,

8¢ V. Kaigl, Director of the Institute of Econcmics, Czecho-
slovak Academy of Science, in “Development of Econemic
Ties between Countries of the Socialist Camp”, Foprosy
Elonomiki, No. 7, 1955, page 85.

8% Mejdunarodreya Zizn, No. 1, 1955 (Moscow).

38Tn agreement with ather countries of the proup, Hungary
enlarged its productive capacity for certnin types of electrical
equipment and barges; Poland, its ecapacity fer building rail-
road cars and manufacturing mining equipment; eastern Ger-
many, heavy electrical, mining and foundry equipment: Czecho-
slovakia, machine tools. Later, agreements were concluded
between the larger steel producers providing for specialization
in output of specific rolled steel shapes and for their exchange.
Similar forms of specinlization involving different types of
preducts within the same industry were nrranged for the pro-
duction of tractors and ball-bearings. Peland and Romania
agreed on specialization in particular types of ball bearings,
and in production of tractors, Poland undertaking to produce
medium-powered ones and Remania heavy-duty types.

was to be extended and applied to the economy as a
whole.?” Tt has been stressed in several recent official
statements that each country need nof continue to
develop all branches of industry but should concentrate
upon the expansion of those sectors of the economy
for which it is hest suited and should acquire through
foreign trade those goods which can be produced at
less expense in other countries of the group.® One
aspect of the increased emphasis on international
specialization was the desire to realize, especially in
smaller countries, with limited domestic markets,
economies of large-scale production through a tran-
sition to assembly-line and mass-production methods
for an increasing variety of goods.

Long-term credits from the Soviet Union have
played an important part in the development of the
post-war trade of several countries, both in enabling
them to buy equipment, raw materials and foodstuffs
from the Soviet Union itself, and, in some cases, in
providing them with gold or foreign currency required
to finance trade with the rest of the world.

Lack of data as to the total value of credits made
available by the Union of Soviet Socialist Republies
during the post-war decade makes it impossible to
assess the scale of such credits or their importance in
relation to trade among the centrally planned econo-
mies. Ior countries for which data are available, the
value of credits granted between 1947 and 1954
arnounted to about 5.9 billion roubles,® According
to a recent statement, however, long-term credits made
available by the Soviet Union to other countries of
the group now total 21 billion roubles, which pre-
sumably includes the sum allocated to mainland China
during its current five-year plan, 5.6 billion roubles.*®

38 Bilateral commissions for ecenomic co-operation in light
industry were formed between all countries of the group.
According to the Czechoslovak Economic Bulletin, Neo, 296,
1955, the Czechoslovak-enstern German commission at its 1955
session discussed, among other things, the co-ordination of pro-
duction. Some degree of specinlization in light industries can
be detected in the qualitative data in the more recent trade
agreements of Crechoslovakia, Hungary and emstern Germany.

40 This was reasserted hy N. Khrushchev (Prasda, 15 Fehru-
ary 1956) ; see footnote 5.

41 Poland in 1947 received o gold loan of $27.8 million from
the Soviet Union, followed in 1948 and 1950 by credits totalling
85680 million for purchase of Soviet equipment. Out of the
totel eredits of 485 million roubles made avnilable to eastern
Germany by the Soviet Union in 1953, 135 million were in
free currency. Mainland China obtzined two longterm low-
interest loans ($300 million in 1950, and 520 million roubles
in 1954). Northern Koren and northern Viet-Nam were offered
grants by the Soviet Union of one billion and 400 million
roubles, respectively, for the purchase of goods from the cen.
trally planned economies. Reconstruction grants-in-aid swere also
made to northern Korea and northern Viet-Nam by other
countries of the group in cash as well as in kind. The sum
of 5.9 hillion roubles was obtained by converting dollar credits
into ronbles at the present exchange rate of 4 roubles to the
dollar, which went into effect in Mareh 1950

42 Pravda, 15 February 1956. Aecording to the official rate
of exchange this would smount to $5.25 billien and $14
billion, respectively.
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It is not clear, however, to what extent loans already
disbursed are included in this tetal.

Trade with rest of world

In contrast to the continuous expansion of trade
within the group of centrally planned economies, trade
with the rest of the world during the post-war decade
registered a sharp decline, subject, however, to some
fluctuation (see table 54), Following a significant

expansion from the post-war low level in 1946, trade
with the rest of the world after 1948 entered a period
of contraction which lasted until 1953, This was
followed in 1954 and 1955 by a substantial recovery,
which none the less failed to restore its volume to
the 1948 level,

At its highest point, in 1948, total trade turnover
between the centrally planned economies and the rest
of the world amounted to about $3.8 billion compared

Table 54. Trade of Centrally Planned Economies with Rest of Woxld
(Current values in millions of dollars, f.0.b.)

Oiher emitern

USSR European coumntriest Mainland China Total
Reporting area
ond year Ezports Imports Exporis Imports Exports  Impores Exporta Imporis Imf:;;‘;;lm
Canada and United States:
1938 .. 18.4 75.0 45.4 65.5 275 37.5 91.3 178.0 269.3
1948 ... ..., 86.6 281 312 1122 1253 3079 243.1 4482 691.3
1954 . o e 125 5.2 33.6 6.8 1.9 0.1 48.0 12.1 60.1
Latin America:®
1988 e e e— 11 20.0 23.3 0.2 16 202 26.0 46.2
I8 e 0.1 12.2 36.5 73.1 0.4 52 3170 0.5 127.5
1084 e eneaen, 25.3 74.5 565 7.6 2.4 36 87.2 155.7 2429
Middle East:®
O3B . e, 132 148 25.4 15,5 10 1.2 396 315 711
L 42.8 52.1 29.0 26.1 6.6 0.6 78.4 78.8 157.2
T 200 274 48.3 435 121 11.8 80.4 82.7 163.1
Western Europe:d
1088 e 1602 1700 6285 5254 448 81.3 833.5 7827 16162
B 2190 1210 6210 4942 60.1 80.5 900.1 695.7 1,595.8
B 3331 2574 4619 5431 886 82.8 883.6 883.3 1,766.9
Finland:®
O3B e 2.0 0.9 11.4 3.5 0.1 0.5 13.5 49 184
T8 . e 46.1 1456 370t 115 0.2 11 83.3 1582 241.5
1054 e e, 796 166 889 37.0 2.5 6.6 i71.0 190.2 361.2
Asia and the Far East b
1988 ... .o 18 4.7 1860 140 25885 4225k 2786 441.2 7198
1948 .. . ... 142 89.3 186 33.6 2355 1573 268.3 2802 5485
B 5.0 9.3 28.4 324 2172 1738 250.6 2156 466.2
Other areas:h
1988 ... .. 43.3 83 83.4 330 24.2 31 150.9 449 165.8
1948 ... .. 1 . 639 1174 1180 1244 10.1 275.1 192.0 4671
F L 3.7 63.0 228 34.8 17.7 32 44.2 1010 145.2
Fotal, world trade with centrally
planned economies:
938 . .. .. ... . 2389 2753 8321 6B02 3566 5587 14276 15002 29368
1948 .. ... 4421 5122 8907 8687 5525 5627 1.8853 19436 38289
1954 e 4792 5834 7434 7752 83424 92820 15650 16406 32056

Source: United Nations, Monthly Bulletin of Statistics,
August 1955, specisl table A, and Direction of International
Trade, vol, VI, No. 10; adjusted for Japan’s trnde with China
in 1938, The figures reproduced in this table are those reported
by the trading portners of mainlend Chine end eastern Europe,
and give ealy an approximate indication of the magnitude and
direction of trade of these countries.

& Albnnia, Bulgaria, Czechoslovakis, Hunpgery, Poland, Ro-
mania and, sinee 1948, enstern Germany.

b Dollar and non-dollar arees.

¢ Non-sterling areas and Aden, Bahrein, Iraq, Jordnn, Kuwzit,
Libya and Quatar

_‘! Contineptal western Europe, Iceland, Ireland and United
Kingdom; including all of Germany in 1938, western Germany
in 1948 and 1654

¢ Finland's imports cid, reduced to fob. values,
I Excluding imports from eastern Germany for 1948

# Adjusted te include Manchuria and Kwantung in total
Chinese trade with Japan.

h Australia, New Zealand, Nyasalznd, Rhodesia, Spain, Unien
of South Africa, Yu_gosiavia and oversen territories of continen-
tat European countries; residunl figures from world trade totals.
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with $2.9 billion in 1938; after allowing for the in-
crease in world prices, the post-war peak volume
represented less than half of its pre-war level. I'rom
1948 until 1953, the volume of trade declined further.

It was not until the third quarter of 1953 that a
substantial recovery occurred, mainly under the impact
of rising imports of the Soviet Union. The trade of
other centrally planned economies did not show any
increase until the early part of 1954, and for the year
as a whole was still probably moie than 10 per cent
below its post-war peak in 1948. The rise in trade
from 1953 to 1954 was achieved during a period
of lessening international tensions and of some xe-
laxation in trade restiictions; to a large extent it
also reflected recent efforts of the centrally planned
economies to improve their supplies of food and
raw materials and to enlarge their commercial con-
tacts with the rest of the world. This was achieved
in 1954 chiefly by an expansion of imports into these
countries from the rest of the world*

During the post-war decade western Europe has
been the majeor trading area in the commerce of the
centrally plenned economies of Europe with the rest
of the world#* A peak in European east-west trade
had been reached in 1949, when, as may be seen
below, eastern LEurope’s exports to western Furope
attained 86 per cent and their imports 50 per cent
of their pre-war volume (1950 = 100).*

1938 1949 1951 1952 1953 1954
Exports. .. 305 111 89 85 87 106
Imports... 205 103 o8 91 i05 126

Source: United Nations, Economic Bulletin for Europe, vol.
7, No. 2, 1955,

Fast-west Buropean trade declined substantially
during the following years, reaching its lowest peint
in 1952, when exports fell to 28 per cent and imports
to 44 per cent of pre-war levels. This decline was
strongly influenced by a decrease in imports of
machinery from western Europe, mainly because of
licensing restrictions and by a decline in exports of
coal, iron and steel products and textiles from eastein
Europe. The decline of trade in strategic materials
and manufactures in both directions could not be
compensated for by a 1ise in trade in consumer goods,
both hecause the centrally planned economies lacked

43 Spviet purchases were partly financed by the sale of 21
million ounces of silver and unspecified nmounts of other
precious metals on the London market in 1953 and 1954
{Annnal Bullion Review (London, 1954} ).

44 The share of western Europe in their trade with the rest
of the world rose from 42 per cent in 1948 to 56 per cemt
in 1954, mainly because of a decline in the share of North
America, The trade of mainland China during this period was
chiefly concentrated on Hong Kong and other aress of the
Far East.

46 FPor pre-war the data refer to the trade of western Europe,
including the whole of Germany; for post-war they exclude
the trade between eastern and sestern Germany and repara.
tions deliveries of Finland to the Soviet Union.

additional exportable grain surpluses and because their
import demand was at this time concentrated on
producer goods.

The increase in imporis of the centrally planned
economies from western Europe in 1953 and 1954
raised their import volume 20 per cent above the
earlier post-war peak of 1949. Exports increased
much less, however, and in 1954 were still about
4 per cent below 1949, The total volume of trade in
1954 was 8 per cent above 1949 but still represented
not more than about 45 per cent of the pre-war level.

The trade balance in east-west European commerce
was subject to extensive fuctuations during the post-
war decade, During the immediate post-war years im-
ports of the centially planned economies exceeded
their exports; however, the subsequent increase in
deliveries to the west of industrial raw materials and
of agricultural commodities led to the reappearance
of an export surplus, which had been a permanent
feature of this trade before the war. This suiplus,
mainly accruing in the form of sterling, was used
to finance the net imports of eastern Europe in ils
trade with the oversea sterling area.*®

While the contraction of trade with western Furope
up to 1952 was followed by a recovery in 1953 and
1954, trade with North America continued to fall in
1953 to 2 mere 10 per cent of its value in 1948, and
it remained at this level through 1954. Exports to
North America declined less than imports after 1948,
and the traditional import surplus, which existed both
before and immediately after the war, was thus trans-
formed into a net export balance. Trade with Asia
and the Far East, which in 1948 was substantially
below the pre-war level, declined by some 14 per cent
from 1948 to 1953, much less than the drop in trade
with the industrial countries of western Europe and
North America. Trade with the Middle East was even
less influenced by the general contraction.

The largest fluctuations occurred in trade with
Latin America, which declined by about 30 per cent
from 1948 to 1953 but more than doubled in 1954.
This steep expansion in 1954 was mainly due to a
considerable increase in Soviet imports during that
year,

The recent tendency towards expansion of trade
with primary producing countries, discussed in chapter
6, was not yet reflected in any significant shifts in the
geographical distribution of trade in 1954. Although
trade with these countries increased more than that
with western Europe, Finland and North America,
this was mainly due to the sharp increases in trade

48 The net import belance on trade with the oversen coun-
tries reached s peak in 1951, when it exceaded $100 million.
Thereafter it was pradually reduced by the rise in exports
from the centrally planned economies to those countries which
provided them with primary commodities,
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with Latin America. Trade with the Middle East rose
much less, and increases in the trade with Asia and
the Far East were insignificant in 1954,

CHANGES IN COMMODITY COMPOSITION

The most striking post-war development in the com-
modity pattern of trade of the centrally planned
economies has been the incremse in importance of
machinery and equipment.” In all of the countries
for which dats are available, the share of such goods
in total imports increased substantially, the increases
being especially large in the less industrialized coun-
tries. In Poland, Romania, Bulgaria and mainland
China, machinery and equipment comprised more than
40 per cent of all imports in 1953/54, and even in the
Soviet Union the share increased from 11 per cent
before the war to about 30 per cent in 1953, The
only countries for which this shift was not very sig-
nificant were Czechoslovakia and eastern Germany
where production of machinery and equipment in rela-
tion to total output had been relatively high before
the war {see table 55).

In several countries the rise in the relative share of
machinery and equipment in exporis was even more
pronounced than in imports; in Czechoslovakia the
share in exports rose from 6 per cent before the
war to over 50 per cent in 1953/54, in Poland from
one per cent to 12 per cent and in Hunpgary from 9 to
40 per cent. Although data are mot available for
the other countries, it seems certain on the basis of
qualitative information that the share of machinery
and equipment in exports increased for them as well.
Indeed, one of the features of post-war trade of the
centrally planned economies has been the increase
in exports of machinery and equipment by countries
which before the war had not exported capital goods.

In contrast to the rising share of capital goods,
exports of foodstufls fell in most of the countries as
compared with the pre-war period, not only as a share
of total exports but also in absolute amount. Although
the decline in exports of feed during most of the
post-war decade was due chiefly to the slow recovery
of agriculture, aggravated by repeated crop failures
owing to poor weather, it was also influenced by an
increase in consumption in relation to domestic pro-
duction associated with agrarian reforms, elimination
of unemployment and the rise in national income.
These factors were especially important in such tra-
ditionally food exporting countries as Hungary and
Poland.

The increase in raw material and fuel requirements
for the industrialization programmes has led to a
larger exchange of these commodities, both in trade
among the centrally planned economies and in imports

47 I'or & more detailed review of the commodity composition,
see United Nations, Economic Survey of Europe in 1954,

from the rest of the world. The rise in imports of
these commodities from the rest of the world was
especially significant for the more developed countries
of the group such as eastern Germany, Czechoslovakia
and Poland.

The most drastic chanpes in commodity composition
of trade have vccurred in Hungary and Poland, which
have sharply increased their exports of engineering
products and have come to rely on imports of sub-
stantial quantities of agricultural produce from abroad.
Changes have been less significant in Bulgaria and
Romania, The imports of mainland China, which began
its industrialization at a later stage than the other
countries, have also changed substantially during the
past five years. Whereas over 50 per cent of its imports
prior to 1950 were made up of consumer goods, in
recent years the share has fallen to between 11 and
15 per cent of the total while the share of raw materials
and capial equipment has sharply inereased. The
share of machinery and equipment rose from about
a quarter of total imports of manufactures before the
war to more than 50 per cent in 1953/54.

Trade within the group

Changes in composition of trade of the centrally
planned economies have been most significant in trade
within the group. The pattern of this trade has been
radically altered by contraction of certain traditional
flows and rapid expansion of others and by establish-
ment of new channels of trade in commodities which
before the war had no share in it. By 1954 over one-
third of total intra-trade was made up of machinery
and equipment, whereas before the war such trade
was negligible.*® This change in composition is partly
due to the inclusion in this group, after the war, of
eastern Germany, which has become one of the largest
suppliers of capital goods within the area® Other
countries, such as Czechoslovakia, Hungary, Poland
and the Soviet Union, however, have considerably
increased their exports of machinery and equipment
since the war.®® At the same time the Soviet Union
has become the largest importer of capital goods,
the next in importance being Poland, mainland China
and Romania.

Changes in the trade flows of industrial raw
materials and fuels have been no less important. The
most significant change in this respect was the
emergence of the Soviet Union as the major supplier

18 Kommunist, No. 15, 1954.

% Fifty per cent of eastern Germany's experts of machinery
and equipment went to the Soviet Union.

50 The Soviet Union has been exporting complete industrial
plants, cocl-mining machinery, heavy construction equipment,
agricultural machinery, vehicles and other engineering prod-
ucts. Hungary exports, among other poods, sea and river craft,
diesel locomotives, heists and cranes; Peoland, railway rolling-
steck and mining equipment; Romania, oil drilling and proc-
essing equipment.
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of raw materials for heavy industry as well as for
light industry, in trade within the group. Soviet
exporis of iron ore to other countries of the group,
insignificant before the war, reached in 1951-1953
about 3.1 million tons, on an average, in terms of iren
content, accounting for about 80 per cent of all imports
of the European centrally planned economies during
this period. Similarly, the Soviet Union became the
main source of supply of manganese and chrome ores,
phosphate of lime, non-ferrous metals and, until
recently, cotton.

The steep increase in coal requirements led to a
considerable extension of trade in coal. Polish coal
exports to the other countries increased from a mere
200,000 tons in 1935-1938 to 17.2 million tons annually
in 1951.1953, more than hall of it being shipped to
the Soviet Union.®* Romanian exports of petroleum
to the centrally planned econcmies rose from 600,000
tons in 1935-1938 to 6 million tons in 1951-1953.
Changes in the trade in foodstuffs during the post-war
decade were less uniform than those which occurred
in the flows of capital equipment, raw materials and
fuels. Intradrade in grain, which was very small
before the war, expanded considerably during the
post-war decade. Moreover certain countries which
before the war were net exporters of grain, mostly
to western Europe—such as Poland and Hungary—
have in recent years become importers of significant
quantities of grain from the Soviet Union.®® Soviet
exports of grain to other centrally planned economies,
negligible before the war, reached 2 to 3 million tons
per year, the largest part of which went to eastern
Germany and to Czechoslovakia.™

No direct information is available on changes in
the trade of manufactured consumer goods in relation
to aggregate trade of the centrally planned economies
with each other., However, the rise in the share of
capital equipment to one-third of the total, as well as
the considerable expansion in volume of trade in raw
materials, fuels and grain, indicate that the share of
manufactured consumer goods in intratrade was
substantially smaller during the post-war period than
before the war., Nevertheless, the volume of trade in
such goods as textiles, leather goods, glassware,
porcelain and durable consumer pgoods was sub-
stantially larger than before the war,

51 Although the Soviet Union was a net importer of hard
fuel, it provided other countries of the group with increasing
quantities of coke.

52 Aveording to Freshnave Toergoslya, Nos. 2 and 7, 1055,
in 1954, 70 per cent of Polish imports of bread prains and
94 per cent of Czechoslovekin's imports of grain were provided
by the Soviet Union.

5% Eastern Germany before the war was a net exporier of
grain 1o western Germany; after the war its imports from the
Soviet Union ranged between one and 1.5 million tons per
year. Crechoslovakia’s net imperts of grain from other coun-
tries of this groeup smounted to about 100,000 tons before the
war; during the post-war decade it imported more than one
million tons per year from the Seviet Union

Trade with rest of world

The composition of the trade of the centrally
planned economies with the rest of the world was
affected by several forces, partly reinforeing, but partly
conflicting with, one another. On the one hand, the
shrinking volurte of east-west trade led the eastern
countries to concentrate their demand as much as
possible on the most essential imports. On the other
hand, the strategic limitations placed by western
countries on exporty to the centrally planned economies
tended to fall most heavily on these same commodi-
ties—capital goods and raw materials for such goods.
The composition of imports was addilionally affected
by the pace of industrialization in the post-war decade;

Table 56. Exports of Western Europe to
Liastern Europe
{Millions of current dollars, f.0.b.)

Comnadity 1952 2953 1954
Consumer goods ................ 128 152 332
Food ... o i, o1 131 220
Tobacco ...... e e 4 10 25
Textiles ....cooooviiiiiaal, 3 28 47
Paper «....coooviiiinn oo 13 18 36
Raw materials for consumer goods 93 9% 127
Capital goods ............ AU 280 261 261
Raw materials for capital goods... 153 154 128
All other commodities ........... 78 80 111

Source: United Nations Economic Commission for Furope,
Lconomic Bulletin for Europe, vol. 7, No. 2, 1955.

in the early post-war years the emphasis in demand
was naturally on capital goods, but after mid-1953,
when it became urgent to deal with eritical shortages
of food and raw materials, the emphasis in import
demand shifted to these items. The influence of these
factors was reflected in an increase in the relative
share of machinery and transport equipment at the
expense of other manufactures from 1938 to 1048,
and a rise in the share of food at the expense of
machinery and transport equipment from 1948 to
1954, The composition of exports to eastern LEurope
by ceztain western European countries and the United
States” is shown below (as percentages of tolal
exports}).®

S Tor 1938 and 1948, exports of Belgium-Luxembourg,
France, western Germany, Italy, Netherlands, Sweden, Switzer-
land, United Kingdom and United States lo eastern Lurope,
exelusive of Albanin and enstern Germany. For 1954, western
countries nre exclusive of Switzerland, and enstern European
countries inciude Albania and eastern Germany.

5% The values for 1938 are in constant 1948 prices, for 1954
in current prices. The values in constant 1948 prices were com-
puted on the hasis of weighted export unit value indices for
each commodity group for each exporling country. Export
unit volue indices for total western trade on a 1953 base
indicate that the change in dollar prices from 1948 to 1954
wns under 5 per eent.
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1938 e 1954
Food, heverages and tobacco......... 5 8 24
Raw materials and fuels............ 16 17 18
Machinery and transport equipment.. 28 42 23

Other manufactures ................ 51 a3 a5

Source: United Nations, Econemic Survey of Europe since

the War {sales number: 1953.J1.E4}, table LV, appendix A;
zml;il Commodity Trade Statistics, vol. VI, No. 4, summary
mfl (Ii;miuding metal ores and serap.
Developments in recent years are illustrated in
greater detail in table 56, which shows that, from
1952 to 1954, imports of consumer goods, especially
of food, and of raw materials for Light industry in-
creased substantially while those of capital goods and
of raw materials for producer goods declined in
ahsolute value,

The composition of the exports of the centrally
planned economies to the rest of the world changed
less than that of imports. As before the war, the
major part of exports was composed of raw materials
and food. As shown in table 57, exports of timber,
hard fuels and grain from eastern to western Europe
declined substantially in 1954, compared with the
pre-war period, while exports of petroleum increased
by almost 70 per cent. '

During recent years, a new tendency has appeared
in the exporis of the centrally planned economies to
the rest of the world. There has been an expansion in
trade with the under-developed aress, invelving an
exchange of manufactures, particularly of machinery
and equipment, in return for primary products. Trade
agreements concluded with Afghanistan, Burma, India,
Indonesia and Syria involve deliveries of complete
industrial units by Czechoslovakia, eastetn Germany,
Poland and the Soviet Union. Trade with Latin
America and the Middle East has also been developing
along similar lines. Apart from more general policy
considerations which may be involved, the expansion
of this trade is hased upon growing requirements for
primary commodities and expanding output of capital
pgoods in the centrally planned economies, as well

as upon the intensified demand of under-developed
countries for capital goods and the weakness in world
export markets for some of their primary commodities.
Although such trade was rather Hmited before 1956,
the new trend may have considerable significance
for future developments in world trade.

Table 57. Exports of Selected Commodities from
Eastern Europe to Western Europe

{Millions of indicated unit)

Commedity, unit and origin Preawenr 1948549 1954
Timber* (cubic metres)® ...... 11.0¢ 21 51
Hard fuels® (tons}® .......... 183 14.4 110

Czechoslovakia ............ 51 2.3 11

Germany, eastern .......... —— 0.2 32

Poland ................... 13.2 118 57

USSR .vviivii i i — 01 L0
Petroleum® (tons) ........... 16h —— 31

Romania .................. pr— s 16

USSR .....coivviuinn. p— P— 15
Grain! (tons) ............. ... 39 20 13

USSR ..., 1.3 0.9 0.9

Source: Statistical Office of the United Nations, Commodity
Trade Statistics; United Nations Economic Commission for
Europe, Quarterly Bulletin of Coal Statiseics, vol. II, Nos. 3
and 4, vol. III, No, 4 (Geneva) ; Food and Agriculture Organi-
zation of the United Nations and Economic Commission for
Europe, Timber Bulletin for Europe, vol. VI, No. 4 and
Timber Statistics for Europe, vol. VII, No. 4 (Geneva) ; Food
and Agriculture Organization of the United Nations, Com-
modity Series, Grain, Bulletin No. 18, May 1550 (Rome);
Lesgue of Nations, International Trade in Certain Row
Materials and Foodstuffs, 1937 and 1938 {Geneva).

o Including exports to some Middle Fast countries,

¥ Conversion factor for sawn softwood: one standard equals
7.8 cubic metres in roundwood equivalent.

¢ 1937 exports from Baltic States and Czecheslovakia, Hun-
gary, Poland, Romaniz and the Soviet Union.

¢Including trade within Germany in post-war years.

¢ (Coal, coke and brown coel added 1on for tenm.

11937 exports, excluding Germany and marginal exporters;
exclusive of bunker fuels.

& Including crude oil.

k1937 exports from Romania and Soviet Union only.

1} Wheat, rye, barley, meize, oats, including flour in grain
equivalents; Crechoslovak and eastern German exports not
included.

11934-1938 average annual exports, not adjusted for post.
war territorial changes.
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Chapter 4

RECENT TRENDS IN INDUSTRIAL COUNTRIES

The Current Economic Expansion

Expansion was the keynote of economic change in
1955 in the industrially developed private enterprise
economies. In western Europe, it represented a con-
tinuation, for the third year, of a sharply rising trend
in production. Industrial output reached a record
high level and, despite the appearance of slackening
in some countries towards the end of the year, the
rate of expansion for western Europe as a whole was
higher than in the two preceding years. In Notth
America, following a recession during 1953/54, the
recovery in industrial production in 1955 raised output
beyond the peak post-war level attained during the
first half of 1953.

The present phase of economic growth in the in-
dustrial countries is significantly different from that
which followed the outbreak of hostilities in Korea.
Price increases accompanying the expansion in western
Europe in the past three years and in North America
in 1955, were, on the whole, moderate snd in any case
much smaller than those typical of 1950/51. The
most important difference between the two periods of
expansion, however, was in the pattern of demand.
In general, the dynamic factors during the period of
Korean hostilities were an initial inventory boom with
strong speculative elements, followed by a sharp rise
in military expenditures. The present expansion, on
the other hand, was stimulated and sustained by rising
trends in fixed investment and in the consumption of
durable goods.

In western Europe, the current industrial upswing
was preceded by a period of stagnation in production,
reflecting the process of readjustment to the collapse
of the Korean 1aw materials boom. By 1953, however,
there were signs that the level of activity in some sectors
of the western European economy was beginning to
rise. But not until the revival of investment in housing
did the recovery in over-all economic activity gather
further momentum, In all countries, the revival was
stimulated by government fiscal and credit policies.

To a varying degiee, changes in other demand factors
provided additional stimuli to the recovery in over-all
economic aetivity. It was the investment in housing,
however, which continued to dominate economic de-
velopments in western Europe until the middle of
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1954, Since then, the rises in consumer expenditure
on durables and in industrial investment have replaced
housing expenditure as the major expansionary factors.
These changes marked & new stage in the present
economic expansion of the industrially developed
countries,

The steady expansion in consumer expenditure was
associated with a shift in the pattern of consumption
in favour of durables. In western Europe this was the
result of substantial increases in real income from
1953 to 1955. Moreover, as defence expenditures tended
to level off or decline after 1952, a reduction in the
pressure on capacity in durable goods industries made
it possible for governments to permit freer rein for
consumer demand. Direct controls imposed on durable
goods consumption during the period of Korean hos-
tilities were removed, taxes were reduced and an ex-
pansion in consumer credit was encouraged. As a result,
there was a sharp rise in the purchase of household
appliances and passenger cars.

The sustained rise in durable goods consumption in
1954 and 1955 was in turn a most important factor
in stimulating an increase in industrial investment,
which had tended to slow down during the temporary
slack of 1952 and 1953. At the same time, reduced
taxes on investment and the availability of cheap credit
gave further impetus to recovery in this sector. As a
result, industrial investment in western Europe rose
substantially in 1954 and 1955 and replaced housing
investment as the major element in total investment
activity. Increased investment was concentrated in
manufacturing, the largest part of the rise being ab-
sorbed by the motor vehicle industry and other metal-
using sectors.

In North America, 1955 was a year of marked
recovery from the previous recession. Defence expendi-
tures had declined much more sharply in North Amer-
ica than in western Burope in 1954, and this gave
rise to liquidation of inventories. Other elements of
demand, however, were buoyant, partly as a result of
a number of governmental measures, notably reduc-
tion in taxes and liberalization of credit. The strength
of final civilian demand rapidly brought inventory
liquidation to an end and initiated 2 new upswing at
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the end of 1954, in which the key elements were sharp
advances in conswmption of durable goods and in
construction.

The changes in the pattern of demand described
above had important repercussions on the structure of
production and trade. The one-sided character of the
expansion was most clearly revealed in developments
in western Europe, where the advance in business
activity had been sustained over a longer period of
time. Production increases were concentrated in the
engineering industries, while in other sectors output
rose much less rapidly or even tended to decline.
Consumer durables, especially passenger cars, were the
most prominent element in the engineeiing boom at
first, but later, the increase in the output of invest-
ment goods was equally rapid—partly in response to
the upsurge in consumption of durables. Thus, while
slackening demand gave 1ise to an under-utilization of
capacity in industrial sectors, such as textiles, produc-
tion in the engineering industries pushed rapidly
towards the limits of capacity.

The structure of foreign trade was also affected.
During the course of the expansion, not only was an
increasing proportion of the rise in trade centred in
engineering goods and materials needed in the engi-
neering industries, but there was also a shift in the
origin of imports towards the industrial countries in a
position to supply these requirements.

The focusing of demand on engineering products
exerted growing piessure on industries in this sector.
The position of individual countries in the expansion
was to a laige extent determined by the degree of
strain which developed in the engineering industries.
The United Kingdom and the Scandinavian countries
entered the present period of economic expansion with
a relatively small volume of unused capacity in the
engineering industries and a low level of unemploy-
ment. Pressures arising from the continued expansion
in investment activity were most severe in these
countries. The increased demand for labour in the engi-
neering industries could be met only in part by trans-
ferring manpower from other industries. Consequently,
expansion of output became increasingly dependent
upon a rise in productivity. Moreover, considerable
pressure on costs and prices developed as a result of
the shortage of labour, especially skilled labour. The
supply of basic material, such as coal and steel, became
progressively tighter, necessitating larger imports
which, while easing domestic bottlenecks, resulted in
a deterioration in the balance of payments. The situa-
tion was aggravated by the strength of domestic de-
mand for engineering products, which meant either
that full advantage was not taken of currently favour-
able conditions in export markets or that imports of
these goods increased. Balance of payments difficulties
became most serious in Denmark and the United
Kingdom.

The situation in western Germany was much less
strained than in the countries discussed thus far. Sub-
stantial foreign exchange reserves acted as a buffer to
balance of payments difficulties. More important, how-
ever, were the continuing post-war growth in invest-
ment which had enlarged the capacity of German engi-
neering industries, and the larger reserves of unem-
ployed labour at the beginning of the upswing. Even
in western Germany, however, much of the unemploy-
ment has now disappeared, and, with production ap-
proaching capacity 1ates, order books and delivery
periods have lengthened.

The problem of the supply of basic materials to the
engineering sectors of these countries in 1955 would
have been much more serious but for large increases
in exports of coal and steel from Belgium and France
and of engineering products from these two countries
and from Italy. Higher exports from these countries
were made possible by substantial unutilized capacity
in metal-producing and engineering industries at the
beginning of the present upswing. This is reflected in
the fact that large increases in output were achieved
without a corresponding increase in employment. In-
vestment in industrial capital rose in 1955, but in-
vestment activity as a whole was still lazgely dominated
by housing. Thus the advance in economic activity in
Belgium, France and Italy did not result in economic
strains as great as those experienced in north-west
Europe, and was to a large extent dependent upon the
impetus of increased exports.

As the upswing gathered momentum, the majority
of industrially developed countries—with the notable
exceptions of Belgium, France and Italy—found it
necessary to adopt measures to restrain domestic de-
mand. In the United Kingdom and the Scandinavian
countries, anti-inflationary measures were initiated in
the second half of 1954 or the first half of 1955, while
western Germany and the Netherlands followed suit
later in 19055, In North America, the measures of
restraint, begun in 1955, were milder than in western
Europe.

An outstanding feature of recent developments has
been the prominence given in all countries to mone-
tary policy. Bank or discount rates were increased,
demonstrating a revived interest in conventional policy
techniques. In the United States, for example, the Fed-
eral Reserve discount rate was changed six times from
the beginning of 1955 to April 1956. In many cases,
bank or discount rate changes were supplemented by
“exhortations” and informal agreements between cen-
tral and commercial banks, The policies were intended
to slow down the rapid growth in the volume of bank
credit, which was being directed largely to investment.
In addition, taxes were increased in a number of
cases, and food and housing subsidies reduced. Efforts
were made to curtail the consumption of durable goods
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—directly, by restricting hire-purchase or by raising
sales laxes or, indirectly, by reducing available domes-
tic supplies through import limitations. As a result,

Major Factors

As in the previous year, all western European coun-
tries shared in the increase in gross national product
recorded in 1955, (table 58). In Belgium, France, Italy
and the Netherlands, the rate of expansion ranged from
3 to 7 per cent in 1955. The largest increase was
recorded in western Germany where gross national
product rose by 11 per cent. While in these five
countries the rise in economic activity was accelerated
in 1955, in other countries the advance in gross na-
tional product was less than in 1954. In Norway,
Sweden and the United Kingdom, the increases of 2
to 3 per cent in 1955 were appreciably lower than the

there was a noticeable slackening in some countries in
the rate of increase in both fixed investment and dur-
able goods consumption in the course of 1955.

the Expansion

increases of 5 per cent recorded in all these countries
in 1954. The rate of expansion in Denmark, already
low in 1954, fell to less than one per cent in 1955,

The expansive forces in 1955 continued to be
centred in the area of private demand. Changes in
current government expenditure were relatively small
in virtually ail countries. It is true that in western
Germany and the Netherlands there was an increase in
government expenditure in 1955 at a 1ate substantially
larger than in 1954. In the other weslern European
countries, however, governments attempted to restrain

Table 58. Real Gross National Product and its Major Components, by Country
(At 1954 prices; as percentages of total 1954 gross national product)

Exports und imports of goods
and services

Gross national  Personal Government Figed Chenga in
Country and year producy consimpiion  cxpeaditure  investment inventaries Ralance Exports Imporis

Belgium:

1953 ... s 98.3 70.1 13.6 132 0.8 0.6 31.1 ~30.5

1954 .. i 1600 70.9 135 140 1l 0.5 33.3 - 32.8

1955 . e 103.5" . -
Denmark:

1953 . e 978 60.8 13.7 212 1.3 0.8 214 ~—26.6

1954 ... ... ... 100.0 63.9 14.9 22.0 0.9 —1.7 29.6 ~31.3

1855 ... e 100.5 62.6 152 216 0.7 04 318 3314
France:

1958 .. e 95.2 65.9 1638 12.7 0.9 .6 138 ~—14.5

1950 . o 100.0 69.0 15.0 139 1.0 11 16.2 —15.1

1955 .o 165.3 73.3 14.5 151 o - e o
Germany, western.:*

1953 .. 92.4 52.0 15.7 191 2.7 28 155 —12.7

1954 . .. 100.0 56.2 16.5 21.0 34 29 18.9 —16.0

1955 o0t e 110.7 618 18.0 25.4 32 23 214 —192
Italy:#

1953 .. .. 95.2 68.1 110 18.2 0.2 —2.3 11.2 —135

054 .. s 160.0 697 12.2 19.8 0.3 —2.0 115 —13.5

1955 s 106.8 728 12.3 217 1.5 —1.5 132 —14.7
Netherlands

1968 .. e G4.9 5608 159 157 12 5.4 45.0 —39.6

1654 . ... 100.0 59.9 163 18.8 3.9 11 51.5 —30.3

1955 105.7 63.6 17.2 211 1.9 20 56.4 —54.4
Norway:*

1958 ..o i 953 54.8 10.5 338 —05 3.3 318 —351

1964 ..., 1600 576 10.9 355 - e 35.1 —39.1

1955 ... 102.3 59.3 10.8 373 —0.3 ~d 8 e -
Sweden:

198 ... 95.2 55.7 20.3 19.3 —06 0.5 8.2 —17.7

654 .. ... ... 1000 58.1 218 208 —0.3 0.3 199 —20.2

1955 ..o .. 1027 59.9 22,6 215 - ~1.3 210 —22.3
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Table 58. Real Gross National Product and its Major Components, by Country {(continued)

Expores and importr of goods

and services

Cross narional Personal Lrovernmuont Fized Change in
Couniry and year product cansumption  cxpenditure  invesiment invontories Htalance Ezpores Imports

United Kingdom !

1953 .. s 95.6 61.5 15.3 138 0.8 01 244 —24.3

1954 . .o.ou i 100.0 64.3 19.3 149 08 0.8 26.0 —3252

1955 oo . i 103.3 66.2 18.8 16.1 2.1 0.1 216 —27.5
Cenada:®

1953 .. e 103.1 63.3 18.7 201 3.0 w2 0 222 —24.2

1954 ..o 100.0 65.5 181 19.4 —12 -1 8 213 —231

1955 L. s 109.2 70.2 18.6 213 20 —3.0 230 —26.0
United States:5»

1983 Lot i 102.0 64.5 234 14.0 0.3 (3.2 4.9 49

1954 ..o veew 1000 65.6 20,9 13.9 —08 0.4 4.9 4.6

1955 Lo . 106.0 69.8 199 15.0 0.9 0.3 5.4 5.1

Senrce: Organisation for European Economic Co-operation
{OBEC), General Statistics and press releases (Paris). Canada:
Dominion Bureau of Statistics, National Accounts, Income and
Expenditure, Preliminary Annugl, 1955 (Ottawa); Denmark:
Department of Statistics, Statistiske Efterretninger, No. 6,
1956 {Copenhngen) ; France (for 1955) ; National Institute of
Statistics and Beonemic Studies, Rapport sur les comptes de
lg nation, 1949-1955 (Paris); Germany, western: Bank Deut-
scher Liander, Monthly Report, Janusry 1956 {Frankfurt);
Deutschesinstitut fiir Wirtschaftsforaschung, Vierteljahrshefte
zur Wirtschaftsforschung, No. 4, 1955 (Berlin}; Italy: Cham-
ber of Deputies, Relazione generale sulla situazione economica
del paese, 1953, 195¢ and 1955 {Rome) ; Norwey: Department
of Finance and Customs, Nasjoralbudsjetter, 1956 (Oslo};
Central Bureau of Statistics, Stetistiske Meldinger (Oslo);
Sweden: Department of Finance, Nationalbudget fér dr 1956
(Stockholm) ; United Kingdem: Economic Survey, 1956, Cmd
9728 (London); United States: Department of Commerce,
Survey of Current Business {Washington, D.C.).

Figures for 1955 are preliminary estimstes of governments
or of the United Nations Burean of Economic Affairs,

& An estimzted incremse of 3 to 4 per cent was indieated in
the reply of the Government of Belgium to the United Nations

or curtail their current expenditures as part of their
general programme of disinflation. Thus, in Denmark,
Iraly, Norway and Sweden, the increase in 1955 was
either of the same order as in 1954 or slightly lower.
In France and the United Kingdom, there was =
substantial reduction, mainly in military expenditure.

The most rapidly expanding elements of private
demand in 1955 were fixed investment and consump-
tion of durable goods. Fixed investment in general
rose more rapidly than national product in 1955. How-
ever, only in western Germany and Italy was the rate
of increase in 1955 greater than in 1954. The increases
in France, Norway and the United Kingdom were
about the same as in 1954, while Belgium, the Nether-
lands and Sweden all experienced a slackening in the
rate of increase. In Denmark, fixed investment regis-
tered a moderate decline. In most of these countries,
extension of industrial capacity predominated in
the rise in fixed investment in 1955. Investment in
housing, which had been a primary element of expan-
sion until the latter half of 1954, showed significant
declines in 1955 in all western European countries
except Belgium, France and Italy. Changes in invest-

questionnaire on full employment and balance of payments, 18
November 1955.

b The resl balance of trade in 1955 showed a substontizl in.
crense over 1954,

¢ Tixed investment includes only gevernment civilian invest
ment,

¢ The value of services rendered to the private sector by pub-
lic administration has been sdded to the government expendi-
titra component.

¢ Central Planning Bureau, Central Economic Plan, 1956
(The Hague). Fixed investment refers to private investment

only.

t At 1954 factor cost. Government investment expenditure is
included in fixed investment.

& Government expenditure includes public investment.

h Adjustments have been made in two of the components of
gross nationsl product; “Net foreign investment™ was replaced
by the brlance of exports and imports of goods and services, to
make it comparable with the concept used in the national
accounts of other countries included in this table; the balance
was obtained hy adding economic aid to net foreign investment,
the corresponding item being omitted from povernment ex-
penditure on goods and services,

ment in inventories in 1955 were not of major signifi-
cance, except in Italy and the United Kingdom, where
there were significant increases, and in the Nether-
lands, where the 1ate of accumulation was substantially
lower.

Both in 1954 and in 1955, the increase in private
consumption in most countries tended to keep pace
with that in national product. But the rise in consump-
tion was accompanied almost everywhere by important
shifts in the pattern of consumption expenditure in
favour of durables, especially motorcars. Indeed, con-
sumer expenditures on durables accounted for a large
part of the over-all rise in consumer outlays in 1954
and 1955 even though they constituted a relatively
small proportion of the total. This shift in the pattern
of consumer demand acted as an important stimulus
to investment in industries producing durable con-
sumer goods.

The building up of the pressure of domestic demand
in 1955 was reflected in the foreign trade sector of
several countries in the form of a larger rise in the
volume of impoits than of exports, This was the case
in Norway, Sweden, the United Kingdom and western
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Germany; in the latter country, government policies
were designed to encourage imports of consumer goods
in order to raise the level of consumption and to main-
tain domestic price stability. The deterioration in the
real balance of exports and imports of these countries
in 1955 was associated with a considerable improve-
ment in the real balances of Belgium, Denmark, France
and Italy, which supplied the western European mar-
kets with important industrial materials and food. In
the latter zroup of countries, the growth in real export
balances provided additional elements of expansion.

Relatively large increases in natienal product in
North America in 1955--9 per cent in Canada and
6 per cent in the United States—represented not only
a recovery from the 1954 recession but an advance
to new peaks. As in western Europe, the influence of
private demand was predominant, Government expen-
diture fell slightly in 1955 in the United States and
rose moderately in Canada. The dyramic components
of demand were fixed invesiment, especially in hous-
ing, and consumption of durables; and the consequent
expansion in aggregate finral demand resulted in a
resumption of inventory accumulation, following the
liquidation of 1054,

The rise in national product in Japan accelerated in
1955, owing mainly to a sharp upward trend in ex-
ports brought abeut by the relaxation of import re-
strictions in the sterling area and growing demand
in western Europe and North America, Domestic de-
mand continued to reflect the effects of deflationary
policies initiated in October 1953. Government expen-
ditures, including public investmen!, changed little,
and private investment both in inventories and in
plant and equipment seems to have declined, although
there was some recovery in residential comstruction.
Consumption rose moderately es a result of higher
wages and farm incomes,

THE INVESTMENT BOOM

The stimulns of housing investment
in western Europe

In general, the 1ise of investment activity after 1952
in Denmark, western Germany, the Netherlands, Nos-
way, Sweden and the United Kingdom was divided
into two stages. In the first stage, comprising 1953
and the first half of 1954, the expansion took the form
mainly of investment in housing.* It was only after
the middle of 1954 that the increase in investment in
industrial plant and equipment became the principal
factor in the rising level of investment aetivity.

1 Qwing to differences in economic structure and poliey, the
timing of the expension in housing investment varied in indi-
vidual countries. In western Germany and Norway, housing
construction hed risen rapidly between 1950 and 1952; while
the rate of expansion tended to slacken somewhat in Norway
in 1953, it accelerated further in western Germany, In the
United Kingdom, the housing boom started doring the latter
half of 1952.

*1n some countries investment in transport and communi-
cations also increased by a substantial ameount in 1953.

As shown in table 59, the increase in housing in-
vestment in 1953 was most striking in the United
Kingdom and western Germany, where it accounted
for 40 per cent of the total increase in fixed invest-
ment. In all the countries listed, both the public and
the private sectors coniributed to the rise in residen-
tial building in 1953, Many governments, while
encouraging the general upward trend in housing
throughout the post-war period, have on occasions
influenced the amount of residential construction to
help stabilize the total volume of investment, This
has been done either directly through the housing
programmes of municipal authorities or indirectly by
variations in subsidies and other rmeasures affecting
private housing., Thus, in 1953, when private invest-
ment generally remained stationary and povernment
military expenditure tended to level off, active pro-
grammes of public investment in housing were under-
taken. At the same time, private residential building
was, in many cases, stimulated by the abolition of
rent control and by the general relaxation or removal
of restrictions imposed during the period of Korean
hostilities.?

The rise in investment in housing was not at first
accompanied by a similar revival in private invest-
ment in manufacturing. Manufacturing investment rose
relatively little; in the case of Sweden, it even declined
substantially in 1953. Because of the expectation of
increasing prices and of lengthened delivery periods,
there had been a tendency during the boom of 1950
and 1951 for the execution of investment plans to be
accelerated. The slackening in investment in 1953
therefore iepresented in part a reaction from earlier
developments. It is also likely that private investment
was adversely affected by the levelling off in defence
expenditures, and possibly by the restrictive monetary
policies adopted in 1951 and the textile recession of
1951 and 1952,

The stagnation in fixed industrial investment and
the levelling off in government current expenditure
were in many cases accompanied by a deterioration
in the real balance of exports and imports; nor did
inventory investment provide a significant element of
expansion. In these circumstances, the rise in housing
investment stands out all the more sharply, as an
important factor, not only in sustaining aggregate
investment, but also in contributing to a favourable
business outlook and thus paving the way for a re
vival in industrial investment at a later stage.

*In the United Kingdom, the cxemption limits for building
licences were raised, controlled rents were increased and pur-
chases of houses by private individuals were encouraged. Re-
strictions on construction swere removed in the Netherlands,
Sweden abolished the system of permits for residential building
in 1954, and in Norway the strictness of building licensing was
greatly cased during 1953 and 1954, In Denmark, government
subsidies were given to civilian construction, including hous-
ing, starting in the winter of 1952/53.
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Table 59, Changes in Total Gross Fixed Investment, Investment in Industry®
and in Housing, Selected Countries
(At 1950 prices; as percentages of 1950 total gross fixed investment)
Percentage shange
Couaery and {tams Share,
2950 1951 1952 1953 1954 1955

Denmark:

Total gross fixed investment ...........c..o. ... 100 —-20 3.0 7.0 30 —2.0
Industry ........ et ey 28 —0.3 —0.8 08 22 Con
Housing ........ Ce et e s 17 —2.0 0.9 25 22

Germany, western:

Total gross fixed investment ..... ......... caen 100 80 10 17.0 150 24.0
Industty ........oo0n e e 33 14 —0.4 4.0 27 e
Housing ..voovvivviuvrvrnvanciiuns s e 22 3.2 28 65 6.3 01

Netherlands:

Total gross fixed investment ............... ceeaw 100 —5.0 6.0 7.0 14.0
Tndusty . oooin v i
Housing ........... PN e . 18 w17 17 11 1.0

Norway:

Total gross fixed investment . ...........co....o. 100 1. 3.0 8.0 6.0 60
Industry .........vv. s v 20 1.0 28 04 0.9 Coa
Housing .....covunee. ket 18 11 25 1.4 0.2 —-0.3

Sweden:

Total gross fixed investment ........ e 100 —1.0 Lo 150 14.0 4.0
0 S 28 ~13 —4.0 —238 56 19
Housing ...oovvveniivniiivnninnat, e 24 —24 0.2 39 4.2 —02

United Kingdom:®

Total gross fixed investment .......oouvuvivnntn 100 —11 0.5 116 838 88
Tndustry «ovvevvnr s i i 29 14 we(}.2 —{.1 29 6.5
Housing ............ e ey 18 0.2 4.4 6.9 1.5 —235

Source; Data for 1950-1954; United Nations, Economic Sur-
vey of Europe in 1955 (sales number: 1956.1LE2}; data for
1955 are based on national statistics. United Kingdom:

The subsequent upturn in industrial investment
rested on a number of favourable developments. In
many European countries, private industry had ac-
cumulated internal funds which could readily be used
for capital expansion. These funds arose from sub-
stantial depreciation accruals associated with the rela-
tively large additions to capital of previous years but
not reinvested after 1951, The continued decline in
import prices was another favourable factor in the
revival, since it contributed to increases in profit mar-
gins in 1953 and 1954. Furthermore, government
policies throughout this period tended, in general, to
encourage private investment, and cheap credit was
readily available. Restrictions imposed during the
Korean hostilities were gradually removed, and new
fiscal measures favouring investment were introduced.
In the United Kingdom, for example, initial deprecia-
tion allowances on investment in plant and equipment
were restored in the budget of 1953/54, while in the
budget of 1954/55 these were replaced by a more
favourable system of investment allowances.* In the
Netherlands, measures taken in 1953 and 1954 in-

4 The initial depreciation allowance merely advanced, for the
year in which investment was made, a specified proportion of
the depreciation nllowance. The new investment allowances
were piven for expenditure on new eguipment, in addition to
annual deprecintion allowances at the full rate.

Economic Survey, 1956, Cmd 9728.
1 Manufacturing, mining and construction.
b At 1948 prices.

cluded reductions in corporate taxes, tax concessions
on amortization and losses incurred in new industrial
ventures, and termination of dividend limitation, be-
ginning with 1954, The Swedish Government in 1954
revoked the 12 per cent levy on new investment. In
Norway, contrary to this general trend, import duties
on certain machinery, which had hitherto been waived,
were reinstated from February 1954 for balance of
payments regsons.

The industrial investment boom
in western Europe

The revival of fixed investment in industry in west-
ern Europe got under way slowly at first, but from
the second half of 1954 it developed a more rapid
tempo. It was characterized by a high degree of con-
centration of new investment in the engineering and
metal-producing industries, with chemicals also promi-
nent in the expansion. In some cases, the increase in
investment in the motor vehicle sector of the engineer-
ing industries was especially heavy. On the other hand,
investment in non-durable goods industries remained
sluggish even as the upturn gathered momentum.

Both the aceeleration and the shift in composition
of industiial investment were caused mainly by changes
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in the pattern of consumer expenditure in favour of
durables, especially motorcars, as is shown later. The
same developments affected export markets. The result
was a rapidly rising demand for products of the en-
gineering industries. As the slack in the engineering
industries was taken up, producers were encouraged
to expand capacity still further.

Pressures on particular sectors of the economy
became increasingly apparent in many countries early
in 1955. Shortages of skilled labour were experienced
in the engineering and building industries. The supply
of basic materials to the engineering industries became
increasingly tight; the need for larger coal and steel
irmports was one of the more important reasons for the
deterioration of the balance of payments in some
countries. These developments impelled the govern-
ments of Norway, Sweden and the United Kingdom
to take a series of precautionary measures to restrain
the rate of expansion of domestic demand in the
course of 1955, In Denmark, however, a poor harvest
in 1954 and a consequent deterioration in the balance
of payments prompted the Government to impose re-
strictions on domestic investment as early as the middle
of 1954, as shown below.

Just as in 1953 governments had stimulated domestic
investment activity by speeding up public investment,
so in 1955 publie investment, specially housing, bore
the first brunt of the curtailment in fixed investment.
Residential building levelled off early in the year and
actually declined slightly during the course of the year.
There was a small decline in residential building in
Norway, Sweden and the United Kingdom in 1955,
while in Denmark, the decline was more substantial.

The measures resiricting private investment were
more direct and severe in the Scandinavian countries
than in the United Kingdom. In the United Kingdom
they were confined to raising the cost of borrowing
and curtailing bank loans to private industry, but
in the Scandinavian countries measures of this type
were 1einforced by taxes on new invesiment. The
effects of these measures on private investment in
1955 are as yet difficult to evaluate, but in Norway
and Sweden the rate of expansion in indusirial in-
vestment did slacken during the course of the year.
In Sweden, this was the combined result of a smaller
increase in investment in manufacturing, and a slight
decline in private iesidential building. In Norway,
the increase in fixed investment in 1955 was due en-
tirely to outlays on ships; the latter were larger than
in the previcus year and represented the fulfilment
of contiacts concluded during the period of Korean
hostilities. As a result of restrictive policies Introduced
previously, fixed investment in DPenmark in 1955 was
substantially lower than in 19534. Construction and
residential bnilding, which were subject to licensing,
declined. Industrial investment was sustained in ex-
port industries, but declined in others.

In contrast to the Scandinavian countries, the rate
of expansion of total fixed investment in the United
Kingdom was maintained in 1955, Since residential
building dropped 8 per cent, this was mainly the
result of an accelerated expansion of private invest-
ment in manufacturing—amounting to as much as
20 per cent from 1954 to 1955, in real terms, com-
pared with only 6 per eent from 1953 to 1954.° This
development was in contradiction to government policy
intended to restrain the tempo of private investment.
The measures adopted to deal with this situation are
discussed below.

The pattern of investment in manufacturing in the
United Kingdom during the investment boem is shown
in table 60.,% and is, in general, typical of some of the
other western European countries as well. Among the
manufacturing industries, investment in the engineer-
ing sector accounted for one-half of the increase in
total fixed investment in 1955. The rate of increase in
invesiment in vehicle production was most striking.
These changes were in contrast to experience in 1953
when the rise in investment was more evenly dis.
tributed among the various sectors of manufacturing.

Tuble 60. United Kingdom: Changes in
Investment Expenditure

(At current prices)

Percentage Chuange o

change, percentagy

Trem 1954 1o 1955 of 1954 rosal
Manufacturing industry ............ 27 27.0
Metal manufaeturing ... ......... 13 16
Metel-using {other than vehicle) ... 25 54
Vehicles ... vivnvnnninnnoinn 75 62
Non-metalliferous mining products. 21 9
Chemicals .........coon i 13 2.1
Textiles and clothing . ........ ... 16 21
Food, drink snd tobacco ... ... .. 25 3.2
Paper and printing ............ .. 50 3.4
Other manufacturing industries. ... 36 1.6

Source: United Kingdom Board of Trade, Board of Trade
Journal, (London), 5 May 1956.

In western Germany, the increase in industrial in-
vestment in 1954 was the largest 1ecorded in the
western European group. No specific restrictive meas-
ures, however, were imposed on private investment
in 1955. The pressures arising from a rapid expan-
sion of investment, accompanied by a rising level of
consumption, were offset by increases in imports. In
1955, investment in industrial plant and equipment
in western Germany expanded at an even more rapid
rate than in 1954, in response to rising domestic and
foreign demand. Partly as a result of labour shortages,

& Moreov_cr, the quarterly figures indieate that investment ex-
penditure in manufacturing rose sharply during the course of
1955.

8 The figures, estimated by the United Kingdom Board of
Trade, are given in current prices. They are slightly different
from the estimates in the national income accounts.
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however, the increase in residential building charac-
teristic of previous years came to a halt in 1955. In
the Netherlands, a slackened rate of increase in invest-
ment in 1935 was also largely due to labour shortages.

Divergent trends in Belgium,
France and Italy

The expansion in fixed investment during the period
1953 to 1955 in Belgium, France and Italy followed
a somewhat different course from that described above.
Not only did the expansion in fixed investment start
later, but it continued to be dominated by housing
construction in 1955. This is partly attributed to the
fact that the volume of residential building in these
countries was at much lower levels than elsewhere in
western Europe in earlier years (see table 61).

The housing boom in these countries did not start
until 1954. As in the other western European coun-
tries discussed above, construction of housing was
stimulated by pgovernment measures in the form of
subsidies in Belgizm and France. In Italy increased
investment in public works, including housing, was
part of the ten-year expansion programme. In 1954,
the rise in residential construction accounted for more
than half of the increase in total investment in Bel
gium and Italy and for slightly less than half in
France, as illustrated in table 61. In 1955, housing
was the main element in the acceleration of invest.
ment in Italy. The rate of expansion in residential
building was maintained in France in 1955; its failure
to increase was due parily to saturation in the de-
mand for some of the more expensive types of housing.

New investment in manufacturing industiies had
been nearly stationary in the three countries since
1952 and did not increase in France in 1954, This
reflects, to a large extent, the existence of excess
capacity, In 1955, however, industrial investment

showed signs of renewed vitality. Much of the stimulus
came from the high level of foreign demand which,
in turn, was related to the investment boom in othe:
industrial countries.

On the whole, largely as the result of government
policies, increased investment in the basic industries,
such as transport and communications, electricity and
gas and water works, was relatively more important
in these countries than elsewhere in western Lurope.
In France and Italy agriculture also absorbed new
investment at a steadily increasing rate.

T'he revival of investment activity
in North America

The pattern of development in fixed investment in
Canada and the United States was not unlike that
of the first group of western European countries
discussed above, but the timing was different. The
increase in fixed investment in 1953 was interrupted
by a mild recession in 1954 but the upward course
was resurmed in 1955,

As in the case of some of the western European
countries, investment in housing in the United States
played an important role in sustaining total invest-
ment activity. As can be seen from table 62, expendi-
ture on housing in the United States was more than
maintained during the recession. This was largely
due to the progressive liberalization of mortgage fa-
cilities. As the recovery from the recession progressed,
the level of residential building not only surpassed
the previous peak reached in 1950, but continued to
increase rapidly thereafter. However, a tightening of
mortgage facilities in July 1955 was followed by a
slackened rate of growth in housing construction in
the second half of 1955; and this in turn led to some
easing of mortgage restrictions at the end of the year.

Table 61. Changes in Total Gross Fixed Investment, Investment in Industry®
and in Housing, Belgium, France and Italy

(At 1950 prices; as percentages of 1950 total gross fixed investment)

Pereentagn chango

Country and ftomn Shars,
1950 1951 1952 1953 1954 1935
Belgium:
Total gross fixed investment ., .................. 100 —10.0 —4.0 6.0 5.0
Industry ... 38 —14 —09 —0.4 16
Housing ...... ...l v 23 14 0.9 —0.1 28
France:®
Total gross fixed investment ..... . ............ 100 6.0 —40 1.0 g0 9.0
Tndustty ..o.oiiviiiniiniann e e . 27 - cu —L13 e 11
Housing ..ooooin it 21 42 17 1.3 432 4.3
Traly:
Total gross fixed investment .. .. . ... ... ..., 100 110 12.0 7.0 8.0 90
Industry ... ... ... .. . ... 28
Housing ....... e e e 16 L7 5.3 19 4.1 85

Source: Date for 1950 and 1934: United Nations, Economic Survey of FEurope

statistics, .
& Manufacturing, mining and construction.
b At 1052 prices.

fn 1955; dota for 1955 are based on national

- " — R,
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Table 62. Canada and United States: Indices of Gross Fixed Investment
and ite Major Components

{At current prices; first half of 1953=100)¢"

19530 1953 1954 1955
Connrry and Item {billions of  Second First Seeond First Second
doilara} kalf half half hulf kalf
Canada:
Business expenditures®® ..,...... 38 103 95 93 94 110
Housing ......c.ocnnenns veennes L0 106 106 121 134 153
Torar 4.8 103 97 99 102 119
United States:
Business expenditures® ........... 280 108 97 95 94 108
Manufacturing ..... Whsaremenen 11.9 a9 95 99 88 103
Durable goods ..o ovvnnn.. 5.7 97 92 86 86 104
Non-durable goods .......... 6.2 102 98 95 90 1602
Commercial and other® . ........ 7.8 105 103 108 111 124
Housing ....cvvnnnncnnranenrnns 12.0 100 104 122 138 140
Other fixed investment! .......... 10.0 97 95 98 112 108
Torar. 500 101 98 102 108 116

Source:r Dominion Bureau of Statistics, National
Accounts, Income and Expenditure, Preliminary
Annual, 1955; United States Department of Com-
merce, Survey of Current Business.

* Seasonally adjusted.

b Annunl investment, bosed on data for first half
of year.

Important elements in the undesrlying strength of de-
mand for housing in the United States were high
marriage and birth rates, the 1apid expansion of
suburban communities and the rising trend in private
income. These developments also help to explain the
steady growth in commercial constiuction involving
the modernization and expansion of existing facilities
as well as the spread of facilities to suburban areas.

The rise in residential construction and commercial
investiment provided important offsets to the decline
in business outlays on new plant and equipment dur-
ing the recession, thereby stabilizing the total of fixed
investment. Iixed investment in manufacturing did not
reverse ils downward course until the third quarter
of 1955-—approximately one year later than the be-
ginning of the recovery from the recession, Within
the manufacturing sector, the fall in durable goods
investment exceeded that in non-durable goods dur-
ing the recession, both in relative and in ahbsolute
terms. But the recovery in investment in durable
goods industries in 1955 was also greater, reaching,
in the fourth quarter of 1955, a level about 14 per
cent higher than the previous peak of the third quarter
of 1953. Investment in mon-durable goods indusiries
also increased rapidiy and by the end of 1955 had
more than regained the level recorded before the
recession.

Changes in fixed investment in Canada {rom 1953 to
1955 followed much the same pattern as in the United
States. Investment In housing, stimulated by liberal
credit policies, 1ose steadily during the recession and
in 1955. Industrial investment, which had lagged at

e For new plant and equipment.

9 Including all new non-residential construetion.

¢ Trade, service, finance, communications and
construction.

f Mzinly investment by farmers, professionals
and institutions, and certain outlays charged to
current account.

the beginming of the recovery, rose rapidly in the
third quarter of 1955,

CHANGES IN THE LEVEL AND PATTERN OF CONSUMPTION

Personal consumption continued to rise substantially
in 1955 except in Denmark, where there was a moder-
ate decline, as shown in table 63. Consumption has
been rising approximately in propoition to total out-
put in most of the industrial countries since 1953.
This is in contrast to the previous period of Korean
hostilities; from 1950 to 1952 the expansion in per-
sonal disposable income was restrained by increases
in taxation, and supplies of consumer goods were
limited by the rise in the proportion of resources de-
voted to defence. Since 1953, however, the levelling
off or decline in military expenditures has made it
possible for governments to allow personal disposable
income and therefore consumption, to 1ise approxi-
mately in proportion to national output.’

In most countries, the rise in real personal dispos-
able income since 1953 has been associated with a
corresponding growth in the real wage and salary
bill, reflecting a continueus 1ise in employment and
money earnings, accompanied by a relatively stable
retail price level.

From table G4, it can be seen that all the principal
components of consumption increased during the

"In Canada and the United States personsl consumplion
rose in 1954 despite a decline in gross national produet. In
both countries this was because personsl disposable income
increased, meinly as a result of a decline in taxation and a
rise in transler payments, and because a higher proportion of
disposable income waos devoted te consumption.
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Table 63. Changes in Real Gross National Product,
Real Private Disposable Income and Real
Personal Consumption, by Country
{Percentage changes from previous year)

Groas Private
Country and year nationot disposublo Personal
product incoma conanmplion

Belgium:

1954 ... 1.7 - 11

1855 .., ..ot 3.5
Denmark:

1954 ..... e 2.2 20 51

1955 ..o.vov i, 0B —4.0 —20
France:

1954 ... ... ... 50 8.0 4.7

1955 Lo 5.3 70 6.2
Germany, western:

1954 v envnnnnn 82 80 a1

1955 ......... e 107 9.0 100
Ttaly

1954 .. .oovvnninnn, 50 23

1955 oo vvvneninnnns 68 4.4
Netherlands:

1954 ...... . ...... 54 7.0 55

1955 ..o 57 e 6.1
Norway:

1954 ,...... cesnns. 48 7.0 51

1955 (.ot 2.3 4.0 3.0
Sweden:

1954 ....... e 50 30 4.3

1955 .. vivivnvnnsn 2.7 v 31
United Kingdom:

1954 ...t unn 4.6 5.0 4.6

1055 i 3.3 2.0 3.0
Canada

1954 .. v, —30 —1.0 35

1955 . eevicnnn. 9.2 10.0 7.2
United States:

1954 ..o vvvvnnnt. 2.0 2.0 11

1955 oo iiviinuvnn 6.0 6.0 6.4

Source: See table 58.
o The reply of the Government of Belgium to the United

Nations questionnaire of 18 November 1955 indicated nn esti-

mated incresse of 3 to 4 per cent.

peried 1953-1955. Rates of increase in the amount
spent on food, though generally lower than in the
total, were fairly substantial. This is largely accounted
for by significant increases in the consumption of
higher quality foods, natably meat, dairy products
and fruit, and possibly also by a greater degree of
food processing. The consumption of bread and
cereals, on the other hand, has shown little increase,
and in some cases bas actually declined. In westein
Germany, steady and appreciable rates of growth in
the consumption of hoth food and textiles reflect sub-
stantial increases in employment during this period.
In most other countries, rates of increase in the con-
sumption of textiles have been small on the whole
and subject to large year-to-year fluctuations.

However, the outstanding feature of the increase
in consumption during this period has been the shift
towards durables, especially passenger cars, This shift
has had important repercussions on the general eco-
nomic situation in industrial countiies. As indicated
garlier, the industrial investment boom in western
Europe in 1954 and 1955 was to a large extent con-
ditioned by this factor. The increase in purchases of
durables was no less significant in importing countries
than in the major producers, so that the volume of
trade among industrial countries in consumer durable
goods rose substantially. While the exporting countries
benefited from the changed pattern of consumption,
the large increase in motorcar imports in 1954 and
1955 contributed to the deterioration in the balance
of payments of some of the net importing countries.
Although the share of durables in consumer expendi-
tures fluctuated significantly in Canada and the United
States from 1953 to 1955, there was no obvious trend
comparable with that observed in western Lurope.

The volume of consumer expenditure on durable
goods in the western European countries began to
increase appreciably in 1953, as shown in table 64,
and continued to rise at a more rapid rate than total
consumer expenditure in 1954, During the same period,
expenditure on motorcars showed an even higher rate
of increase, as indicated in table 65. In 1953, the
proportion of total consumer expenditure devoted to
durable goods was generally small, amounting, for
example, to about 5 per cent in France, 8 per cent
in the United Kingdom and 13 per cent in Sweden.
In 1954, however, 16 per cent of the rise in total
consumption in France was accounted for by durable
goods; the corresponding percentages were about 30
in the United Kingdom and 45 in Sweden. In the
latter country, the increase in expenditure on cars
and motorcycles alone accounted for over one-third
of the rise in total consumption in 1954.

Expenditure on durables in most countries con-
tinued to rise in 1955, However, in countries where
measures restricting consumption had been introduced,
demand for durables was adversely affected. In Sweden,
the rate of increase in consumption of durables slack-
ened appreciably in the course of the year; in Den-
mark and Norway, expenditure on motorcars actually
declined. In the United Kingdom, consumption of dui-
able goods other than motorcars increased at a much
lower rate than in 1954; although for the year 1955
as a whole the rate of increase in purchases of motor-
cars was approximately the same as in the previous
year, there was some slackening in demand at the
end of the year.

In Canada and the United States, expenditure on
durable goods underwent marked fluctuations. It rose
appreciably in 1953, remained unchanged in the
United States and declined slightly in Canada during
the recession vear 1954, and incieased again very
rapidly in 1955. These fluctuations occurred mainly
in the purchase of motorcars, which, in the United

e — o et A e e e | e e o e A e P e
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Table 64. Changes in Real Consumption and its Major Components, by Country
(Percentage changes from corresponding period of preceding year)
Tatal consumption Food? Tuxtilea Durablest
Cotntry 1953 54 1953 1953 1954 1955 w53 o5t 1985 1953 1951 1955
Belgium ............... 06 1.1 — 8.0
Denmark .............. 353 51 —20 50 1.0 —2.0¢ 20 20 308 104 113 v
Framee ... ............ 38 4.7 6.2 4.1 2.5 48 2.5 6.1 3.6 70 159 150
Germany, western ...... 9.6 81 100 64 9 7.0 9.6 5.1 9.0 157 104 133
Ttaly ...... Canena P 77 2.3 4.4 50 .8 30 1137 6.2 0.1 e 76 9.0
Netherlands ....... pee. 4B 5.5 6.1 4.8 1 5.6 e 97 123 e 9.9 8.4
Norway ............... 21 5.1 3.0 —0.7 3 3.5 4.7 0.9 20 . . -
Sweden ............... 26 4.3 31 20 2.2 1.0 0.7 0.9 4.0 56 1652 6.0
United Kingdom ......, 38 46 30 30 3.6 11 19 4.6 4.4 180 150 100
Cenada -.............. &7 3.5 7.2 5.7 4.0 5.0 36 2.3 4.0 144 —-54 170
Enited States .......... 45 17 6.4 4.4 24 6.2 () e 46 133 — 217

Seurce: United Nations, Economic Survey of Europe in 1955;
Organisation for BEuropesn FEconomic Ce-operation, General
Statistics and press releases. Belgium: Solvay Institute of
Sociology, Economie belge et comptabilité nationale, 19481954
(Brussels) . Cenada: Dominion Bureau of Statistics, National
Acconnts, Income and Expenditure, 1951-1954 and preliminary,
1955; Canadian Statistical Review {Ottawa). Denmark: Eeo-
nomic Secretariat, Phonomisk Arsoversigt, March 1955 (Copen-
hagen); Department of Sialistics, Swatistiske Efterretninger.
France: National Institule of Statistics and Economic Studies,
Rapport sur les comptes de lo nation, 1949-1955; Bulletin
mensuel de statistigue (Paris) . Germany, western: Statistisches
Bundesamt, Wirtschaft und Statistil (Stuttgart); Bank Deut-
scher Linder, Monthly Report. laly: Chamber of Deputies,
Relazione generale sulfa situazione economica del poese, 1953,
1954 and 1955; Central Institute of Statistics, Doflettino men-
stle di statistice (Rome)}, Netherlands: Central Bureau of
Siatistics, Maandschrift (Utrecht). Norway: Department of
Finance and Customs, Nasjonalbudsjettet, 1956; Central Burean
of Statistics, Statistiske Meldinger. Sweden: Department of
Finance, Nationalbudget [6r dr 1956. United Kingdom: Centrel

States, accounts for over 40 per cent of total expen-
diture on durables. Consumption of other types of
durable goods in the United States has, on the whole,
increased continuously since 1952-—r1ather slowly in
1933 and 1954, and much more steeply in 1953,

Table 65. Changes in Consumer Expenditure on
Motorears, by Country

{Percentage change from corresponding period of
previous year)

Cauntry 1951 1vse 1955%
Belgium .................. 9 16 16
Denmatk ... ... il 162 37 —-29
France .....oniriniinnnnn- 7 15 25
Germany, western ......... ... 24, 30
Italy ..o o . 26 22
Netherlands .............. 39 55 4]v
Norway e e - 64 -11
Sweden .. ... iiiiina.. 28 31 6
United Kingdom ........... 57 31 30
Canada ... ..o v i 23 —14 25
United States ... .......... 38 —3 30

Source: See table 64. In asdditien, for Belgium, Agence
économique et finaneiére {Brussels) .

Figures for Sweden are bssed on expenditure, at consiant
prices, on puassenger cars snd motoreycles; for I'rance, lialy,
the United Kingdom wnd the United States, on registration
of new passenger cars; for Denmark, western Germany, the
Netherlands and Norway on available supply; and for Belgium
and Canada on domestic sales.

# Provisional. b First six months.

Statistical Office, National Income and Expenditure, 1955
{(London}; Monthly Digest of Statistics (London); Economic
Survey, 1956, Cmd 9728. United States: Economic Report of
the President {Washington, D.C, 1956} ; Department of Com-
merce, Survey of Current Business.

Figures for 1955 are preliminary estimates of governments
or of the United Nations Bureau of Economic Affairs

¢ Tncluding beverages, for some countries.

b Ineluding footwear and leather goods, for seme countries.

¢ Coverage for different countries is not uniform; for Den-
mark, the figures are based on durable houschold poods and
textiles; fer France, on products of mechanical and electricnl
industries; for western Germany, on household goods, {urni-
ture and transportation; for Italy, Sweden and the United
Kingdom, on durable kousehold goods, cars and motoreycles;
and for the Netherlands, on durable household goods.

d T'irst three quariers.

¢ First six months,

! At current prices. Since prices deelined from 1952 to 1053,
the rise in volume wns even greater.

The significance of the changes in consumption of
durables in relation to total consumption during 1953-
1955 is more clearly revealed when compared with
the period 1950-1952. It can be seen from chart 15
that in some western European countries the share
of consumer expenditure on durables varied little
from 1950 to 1952, but increased rapidly thereafter.
The effect of restrictive measures on consumption in
slowing down the rate of change in Sweden and the
United Kingdom and in reversing the trend in Den-
mark, may also be seen in the chart. In Canada and
the United States, on the other hand, no such trans-
formation in the pattern of expenditure is evident.

Apart from the rise in real income, there are a
number of factors which fostered the increase in dur-
able goods consumption in western Europe during the
period 1953-1955. Principal among these were the
increase in the supply and variety of durable goods
and the rapidly expanding volume of consumer credit.

Since 1953, the supply of consume:r durables in
domestic markets has greatly improved by comparison
with the preceding period of Korean hestilities. For
example, in the Scandinavian countries, domestic
supplies during that period were limited by import
restrictions. In the United Kingdom, the restrictions
took the form of higher purchase taxes and priority
for the export of consumer durable goods. As demand



136

Part II. Current economic developments

Chart 15. Share of Durable Consumer Goods in
Total Consumption, Selected Countries

{Percentages)
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pressures accompanying the ICorean hostilities abated,
governments relaxed or removed restrictions which
had previously been imposed. The enlargement of
productive capacity which had mesnwhile occurred
in the metal goods industries made it possible to take
advantage of this easing of government restrictions,
and in many countries new types of durable goods
were introduced and widely popularized.

The growth of consumer credit was especially note-
worthy in the western European countries, where in
some cases it received encouragement from govern-
ments. In the United States, where instalment buying
has long been well established, credit facilities avail-
able to consumers were increased, and conditions

Chart 16, Indiees of Outstanding Consumer Credit,
Canada, Western Germany and United States

{December 1952==100)
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Source: Bank of Canada, Statisticel Summary (Ottawa)
western Germany: Bank Deutscher Linder, Monthly Report;
United States: Economic Report of the President, January
1956, Datn are for December of given year; for Canada, 1955
data refer to September,
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Chart 17. United Kingdom: Indices of Hire-
Purchase Contracts for Motorcars and Motoreycles

{Monthly average, 1952==100)
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Source: The Economist {London). Dals represent average
number of hire-purchase contracts for motorcars and motor-
cycles, including side-cars, concluded during 1952 and in
1933.1955 (by half-years).

governing instalment sales were considerably relaxed
early in 1935,

It can be seen from chart 16 that during the period
1953-1955, the volume of consumer credit inereased

sharply in western Germany; the rate of increase ex-
ceeded 30 per cent per annum. In the United Kingdom,
too, as indicated in chart 17, the number of coniracts
concluded under hire-purchase-—a fair indication of
the volume of instalment eredit—increased rapidly,
especially after the removal of hire-purchase restric-
tions in July 1954, The reimposilion of such restrie-
tions in February 1955 is reflected in the declining
number of contracts concluded in the second half
of 1055.

Thus, consumer credit has come to play a fairly
significant role in the retail markets of several coun-
tries in western Europe. In the United Kingdom, hire-
purchase contracts for new passenger cars rose from
8 to 9 per cent of sales in 1952-1953, to about 15
per cent in 1954-1955. The system of instalment
credit in the United Kingdom was even more preva-
lent in sales of certain other durable goods. The pro-
portion of hire-purchase to total sales was 70 to 80
per cent in furniture and 50 to 70 per cent in radio
and television sets,

For a number of other western European countries,
the volume of instalment credit can only be estimated.
It appears that the volume increased by 40 per cent
in France and by 20 per cent in Belgium during 1955.
In Belgium, about 70 per cent of passenger cars and
50 to 60 per cent of motorcycles and radio sets were
sold on instalment credit.

The role played by consumer credit in facilitating
the sales of durables was even more important in
North America. In Canada and the United States, the
volume of consumer credit changed little during 1954
but increased by about 20 per cent in 1955, The rise
of over $6 billion in consumer credit outstanding in
the United States during 1955 was approximately
double the average of previous post-war years; nearly
three-quarters of the increase in instalment loans was
accounted for by motorear purchases.?

Impact of Changes in Demand

SHIFTS IN THE STRUCTURE OF INDUSTRIAL PRODUCTION

The c¢hanges in the paltern of investment and con-
sumption discussed above resulted in corresponding
shifts in the structure of industrial production in
western Lurope. Such shifts were less in evidence in
North America, where recovery from the 1954 reces-
sion was widespread throughout industry.

In western Europe, industrial production continued
to rise rapidly in 1955, as shown in table 66. While
in several countries the rates of expansion tended to
slacken somewhat towards the end of the year, the
increase in production in 1955 in western Europe as
a whole was as large as in the previous year. During
the sustained expansion of industrial production, the

increase in the oulput of engineering industries was
larger than that of other industrial sectors.

This shift in the structure of industrial production
represents an acceleration of a tendency which had
already been evident in 1954, Within the engineering
industries, the largest increase continued to take place
in consumer durable goods, especially motorcars. The
production of machinery, which showed a relatively
small increase in the major producing countries in
19533, rose 1apidly in 1954 and 1955,

8In the United States, the maturity period for eredit ex-
tended on motor vehicles was increased from twenty-four months
in 1954 to thirty and, in some cases, even thirty-six months
during 1955, There was also an appreciable reduction in the
size of the down-payment required on instalment contracts.
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Table 66. Industrial Production and its Major Components, by Country
{Percentage changes from previous year)®

Induatrial  Engineering Passeager

Country and year production producesl cars® Taxtiles Chemieals
Belginm:

1058 ottt e e e e — —5 3 3

1954 oo e e 6 8 8 20

1955 v iivnnnnn Y 9 15 4 3
Denmark:

1088 vttt e et 4 2 6 6

1954 Lt b e e 9 18 —d 9

B 3213 S, 2 3 -9 —1
France:

1058 L e e —3 e — 2 6

L T VP 9 g 19 7 13

F 3 U U 10 14 26 - 11
Germany, western:

1958 ..o vnnnn e n e ey 9 3 23 16 18

1054 et i i i as 12 18 40 4 16

L 7 T AP 16 24 36 6 13
Italy:

1953 v eenn i e e 10 11 20 5 23

1954 .o evven e e e e 9 4 26 2 20

1055 it e e a e 8 13 28 —11 11
Netherlands:

bR 1< J R 10 12 14 8

1054 .. e i 11 22 7 10

1055 i e s 7 11 2 6
Norway:

1953 Lt i e 5 9 9 1

1954 ... vttt i i 9 8 3 23

0BG L it e st 4 1 —b —2
Sweden:

B 1T U i —6 11 4

1954 . ittt e 4 6 et 1

1980 L i ar 6 5 —G ..
United Kingdom:

1958 .0utrviiinninnn eeier e aneann 6 3 33 15 19

1954 Lt i e 7 10 29 2 9

1055 vttt e et 5 12 17 . | 5
Canada:

1988 it 6 10 29 2 6

J 45T TN -2 ~—8 22 —14 1

FO55 Lt i e 9 11 33 15 6
United States:

1083 ot e e 8 15 42 1 6

1054 i e i - 10 —9 —4 —

1055 it i 12 10 42 12 12

Source: United Nations, Monthly Bulletin of
Statistics; Organisation for European Economic
Co-operation, General Statistics; Dominion Bureau
of Statistics, Canadien Statistical Review.

o Figures for 1955 for the component series in
some cases cover less than a whole year; the

The rate of increase in the production of engineer-
ing goods varied considerably among different coun-
tries. From 1953 to 1955, production increased hy
11 per cent in Sweden, by 17 to 24 per cent in Belgium,
Denmark, France, Italy and the United Kingdom, and
by 35 per cent and 46 per cent in the Netherlands

percentage changes are calculated by comparing
the corresponding periods of 1954 and 1555,

b Including production of motor vehicles.

¢ Figures for major producing countries only
ere shown here.

and western Germany, respectively.® The importance
of the shifts in the structure of industrial production
in western Europe as a whole is clearly revealed in the

® Engineering industries in Norwny are relatively unimportant.
Expansion during the upswing was confined to the production
of crude steel, which increased by about 50 per cent.
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ageregate indices of production of these countries,
shown in table 67.

In most cases, the shift of production in 1954 and
1955 in favour of engineering goods represented a
reversal of developments during the early stages of
the present upswing, In 1953, the largest increases in
production occurred in the traditional consumer goods
industries, notably textiles. Laler, the rate of increase
in the production of these indusiries slackened notice-
ably and in 1955 oulput of textiles in most countries
dropped below the 1954 level. As consumer expendi-
ture on textiles in western European countries was
still increasing moderately in 1955, this decline was
mainly due to the fall in exports of cotton cloth to
oversea markets. The increase in the output of the
chemical industries, after showing a sharply rising
trend in 1953 and 1954, slowed down noticeably
in 1955,

The structure of industrial production has adjusted
itself to the shift in the pattern of demand without
serious difficulties. The changes in demand 1esulted in
under-utilization of capacity in non-durable consumer
goods industries. On the other hand, increased capacity
in the engineering industries based upon new invest-
ment in 1954 and 1955 contributed to the expansion
of output in this sector. During the more recent phase
of the upswing, however, there have been signs of
growing strain in engineering industries in several

Table 67. Changes in Industrial Production and its
Major Components, in Western Europe®
{Percentage changes from previous year)

Hem 1952 1954 1955
Industrial production .... .... 5 9 g
Ingineering ..... ........ 1 11 14
Passenger cars® .. ... 19 29 28
Textiles ................. 10 5 —2
Chemieals ............... 15 14 11

Source: Organisation for Furopean Economic Co-operation,
General Statistics,

*Including all countries in the Organisation for European
Feonomic Co-operation.

;’ance, western Germany, Italy and the United Kingdom
anly.

countries. For example, in western Germany and the
United Kingdom, delivery dates for ships and certain
kinds of machinery lengthened appreciably and the
backlog of orders tended to rise. Tightness in the
supply of basic materials and labour for engineering
industries threatened to become limiting factors in
a continued rapid expansion in production.

In North America output during 1955 rese in both
enginecering and textile industijes in the process of
recovery from the recession of 1953 and 1954, How-
ever, a point of similarity with western Europe lay
in the fact that the largest advance in production
occurred in the motor vehicle industry.

THE SUPPLY OF BASIC MATERIALS AS A LIMITING FACTOR

The continuing expansion of the engineering indus-
tries during 1953-1955 resulted in rising demand for
the two most important basic materials—stee]l and
coal. Shortages developed in particular countries,
necessitating higher imports.

The production of crude steel rose at an increasing
rate in 1955 in all the western European countries,
with the exception of the Netherlands. Where the ad-
vance in production did not suffice to meet current
demand, additional supplies were sought from Belgium,
France and the United States, as shown in table 68.
The existence of a considerable amount of cxcess
capacity at the beginning of the recent upswing in
Belgium and France®® made it possible for these two
countries to raise their output rapidly and supply
larger quantities of erude and finished steel to other
countries in western Europe. Although production also

*0 Production of steel in Belgium and France had declined
substantially in 1953,

Table 68. Steel Production and Trade,
Selected Countries

{Millions of metric tons)

Ratie of nor
axporis or
imports to

or preduction

i e } 1 { pel

imports {~) percentagn)

Country and year Production Nut exporls,

Net exporting countries:

Belgium:
1954 .. ... ... seo. 5.0 4.2 84.0
1955 ... ... 5.9 5.1 86.4
France:*
Bt S 11 1] 33 311
1965 ... inu v 126 4.1 32.5
Germany, western:
1954 ..., ... e 174 0.7 40
1955 .. ..l 213 0.1 —0.5
United Kingdom:
1954 ... ... ... .. 188 18 9.6
1955 .o 201 11 5.5
United States:
1654 ... Cea e 80.1 26 3.2
1956 ... ... 1062 3.4 32
Net importing countries:
Denmazk, Italy, Nether-
lands, Norway and
Sweden:
1954 . ... v 1.3 —29 ~39.7
1985 ............. B9 —3.3 -36.7

Source: United Nations, Monthly Bulletin of Statistics;
United Nations Economic Commission for Europe. Quarterly
Bulletin of Steel Statistivs for Europe {Geneve}; United States
Department of Commerce, Total Expert and Import Trade of
the United States (Washington, D.C ).

= Production figures refer to crude steel snd trade figures
refer to finished steel (including crude steel).

b Figures for 1955 represent annusl rates, hased on the
first ten months.

¢ Exciuding the Saar.
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Table 69, Supply of Hard Coal, Selected Countries
(Millions of metric tons)

Ratio of imports
from United Srases

Country and yeart Production Impores Exporey Total to tatel imports
supply {percentage)

United Kingdom.:

1954 .. ..o oL L. 2278 31 e 16,5 2144 16.7

1955 .o oo e 2251 117 ~13.9 2229 41.9
Germany, western:

1954 .o oo oo 1280 8.3 —16.1 1202 219

1955 e e 1307 14.2 —128 1321 375
Belgium:

1954 e e 29.2 37 ~8.7 27.2 6.8

1955 29.9 36 —17.3 26.2 174
France:®

1954 .. o e . 544 11.3 —238 629 0.5

1085 e e 55.3 10.6 —6.6 59.3 52
Denmark, Italy, Netherlands,

Norway and Sweden:

1954 ... ... e i n e 13.8 24.7 w11 374 158

1955 . . viveinnn embe e 13.7 26.9 )G 397 30.5

Source: United Nations Economic Commission for Burope, Quarterly Bulletin of Coal Statistics for

Europe {Geneva).

% Trade figures for 1955 represent annual rates, based on the first nine months,

b Exeluding the Saar.

rose substantially in western Germany and the United
Kingdom, increases in domestic demand greatly re-
duced their exports; western Germany became a net
importer of steel in the course of 1955.

In the United States, the increase in demand for
steel pushed output to the limits of capacity in 1955.
Towards the end of the year, a “grey” market appeared
and it was reported that premiuvm prices were being
paid for certain types of crude steel.?* Cancelled orders
for steel, as a result of the slackening in automobile
production towards the end of 1955, failed to ease
the tight supply situation. Canada also began to ex-
perience shortages in certain types of steel towards
the end of 1955. These developments prompted plans
for extensive increases in steel capacity in both
countries.

Higher production of steel involved a concomitant
increase in the demand for coal. The supply of coal
proved to be less elastic than that of steel in the
western European countries. In 1955, production of
coal in Belgium, France and western Germany, taken
together, increased by only 2 per cent. In the United
Kingdom, production declined by 1 per cent as &
result of a fall in employment and productivity in
coal mining.

Rising domestic demand for coal in western Ger-
many and the United Kingdom was met by reducing
exports and increasing imports, As shown in table 69,
while net exports of coal from the United Kingdom
were drastically reduced in 1955, the position of west-
ern Germany changed from a large net exporter in
1954 to a net importer in 1955. Higher imports of

1t The New York Times, 21 and 28 November 1955.

these two countries, as well as of many other western
European countries, were only partially met by in-
creased supplies from Belgium and France. As a
result, there was a sharp rise in western Lurope’s
imports of coal from the United Stetes in 1955.

PRODUCTIVITY AND SUPPLY OF LABOUR

The rapid increase in engineering output in western
Europe during 1954 and 1955 owed more to the rise
in labour productivity than to the rise in employment.
It will be seen from chart 18 that in all these countries
for which data can be assembled the growth in pro-
ductivity in the two years was substantial both in the
economny as a whole and in the manufacturing sector
alone. Available information suggests that the rise
in productivity in manufacturing was concentrated in
the engineering industries. This was atiributable in
some cases to the maturing of previous investment
and in others to a fuller utilization of existing ca-
pacity. Increases in employment in the engineering
industries were generally moderate in 1955, as shown
in table 70.

The extent of the labour shortage experienced in a
number of western European countries during 1955
is discussed below. Here it may be noted that the
rising demand for labour in expanding industries was
satisfied mainly by a transfer of manpower from other
industries. The experience of the United Kingdom,
which exemplifies that of the Netherlands, Norway
and Sweden as well, may be used to illustrate develop-
ments in the labour market. As can be seen from
table 71, the rate of female participation in employ-
ment increased. Furthermore, the engineering indus-
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Table 70. Changes in Employment and Unemployment, by Country
{Percentage changes from previous year)

Ruotie of unemployed

Country and yoar® Total Employment in o civilian labsur forco
eluiiian Employment in onginaering available for hire
employment manufacturing indu.m_'l'c:b {percentags)

Belgium:©

1954 ... Ceetcav e 0.7 1 -2 6.7

I955 i e 1.8 5 5 50
Denmark

1654 e s 4 14 8.0

3 T N —1 4 9.7
France:®

1954 e, 10 1 2 19

1955 ..., e, 1.7 1 2 1.5
Germany, western:!

1954 i 4.5 5 8 7.0

1955 . . 59 8 14 5.1
Italy 5

1054 ... i e na e \ 1 . 10.0

1955 e e . 2 . 9.8
Netherlands:

1954 o n i e i 2.3 4 7 1.9

1955 L e e 0.9 3 6 L7
Norway:

1064 s 08 2 2 1.3

5 Z 0.3 2 5 12
Sweden b

1954 .. e e 0.2 1 8 26

T Y O 0.8 2 5 2.4
United Kingdom:!

1954 ouvnneninens. . 16 3 3 15

1955 .. e 14 3 4 12
Canada:

1964 .. e =10 —5 —10 45

1005 e e 1.9 1 —1 44
United States :*

1954 . i —11 —9 -10 5.0

L 23 3 5 4.0

Seurce: United Nations, #Monthly Bulletin of
Statistics; Belgium: Ministry of Economic Affairs,
L'Economie belge en 1954 and National Institute
of Statistics, Bulletin de statistique (Brussels) ;
Denmark: Depariment of Statistics, Sravistishe
Efterretninger; France: National Institute of
Statisties and Economic Studies, Bulletin mensuel
de statistique and Bulletin hebdomadaire de sta-
tistigue (Paris); western Germany: Statistisches
Bundesamt, Firtschaft und Statistil and Bank
Deutscher Liinder, Monthly Report; Netherlands:
Central Bureau of Statistics, Sociale maand-
statistiek (The Hapue) and Reply of the Govern-
ment of the Netherlands te the United Nations
questionnaire of 15 December 1954; Norway:
Centrnl Burean of Statistics, Statistiske Mel-
dinger; Sweden: Social Welfare Board, Socinle
Meddelanden  (Stockholm) ; United Kingdom:
Centra}  Statistical Olfice, Aonthly Digest of
Statistics; Canada: Dominion Bureau of Statistics,
Canadian Statistical Review: United States: De-
partment of Labor, Monthly Labor Review (Wash-
ington, D.C).

o Fipures for 1955 in some instances cover less
than the whole vear.

b Used as a rough indicator of changes in em-
ployment in investment goeds industries. The
coverage varies from country to country, but in
general includes the following: metal products and

meta] fabrication, electrical and other machinery,
and transportation equipment; except for Den-
mark, employment in the basic iron and steel
industry is excluded. Employment covers hoth
splaried employees and production workers or
WEfte earners,

¢ Unemployment represents wholly unemployed.

4 Unemployment is expressed as a percentage
of insured trade unionists.

¢ Civilian employment refers to the over-all index
of employment of the Ministry of Labour. Un-
employment percentoges represent the ratio of
applicents {or employment to the civilian Iehour
force covered by the over-all index.

! Figures for civiliin and manufacturing em-
ployment represent employed wage emrners and
salaried workers.

€ Manufacturing employment includes employ-
ment in public utilities and mining, Unemployment
represents those registered as wholly unemployed.

k Uinemployment percentages represent the per-
centape of unemploved in trade unions,

I Unemployment includes those temperarsily
stopped.

I Manefacturing employment incluzdes salaried
employees, Ratio of unemployed relates to total
civilien labour force.

¥ Ratio of unemployed relates to total civilinn
labour force.
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tries took an increasing share of the additions to
civilian employment during the upswing. From June
1954 to June 1955, the increase in employment in
these industries accounted for about three-fourths of
the increaze in total employment. A large part of the
growth in employment in engineering was evidently
the result of a transfer of labour previously em-
ploeyed in other industries, particularly in textiles and
agriculture. In spite of the relatively large increase
in employment, however, unfilled vacancies in enginees-
ing were about one-guarter higher in the latter half
of 1955 than a year before. Moreover, these industries
were faced with not only a general labour scarcity
but also a shortage of skilled workers. During this
period vacancies for operatives and technicians in the
principal skilled engineering occupations 1ose by about
20 per cent.

For varylng reasons, a general scarcity of labour
did not appear in other western KEuropean countries
during the peried of expansion. The expansion in pro-
duction in western Germany was facilitated by a grow-
ing labour supply resulting partly from immigration
and partly from the existence of a high level of un-
employment at the begiuning of the upswing. How-
ever, towards the end of 1955 there were some in-
creases in unfilled vacancies and signs of a shortage
of skilled labour in the building industries.

The slight increase in employment in France, ac-
companying a much larger rise in production, re-
flected, to a large extent, the existence of under-
utilized capacity in industry. In Belgium, the increase
in employment in 1955 was associated with a sig-

Table 71, United Kingdom: Intra-Industry
Shifts of Labour

{Thousands of persons)

Actusl change Porcontage

. change
Toem 1953ta 1954 ta 1954 to
19542 9552 19552

Civilian employment:
Male ....... ........ 147 152 1.0
Female ... ......... 219 139 18
Total 366 291 13
Agriculture ........... -13 22 —2.0
Mining and quarrying.. --10 - (.3
Manufacturing . ... ... 230 246 21
Engineering .. ...... 128 216 5.0
Textiles ......... .. 19 —432 —25
Others ....... ... .. 83 72 2.6
Building and contracting 16 12 0.8
Public utilities® . ... .. 15 4 02
Services® ,... ........ 158 54 0.7
Registered unemployed ..., -—52 —38 -e16.5

Source: Central Statistical Office, Monthly Digest of Statistics.

& Data refer to the month of June,

bIncluding gas, electricity and water, and transport and
communications.

cIncluding diswributive trades, professional, financial and
miscellaneous services, and public administration.

pificant reduction in unemployment, but this was not
the case in Italy. In Denmark, as a result of restrictive
policies discussed below, employment in 1955 de-
clined, and there was a significant rise in unem-
ployment.

By contrast with the shift in composition of em-
ployment in western Europe, the increase in employ-
ment in Canada and the United States in 1955 was
more evenly distributed among the various sectors
of the economy, and was the oufcome of a general
recovery from the recession. Employment rose more
slowly in Canada in 1955 because the early phase of
1ecovery was concentrated in the more capital-intensive
industries; however, the unemployment ratio fell after
the first quarter of 1955,

CHANGES IN THE COMPOSITION AND DIRECTION OF IRADE

In western Europe, the changes in the pattern of
production and demand considerably affected the
composition and direction of foreign trade. The vol-
ume of trade in machinery, transport equipment and
basic materials for the engineering industries increased
rapidly, while import demand for non-durable manu-
factured consumer goods and the raw materials re-
quired for their production tended to change little.
As the former group of commodities could be obtained
only from industrial countries, the changes in the
composition of trade were accompanied by shifts in
its geographical distribution, notably a rise in the
proportion of trade among the industrial countries,

In the first nine months of 1954, covering the early
stage of the upswing, western Europe’s imports in-
creased about 7 per cent in value, or 10 per cent in
volume, compared with the corresponding period of
1953 (see table 72). Manufactured goods, consisting
predominantly of consumer goods other than durables,
and the metal and metal products group, particulaxly
the hase metals, each accounted for about one-fourth
of the increase. Chemicals and crude materials con-
tributed about 15 and 13 per cent of the total increase,
respectively. In the latter group, increased imports
of ores and scrap were prominent. Owing to excep-
tional increases in the prices of cocea, coffee and tea,
the rise in the value of imports of these commodities
substantially exceeded the over-all increase in value
of food imports: Dmport prices of other foodstufls,
notably cereals, dropped.

In the first three quarters of 1955, imports re-
sponded to the continuous expansion in investment
activity, and were designed in some cases to ease
particular bottlenecks in certain countries. Total im-
ports increased by about 15 per cent in value and
over 12 per cent in volume. There was a marked
shift towards crude materials, metals and metal prod-
ucts, and fuels; taken together, these categories ac-
counted for more than two-thirds of the total increase
in imports in the first three quarters of 1955 compared

e i,
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Chart 18. Indices of Production and Employment, Selected Countries
(1953=100)
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with less than one-half in the corresponding period
of the previous year. Among these, iron and steel,
solid fuels, ores, scrap and wood-pulp showed the
largest increases, since domestic supplies of these com.-
modities had become tight in many countries. In-
creased food imports were concentrated mainly in
cereals. The good wheat crop in 1953 had caused
imports to fall in the following year, while a poor
grain harvest in 1954 was followed by a large rise
in the demand for imports in 1955.

From 1953 to 1955 imports into North America
showed strong cyclical movements in sympathy with
changes in the level of domestic production. In the
first three quarters of 1954, the value of imports de-
clined by 7 per cent compared with the corresponding
period of 1953 (see table 73). This was followed
by an increase in imports of over 8 per cent in the
first three quaxters of 1955. As a result, total imports
rose above the pre-recession level.

The fluctuations in the level of imports were accom-
panied by shifts in composition (table 73) although
these were not so pronounced as in western Europe.
Imports of metals and metal products showed the
largest decline during the recession. In the first three
quarters of 1955, only half of the previous decline
was regained. Imports of non-ferrous metals were
limited by shortages abroad, making it necessary for
the United States Government to release supplies from
its own stocks and, in some cases, for private inven-
tories to be reduced. Imports of crude materials, on
the other hand, were at a level higher than hefore
the recession, owing mainly to an upsurge in rubber
prices, though there was also a recovery in imports
of wool from the low point of the recession. There
were, moreover, large increases in imports of fuels
and miscellaneous consumer goods. Changes in the
value of imports of food reflect, to an even greater
extent than in western Europe, the exceptional price
increases for cocoa, coffee and tea in 1954 and the
declines in 1955, Thus, the value of imports of food
tose sharply in the first three quarters of 1954 only
to be followed by an even greater fal]l in the corre-
sponding period of 1955,

The shifts in demand of the industrial countries dis-
cussed above affected the course of commeodity prices.
As indicated in chapter 5, higher demand in industrial
countries caused an upward pressure in 1955 om
prices of raw materials nsed in production of con-
sumer and producer durables, and in construction—
such as iron scrap, metals, lumber and rubber.'* On
the other hand, prices of agricultural products, such
as textile materials, tended to decline. The fall in the
prices of cocoa, coffee and tea, noted above, repre-
sented a reaction from the developments of the previ-
ous year, when poor harvests and inventory speculation
had driven prices to unusually high levels.

Changes in composition affected the geographic
distribution of the trade of industrial countries. The
mutual reinforcement of external and internal demand
stimuli resulted in a substantial increase in trade
among them to meet the requirements of western
Furopean countries. The gradual liberalization of
trade by the latter during 1953 and 1954 contributed
directly to this reorientation and also facilitated in-
creases in imports from Canada and the United States.
The rise in trade among the industrial countries was
particularly important in alleviating bottlenecks that
had appeared in certain European countries. For
example, Belgium, France and the United States were
able to make available supplies of such products as
coal, steel and base metals for shipment to other
countries which were encountering shortages, notably
western Germany and the United Kingdom.

On the other hand, imports from primary produc-
ing countries did not rise in proportion to the total
increase in imports of industrial countries. The rela-
tive deterioration in the position of primary produc-
ing countries as suppliers to industrial countries in
1055 is summarized in the following data (in billions
of dollars):

Changes in imports
of indistrial countries®

From 1953 From 1954

10 1934 to 1955
Al imports ......... 0.8 4.6
Imports from:
Industrial countries .............. 03 3.6
Primary producing countries ..... 035 10

a Data relate to first three quarters of each year,

Internal and External Balance

The upsurge in economic activity which gathered
momentum in western Europe during 1954 and in
North America during 1955 was not accompanied
by serious problems of internal or external balance.
Although money wages rose appreciably, retail prices
remained generally stable owing to increases in pro-
ductivity. The rise in productivity, coupled with the

movement of labour between industiies and a small
growth in the labour force, made it possible to achieve
significant increases in output and effect substantial
changes in the structure of production despite fairly

2 In the case of eopper, the sharp increase in price also

reflected supply difficulties arising from labour disputes in most
of the major producing areas of the world,
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low levels of unemployment. Shortages of labour did
develop, but these were on the whole no greater than
those experienced in several of the industrial coun-
tries during the boom of 1951, Nor was there any
abnormal speculation in inventories; only in the
United Kingdom was the rise in inventory investment
a source of difficulty,

Nevertheless, there was widespread concern about
problems of over-expansion. Fears of an overburden-
ing of the economy were greatest in countries where
the external balance has been precarious throughout
much of the post-war peried, but concern was also
voiced in North America, where the balance of pay-
ments does not constitute any problem. In part, the
source of concern was sectoral over-expansion-—mani-
fested in heavy pressures of demand upon the durable
goods industries and upon housing, and in increases
in the prices of certain industrial raw materials, How-
ever, there was also a fear of incipient peneral infla-
tion. Accordingly, measures were adopted in many
industrial countries—especially in the monetary field
—to slow down the pace of the expansion. No signif-
icant anti-inflationary action was considered neces-
sary, however, in Belgium, France and Italy, since
no problems of excess demand had apparently arisen
in these countries,

SYMPTOMS OF INFLATION
Developments in the labour market

Conditions in the labour markets of the various
countries provide a fairly accurate reflection of the
extent of pressure upon resources in each. In table
74 unemployment ratios in the first and second halves
of 1954 and the first and second halves of 1955 are
compared with these recorded in the two halves of
1951, when a similar situation of over-all labour
shortage had prevailed in a number of industrial
countries. In this comparison it is assumed that no
significant changes had taken place in the composition
of the labour force or in structural unemployment.
With the few exceptions noted below, such changes
were probably not significant during the period under
review.

At the time when restriclive measures were intro-
duced in Norway and Sweden in the second half of
1954, unemployment ratios, though low, were above
the levels recorded in the second half of 1951. Al
though in the United Kingdom unemployment sub-
sequently declined below the levels associated with
previous boom years, disinflationary action likewise
was started while unemployment was still no lower
than in 1951,

Canada and the United States experienced a gradual
reduction of unemployment ratios from the 1954
recession levels, but the 1955 ratios remained signif-
icantly above those recorded in 1951. In view of
this, the anti-inflationary measures adopted were more
cautious than in the countries mentioned above,

Earlier levels of unemployment in western Germany
are of less significance than in the other countries
because of drastic changes in the labour force, and
because in 1951 western Germany was still in the
early stages of its post-war expansion. It can be said,
however, that the reduction in unemployment in west-
ern Germany in 1955 had reached the point at which
shortages of lahour were beginning to emerge in
specific sectors of the economy, notably building and
coal mining, Comparison with 1951 also involves
dificulty in the case of the Netherlands, where anti-
inflationary measures were instituted at an early stage
in 1950, so that unemployment did not fall to the
low levels reached in countries such as Norway,
Sweden and the United Kingdom in 1951, In 1955
unemployment ratios dropped significantly, and by
the second half of the year there had developed a
labour shortage comparable with that in the latter
three countries.

The anti-inflationary measures adopled by Denmark
were designed primarily to deal with balance of pay-
ments  difficulties. Though unemployment declined
below the level of 1951, for reasons similar to those
noted in the case of the Netherlands, it remained rela-
tively high,

Thus, the governments which adopted anti-inflation-

Table 74. Unemployment Ratios, Selected Countries

{Percentages)®
1951 1954 1955
Conntry
First Lalf Second fealf Fitst half Svcond half Firat half Second kalf
Canada . . ... ... .. ... 29 2.0 53 3.8 5.7 28
Denmark ........ .. .. ... 100 9.3 101 6.7 10.5 9.0
Germany, western . .. 8.7 9.0 7.} 6.0 58 4.2
Netherlands . ... ... . ... 2.0 26 2.4 15 16 11
Norway . ... ... .. . 16 0.7 16 10 16 0.9
Sweden . . . L 17 2.0 2.9 23 2.4 2.4
United Kingdom ... ... .. 14 13 17 1.3 13 11
United States .. ........... 33 2.7 54 47 4.7 3.4

Souwrce: United Nations, Monthly Bulletin of Statistics.
® For definitions of unemployment retios in individual countries, see appropriate footnotes to table 70.
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a1ty measuzes in 1954 and 1955 did so in ecircum.
stances in which labour shortages were less, or at
least no greater, than they had been in North America
and parts of western Europe during preceding years,
especially 1951, The measures of restraint were, how-
ever, based on expectation of still tighter conditions,
or were designed to prevent their occurrence. A ten-
dency in the direction of tighter conditions is indicated
by the lower levels of unemployment in the second
half of 1955 than in the second half of 1954 in six
of the eight countries listed in table 74.

Relative stability of prices

In most countries prices were relatively stable during
1954 and 1935, particularly retail prices. As shown
in table 75, the cost of living index in Canada and
the United States scarcely changed during the course
of 1954.1955. In most western European countries, the
increase in the cost of living did not exceed 2 per
cent in 1955, In the latter half of 1955, however,
price increases became more pronounced in Denmark,
Sweden and the United Kingdom.

In Canada and the United States, the stability of
retail prices resulted from two offsetting influences:
a small rise in the price of services on one hand, and
a decline in prices of food and certain manufactured
goods on the other. In most western European coun-
tries import prices remained fairly stable at a level
not very different from that of 1953. At the same
time, despite appreciable increases in wage rates,
prices of industrial manufactured goods remained
fairly stable and even tended to decline, as a result
of the substantial rise in output per man-hour. The
relatively greater stability of the cost of living index
in France, western Germany and the Netherlands than
in other western European countries in 1955 can be
explained, at least in part, by government policies of
reducing indirect taxes and the prices charged for cer-
tain public services, and, in the two latter countries, of
liberalizing import 1estrictions, as indicated below. In
Denmark and the United Kingdom, on the other hand,
relatively greater incieases in the cost of living were
the result of higher indirect taxes and a reduction
in food subsidies. In Sweden the increase in the cost
of living was largely accounted for by the higher
level of food prices enacted for the purpose of com-
pensating farmers for income losses due to poor
harvests.

There was, however, some doubt as to how long
retail price stability would be maintained. In those
countries which had most closely approached the limit
of their resources in 1955, notably Norway, Sweden
and the United Kingdom, the combination of advanc-
ing real wages and a slowing down of the rate of
increase in productivity seems to have led to some
decline in profit margins which could not be expected
to continue. The same development probably also
took place in western Germany towards the end of

the year. Even where productivity gains outweighed
the advance in real wages, as for example in Canada
and the United States, pressures on the durable goods
industries were being reflected in rising prices for
industrial raw materials such as sieel and base metals,
and for the finished products of these industries.

Table 75, Changes in Average Hourly Earnings* in
Manufacturing, Cost of Living and Import Prices,
by Country
(Percentage change from corresponding period of
preceding year)

Monay Coat of Tmpore

Country and yoor woges Hving prices

Belgium:®

1954 i 3 1 —4

1955 0t iiivinnmnenan, 3¢ -e 1
Denmark 2

1954 .. 4 1 -3

1955 vt 40 4o 1
France:

1954 . i 4 - -2

1955 e 10 1 —1
Germany, western:*

1954 o uvvvvirnen s 3 - ey

1985 wuvirei ey 6 2 4
Italy:

1954 . 4 3 -

1955 . e 3e 1
Netherlands:s

1954 ... . ii.iiuseaan.. 11 4 —5

1955 e 5 2 2
Norway

1954 o iviine e 5 4 2

1958 ........ N 6e Aa 2
Sweden:b

1954 . 4 1 ]

1955 . 7 3 -
United Kingdom:

1954 . ............ ... © 2 -1

1955 i e 8 4 3
Canada:

1854 ... . e, & 1 -

1055 .o e e 3 - 1
United States:

1954 ..o 2 - 3

1855 .. oiiii e, & - -1

Source: Organisation for European Economic Co-operation,
General Statistics and United Nations, ifenthly Bulletin of
Statistics.

a Denmark, France, Netherlands: hourly wage rates,

b Wages include mining, construction, transport, gas and
clectrieity.

¢ Three quarters.

4 Wapes include construction, transport and commerce.

¢ First half.

t Wages include construction.

& Wages inelude mining and construetion,

b Wages include mining.
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Balance of payments problems

While in many respects there were important simi-
larities between the situation in the United Kingdom
and Scandinavian countries and in the other countries
discussed above, it was only the former which en-
countered significant balance of payments difficulties
during the period under review. A major part of
these difficullies resulted from special factors. A poor
harvest in 1954 in all these countries caused pressure
in the food sector. Denmark suffered most from the
harvest failure, which not only hampered exports but
also made it necessary to increase imports of feed:
the fall in Denmark’s export balance in foodstuffs
alone was equivalent to nearly half of the over-all
deterioration in its balance of trade from 1953 to
1954, Similarly, about one-third of the deterioration
in the United Kingdom trade balance from 1954 to
1955 was concentrated in the food sector: lowering
of stocks in connexion with the transfer of govern-
ment inventories te private hands more than com-
pensated for losses from the poor harvest in 1954,
but the impact was carried over into 1955,

A further special factor in the case of the United
Kingdom was the drop in coal production and the
decision to build up inventories in 1955 following
the decline in 1954. The consequential decrease in
balance of coal imporis and exports from 1954 to
1955 represented more than one-fifth of the total
deterioration in the balance of trade.

More generally, however, the balance of payments
difficulties of these countries in 1955 reflected the
heavy pressure of demand for producer and consumer
durables discussed earlier in this chapter. In the
Scandinavian countries growing imports of machinery
and equipment and of passenger cars added consider-
ably to the drain on foreign exchange resources. In
Norway heavy purchases of ships alse burdened the
external balance. In the United Kingdom it was neces-
sary to increase imports of basic materials in short
supply—including steel as well as coal—while at the
same time exports in some sectors were held back
by growing domestic demand and capacity limitations.

There was also some accumulation of inventories of
certain imported raw materials,

A basic difficulty of these countries is that foreign
exchange reserves are too low to enable them to
absorb temporary maladjustments — such as those
caused by harvest failure or by inventory fluctuation
—without the need to resort to a severe contraction
of demand. An additional problem of the United
Kingdom seems to derive from the distribution of its
exports. A relatively large share is marketed in
primary producing countries, whose capacity to im-
port has not risen in line with world trade as a whole
during the current boom, as pointed out earlier in
this chapter. Consequently, one of the limits to the
rate of economic expansion in the United Kingdom
is set, under present conditions, by the particular
distribution of its exports, which could not, of course,
be subjected to a major shift in direction in a short
period, even if competition from other countries could
be discounted.

ANTIINFLATIONARY MEASURES

A striking feature of the anti-inflationary measures
adopted in response to the situation described in the
preceding section has been the reliance placed on
monetary techniques. The levels of discount or bank
rates attained in some countries by the end of 1955
surpassed those reached at any previous time during
the post-war period. In many cases this marked a dis-
tinct departure from the policies of earlier post-war
years, characterized by a concentration on fiscal meas-
ures and direct controls,

The timing of measures in the various countiies
that have taken action can be broadly indicated by
the changes in discount rates shown below:™®

The countries listed fall into two groups. The
United Kingdom and the Scandinavian countries had
already taken strong action in the second half of 1954
or the first half of 1955, including not only discount

13 International Monetary Fund, Internationel Financial
Statistics {Washington, D.C.).

1955

1954 Firat
guarter
Denmark .oovvernnarernenns 4.01t0 5.0
{Jnited Kingdom ........... 30t035
351045
NOTWEY -4 cvnvvannnnnenon 251035
Sweden ...ucinnnnn.. .

United States ..............

Canada

Germany, western . ........ .
Belgium .. ooviiniiarnnans
Netherlands .

1956

Second Third Fourth First
quarter quarter qunrter quarfer
90 1055
45 tobh5
2.75 10 3.75
15 to 175 17510 2.0 225t0250 25 10275
20 to225 21510 3.0
1.5 1020 20 t02.25
22510275 275t0 3.0
3.0 to3.3 35 to4b
275103.0
25 to3.0
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rate increases, but a variety of monetary, fiscal and
other measures designed to apply major restraint on
the forces of expansion. On the other hand, Canada,
western Germany, the Netherlands and the United
States did not initiate significant restraint until later
in 1955. Although Belgium did not experience sig-
nificant inflationary pressure in 1955, the discount rate
was raised slightly, mainly in order to discourage
speculation and narrow the difference from compar-
able rates abroad.

In several countries, the revival of interest in mone-
tary policy was part of a broad movement in the
direction of grealer orthodoxy in economic affairs
and of circumscribing the scope of governmental
interference in the functioning of the market economy.
It was in the same general stream of events as the
movement towards more liberal trade and payments
policies, the re-establishment of freer markets in com-
modities and currencies, and the general elimination
of controls.

Apart from this, however, monetary measures ap-
peared particularly suited to the circumstances of
1954-1955 by virtue of their fexibility., Flexibility
seemed necessary because of uncertainty regarding
the strength and permanency of the expanionist fac.
tors, because of the relatively slow approach to an
anticipated danger point and because, even in the
hardest pressed countries, the boom in some sectors
of the economy was accompanied by slackening of
expansion in others, Applied on a modest scale in
order to slow down an expansion of demand con-
sidered only a little too rapid, monetary measures
were expected to achieve a moderate correction with
a minimum of action and without any significant
departure from an established trend of growth. This
seems to have been the situation in those countries
which resorted mainly to monetary measures and on
a modest scale only-the second of the two groups
mentioned above. Here the expansion during 1955
reached a point at which pressure against the limits
of resources became just noticeable, for example in
a tightening of the labour market and in a tendency
for prices to rise. Plenty of elbow room was still left
in these economies when the governments decided to
slow down the pace and prevent outbuists of specu-
lation.

In the countries where balance of payments diffi-
culties accompanied o1 even preceded the appearance
of domestic pressures, it was recognized that monetary
policy would net suffice o1 in any case could not be
permitted to carry the burden of adjustment alone.
Although it should be noted that the monetary policies
adopted in the past few years have included a variety
of devices designed to stiengthen the conventional
techniques of monetary management and increase the
number of points at which checks are applied to the
expansion, it was inevitable that investment should

bear the brunt. Exclusive reliance on monetary meas-
ures in a situation calling for substantial corrective
force would consequently run the risk of adversely
affecting the future rate of growth. Complementary
use was therefore made of fiscal policy.

Nature of the measures

The raising of discount rates in these countries was
generally supported by open market operations and
often reinforced by government issues of high-interest
loans. In Sweden, the central bank insisted on the
fulfilment of certain liquidity quotas and ultimately
required the commezcial banks to decrease their loans
(other than for housing) by 1 per cent over the period
Angust-October 1955. In Norway, reserve reguire-
ments were introduced for the first time, and the
banks were repeatedly asked to curb their loans in
spite of substantial excess reserves, It was agreed
in the end that no increase in private bank loans
should take place in 1956, In the United Kingdom,
the banks were also asked early in 1955 to restrict
credit and were eventually requested to reduce ad-
vances by 10 per cent during the second half of 1955.
In western Germany, in August 1955, the minimum
reserve percentage on all deposits was raised one
point. In the United States, the Federal Reserve System
restricted its purchases of government securities as
early as December 1954 and reduced its holdings in
January-February and August-September 1955. In
addition, margin requirements for stock-market pur-
chases were raised twice: in January 1955 from 50
to 60 per cent and in April from 60 to 70 per cent.

In some cases specific restrictions were introduced
to check building. In Norway, the central bank re-
stricted its authorizations of housing loans to be floated
by credit associations in 1955. In western Germany,
bills used for interim financing of building projects
were no longer accepted for rediscounting by the
Central Bank after October 1955. In Sweden, building
loans—which had expanded at an unusually rapid
rate in 1954—bore the brunt of the efforts of the banks
to contract credit in 1955, This resulted in difficulties
in financing housing during the first half of 1955
which had not quite been foreseen by the Government.
In Denmark, building subsidies were restricted in
1954 and cut sharply in 1955. Housing subsidies
were also reduced in the United Kingdom. In the
United States, in July 1955, down-payments were
increased and the period of repayment shortened on
mortgages guaranteed by the Federal Government.
Subsequent indications of a slackening in the demand
for housing were followed by the reinstatement of
the original provisions.

In Norway and Sweden, special investment taxes
were introduced early in 1955 in an atterapt to affect
the level of private investment directly by fiscal means.
In Sweden, new investment in industry and agricul-
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ture was subjected to a levy of 12 per cent. In Norway,
a 10 per cent sales tax was imposed on all building
and construction activity {except new farm dwellings
and buildings). A temporary 10 per cent tax on pay-
ments under new contracts for large ships was also
introduced in order to encourage either postponement
of such purchases or resort to credit from abroad.

All the measures thus far mentioned were directed
mainly towards investment but could, of course, he
expected to improve the balance of trade depending
upon the import eontent of the investment affected and
the extent of the contraction generated in total do-
mestic demand. But in those countries where the hal-
ance of trade was of major concern, the problems posed
by the rapid increase in the consumption of durable
goods had to be tackled by direct means as well. In
the Scandinavian countries, special attention was given
to the sale of motor vehicles, which had expanded
rapidly in all three countries in 1953 and 1954, In
Norway and Sweden, a 10 per cent sales tax was
introduced at the beginning of 1935, and Norway
reduced motor vehicle import guotss. In Denmark,
special measures had alieady been taken in 1954 to
curtail imports of passenger cars and motorcycles by
reducing the number of import permits granted and
by raising the price of certificates obtained through
the dollar export incentive scheme, Limitations were
also imposed in Depmark in 1954 on hire-purchase
contracts, and a turnover tax of 10 to 15 per cent
was applied to a wide range of consumer goods in
March 1955. The United Kingdom restricted hire-
purchase in February 1935 but in April removed the
purchase tax on certain textile goods, Later in the
year the purchase tax was increased generally by 20 per
cent on household goods and cars, and the coverage
was extended, In February 1956 instalment buying was
further restricted, and subsidies cut on certain essential
foods.

In most previous instances of balance of payments
difficulties, governments had generally acted to limit
impoerts by direct means, This step was also taken in
several countries in 1954.1955. Apart from the meas-
ures noted sbove, Norway, for example, reduced
authorizations for controlled imports. In no case, how-
ever, was there a general tightening of quantitative
trade controls, as had frequently occurred in earlier
post-war years, although in seme cases it proved im-
possible to proceed with further measures of liberaliza-
tion as had originally been intended.

A new feature of the policies adopted in 1954-1955
was the attempt to exert a downward pressure on
prices, and thereby check demands for wage increases,
by allowing freer entry to imports. A number of west-
ern European countries, particularly western Germany
and the Netherlands, liberalized imporis from the
dollar area; and in addition western Germany lowered
import duties on a number of items in March 1955,

Three countries actually reduced income taxes in
1955-—western Germany at the beginning of the year,
the United Kingdom in April, and the Netherlands
in the latter part of the year. It might be thought that
the risk of excess demand for consumption was there-
by enhanced. This risk was accepted, however, in an
attempt to deal with the complementary danger of a
wage-price spiral: it was hoped that tax reductions
would encourage restraint in demands for higher
wages, and also provide additional incentives to
greater . productivity. As salready mnoted, the United
Kingdom was compelled to raise purchase taxes and
cut subsidies later in 1955,

Various schemes have been devised to promote
voluntary saving. In Denmark, small-scale savings are
accorded income tax relief if deposited in blocked
savings accounts. In Norway, savings deposits up to
& cerlain limit have been exempted from income and
capital taxes, In Sweden, high premiuvms (15 to 20
per cent) are offered for savings deposited in special
bank accounts in 1955 and 1956 if these are not
withdrawn before the end of 1960. The United
Kingdom Government has proposed the introduction
of a premium savings hond.

Impact of the measures

In the credit market the impact of the monetary
measures was seen in the higher private bank and
bond interest rates and a slowing down or reversal
of the previously rapid growth in credit volume. In
the Scandinavian countries and in the United King-
dom, the volume of credit ultimately levelled off; and,
in Sweden and the United Kingdom, at the end of
1955, the credit volume began to decline below the
level reached in the corresponding period of the pre-
vious year, as shown in table 76. In these countries
the effects of the change in monetary policy have
thus been transmitted fairly quickly to the credit
market. No over-all effect on credit volume is yet
visible in Canada and the United States.

The full impact of the credit restrictions can be
expected to appear only after some delay; some in-
dication of their incidence upon diflerent sectors may
already be gleaned, though the information available
thus far is meagre. In Sweden, at the end of 1955,
bank lending for non-residential construction and
personal credit were far below the levels 1eached at
the end of 1954. Except for housing loans, which
increased towards the end of the year, other credits
were approximately unchanged. In the United King-
dom, bank advances to the engincering and food
industries at the end of 1955 were above the corre-
sponding level in 1954 and rising; on the other hand,
advances to the textile industry and to local govern-
ment authorities, as well as personal loans, were below
the 1954 level and falling. A considerable decline in
borrowing by public utilities also took place. If public
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utilittes are excluded from the credit figures of the
United Kingdom, the peak was not reached until the
third quarter although the decline in the fourth quarter
still brought the credit volume comparatively close
to the 1954 level, It is, of course, extremely dificult
to distinguish the active and passive elements in
changes in hank lending; in the United Kingdom, for
example, declining advances to the textile industry
and. increased advances to the engineering industry
might have been expected in any event. However, there
has certainly been a considerable lag between the
contraction in the credit market of the Scandinavian
countries and that in the United Kingdom, which
may to some extent explain the relatively greater ex-
pansion in private investment in the United Kingdom
in 1935.

In some instances the effect of anti-inflationary
measures upon specific sectors is clearer than upon
the economy as a whole. Reference has already been
made to the decline in demand for housing in the

United States following the tightening of mortgage
facilities, and the 1eversal of the latter measure which
resulted. The effect of various restraints in curbing
residential construction in the United Kingdom and
Scandinavian countries was also noted above. Simi-
larly, restrictions on comsumer credit and the rise in
purchase tax in the United Kingdom led fairly rapidly
to a fall in sales of passenger cars and certain other
durables and a decline in their production.

Insufficient time has elapsed to permit an evaluation
of the general effect of the anti-inflationary measures
upon balance of payments positions, In Denmark the
situation impzoved considerably in 1955 owing mainly
to a better harvest and to the tightening of restrictions
on imports of vehicles: the improvement resulting
from these two factors alone was nearly as large as
the over-all reduction in the trade deficit. However,
the slackening in domestic demand probably also con-
tributed to the outcome by leading to a fall in imports
of miscellaneous consumer goods and forest products.

The Economic Outlook for 1956

Any assessment of the present economic situation
and outlook in the industrial countries must neces-
sarily take full account of the governmental anti-
inflationary measures discussed above. These measures
will undoubtedly be modified by governments from
time to time depending upon the manner in which the
situation evolves. It is, however, obviously impossible
to foresee and allow for all the changes which may
come about in government policy, especially since
considerations beyond the scope of the economist are
involved. For this reason the discussion which follows
attempts in general to evaluate the economic tendencies
emerging at the beginning of 1956 without seeking to
indicate what the response of governments is likely to
be. This approach does not, of course, imply that
appropriate adjustments in government policy will not
be made as the need arises.

Industrial output and trade in the industrial coun-
tries are expected by governments to continue to rise
in 1956 but at somewhat lower rates than those ex-

perienced during the past two years. Such data as
were available at the end of April 1956 suggested that
this expectation was being fulfilled in the early months
of the current year. The rate of increase in industrial
production in western Europe in the first two months
of 1956 appeared to have slackened appreciably. In the
United States industrial output in the first quarter of
1956 showed no increase over the last quarter of
1955, on a seasonally adjusted basis.

As pointed out earlier, the relatively high rate of
expansion of national product achieved in some coun-
tries in 1955 depended in part upon the availability
of unemployed labour and unutilized industrial capac-
ity. By the end of 1955, however, unemployment in
most countries had fallen to low levels and idle pro-

14 'Thig section is largely based upon replies of governments
to the annual United Nations questionnaire on fnll employment
and balance of payments, 18 November 1955. Supplementary
informstion has been obtained from other official publications.

Table 76. Indices of Commexcial Bank Credit® Selected Countries
{Corresponding quarter of previous year==100)

1954 1955

Country Fiese Second Third Fourth First Socond Third Foursh
quarror quartar quarter querter quarter quarter quzarter quarter

Canada . ... v veii i i aaans LB 110 102 100 o8 103 110 119
Denmark .. vovivueinnn e e 107 109 108 107 105 101 101 102
Germany, western ..... ...... ......... 110 110 11¢ 115 117 120 126 116
Netherlands ...oovvvnvneneniiuenonn 181 134 125 124 120 122 122 124
NOTWRY .0 vvunimeoicno s s 101 1065 106 108 110 106 104 103
Sweden «...oeeiviieiiioieeeeose.oo 106 109 110 112 109 103 100 95
United Kingdom ........oo v vvieen s 98 104 109 111 115 119 109 98
United States .. .. ... viivnnneao. 103 104 102 105 108 112 116 116

Source: Organisation for European Economic Co-operation, General Statistics,
& Data relate to shortterm or medium-term credits from commercial banks outstending at the end of each quarter.
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ductive capacity had also been reduced. The expansion
of output in 1956 is therefore expected by governments
to depend, to a larger extent than in 1955, on a con-
tinuing increase in labour productivity. In the light of
the large volume of industrial investment undertaken
in 1955, some increase in labour productivity can be
expected.

On the demand side, consumption in most countries
is not expected to increase as rapidly as in 1955, nor
indeed is investment, except in Canada and the United
States. At the same time, however, governments have
not expressed concern that the expected levels of total
demand will be insufficient to maintain cutput at full
employment levels, Indeed, in some countries the
problem is rather the reverse; the main concern in
1956 is to restrain the rise in demand from outstrip-
ping that of total supply. No drastic change in the
pattern of demand is generally envisaged.

The reduced rate of expansion in demand and out-
put in the industrial countries is expected to lead to
a corresponding decline in the rate of growth of the
volume of trade. This development is likely to affect
adversely those countries whose exports have been a
major contributing factor to the expansion in economic
activity,

Under the prevailing conditions of full employment,
the pressure for higher wages is expected to continue.
By April 1956, a number of claims for substantial
wage incresse had been made in several countries,
while others were expected later in the year. In so far
as the expectation of a slowing down in the increase
in labour productivity coupled with a substantial in-
crease in wages is realized, the stability of the cost and
price structure may be adversely affected.

PROSPECTS FOR INDIVIDUAL COUNTRIES

By the end of 19535, economic expansion in indi-
vidual countries had already exhibiled divergent ten-
dencies. In some, the restrictive measures which had
already begun to slow down the expansion during
1955 are expected to continue to exert a restraining
influence in 1956. In otheis, a slackening in the rate
of expansion is forecast on the basis of limitations of
manpower and industrial capacity. In a third group
of countries the expectation has been expressed that
falling exports to other industrial countries will con-
tribute to a slackening in the rate of expansion.

In Norway and Sweden, a slowing down in the rate
of growth of domestic demand had already become
evident during the second half of 1955, The anti-
inflationary measures introduced in 1955 will be
relied on to exert continuing restiaint upon domestic
demand in 1956. While consumption in boih countries
is expected to increase as much as in 1955, a further
slackening in the rate of fixed eapital invesiment is
foreseen. Curtailed domestic demand is expected to

provide the basis for an improvement in the balance of
payments,®

In the United Kingdom, the rate of expansion in
domestic demand had also eased during the second
half of 1955 and, as noted previously, the consump-
tion of durables, especially motorcars, had slackened.
In the early months of 1956 industrial production was
only some 2 per cent higher than in the corresponding
period of 1955 and the balance of trade had improved
significantly, largely as a result of a decline in imports.
However, the pressure of domestic demand is expected
by the Government to continue high. This is mainly
owing to the fact that in the investment sector, where
a very large amount of work has already been put in
hand, the rate of increase in demand in 1956 may not
fall significantly below that of 1955. In these circum-
stances, the Government has felt it necessary to re-
inforce ifs restrictive measures in Febrvary and again

in April 1956,

Several other western European countries which ex-
perienced accelerated rates of economic growth in
1955 anticipate a slackening in the expansion in 1956
but for varying reasens. In the Netherlands, this ex-
pectation is based upon the fact that output in 1955
rapidly approached full utilization of capacity. Un-
employment, which had already reached very low levels
in 1955, is expected to be reduced even further in
1956, Increases in private consumption and fixed in.
vestment are not expected to match those recorded in
1955. At the same time, the balance of trade is expected
to deteriorate as a result of a smaller increase in ex-
ports coupled with an unchanged rate of inciease in
imports.

Belgium and France also envisage a slowing down
in the rate of growth of national product in 1956,
External stimuli have heen of considerable importance
in their current expansion, but there is a likelihood
that economic policies presently being pursued in other
countries may generate a decline in the demand for
their exports. Consequently, the rate of improvement
in the balance of trade recorded in 1955 is not expected
to be maintained in 1956. The substantial backlog of
oulstanding orders for Belgium exports may, however,
prove to be a partially offsetting factor in that country.
In France a fall in agricultural production is expected
to result in an increase in imports and a reduction in
exports; this together with increased commitments in
Algeria is expected to accentuate the deterioration in
the balance of payments. The unfavourable changes in
the external balance of Belgium and France are not
expected to be fully offset by increases in other sources
of demand.

15 No official forecast for 1956 was available for Denmark.
Substantial slack had developed in the economy by the be-
ginning of 1956, but some revival during the course of the
year seemed possible as o result of an expected increase in
exports and some recevery in building activity.
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In Japan, as in Belgium and France, a deterioration
in the balance of trade is expected to be the main con-
tributing factor to a slowing down in the rate of
growth, Exports are forecast to increase much less than
in 1955 because of slackening foreign demand and
inelastic supply in such major export items as ships
and iron and steel. At the same time, imports are
expected to show a significant increase in 1956, while
United States special procurements will decline further.

The prospects in the United States are summarized
in the following passage from the Economic Report of
the President:*® “Taking recent developments all to-
gether, it is reasonable to expect that high levels of
production, employment, and income will be broadly
sustained during the coming year, and that under-
lying conditions will remain favourable to further
economic growth.” The report points out, however,
that, in an economy operating close to full capacity,
“cross-currents multiply and become more prominent”.
These cross-currents are clearly revealed in the present
situation.

Following the completion of recovery from the
recession, the rise in national output in the United
States began to slow down, particularly after the third
quarter of 1955, Industrial production in the first
quarter of 1956 was at the same level as in the final
quarter of 1955, as noted previously, while total out-
put was only slightly higher, on a seasonally adjusted
basis. Consumption was also rising much more slowly
than a year before, mainly because of a drop in ex-
penditure on consumer durables to a level below that
of the first quarter of 1955. This development was
almost entirely due to a sharp decline in sales of
passenger cars which began in the fourth quarter of
1955 and has continued into 1956. The volume of
construction early in 1956 was about 4 per cent lower

16 Washington, D. €., 1956, page 49.

than a year earlier, while housing starts were also
lower. The rate of investment in producers’ durable
equipment, however, continued to rise during the first
quarter of 1956. On the whole, total fixed investment
was stable during the nine months ending in March
1956, the decline in residential construction being off-
set by a rising trend in business fixed investment.
Although the rate of inventory accumulation remained
relatively high, preliminary estimates suggest a slight
fall from the fourth quarter of 1955 to the first quarter
of 1956. By the end of February 1956, the volume of
inventories had reached the pre-recession pesk of
mid-1953, but were in the aggregate supporting a
volume of economic activity about 5 per cent higher.

Thus the major “cross-currents” in the United States
economy at the beginning of 1956 were, on the one
hand, significant declines in demand for passenger
cars and new housing and, on the other hand, a sub-
stantial increase in business expenditure on plant and
equipment, The most recent survey of business inten-
tions'? indicates that outlays on fixed capital are ex-
pected to increase by 22 per cent in 1956. It is upon
the realization of this expansionary factor that an
increasing national product in 1956 will mainly rely.

In Canada, an increase of 21 per cent in fixed
investment by private business is expected,*® as in
the United States, to be the major contributing factor
to a further advance in national product. That limita-
tions of productive capacity are likely to be crucial
factors in the 1956 rate of growth has already become
evident. Canada’s balance of trade deteriorated sharply
in the final quarter of 1955 and has continued to
worsen in early 1956, owing to the rise in imports.

17 Undertaken by the Securities and Exchange Commission
and the Department of Commerce between late January and
early March 1956.

18 PDepartment of Traede and Commerce, Private and Public
Investment in Canada, Outlook 1956 (Ottawa).




Chapter 5

RECENT TRENDS IN PRIMARY PRODUCING COUNTRIES

Among the characteristics common to most of the
couniries dealt with in this chapter-—comprising
Africa, Asia (exclusive of mainland China and Japan),
Latin America, and Australia and New Zealand—are
the general nature and relative magnitude of their
foreign trade, This trade consists to a very large extent
of an exchange with the industrial countries of primary
products for manufactured goods of varicus kinds.
Though manufactures are tending to be featured more
prominently among the exports of a few of the coun.
tries in the group—Argentina, Australia, Brazil, India,
Mexico and the Union of South Africs, in particular—
raw materials and foodstufls continue to constitute the
overwhelming bulk of exports. Similarly, though raw
materials and foods, and in some instances fuels, are
of major significance, both gqualitatively and quan-
titatively, among the imports of some countries in the
group, in the main their imports consist very largely
of industrial goods.

The importance of foreign trade to these countries
is indicated by the high proportion of gross domestic
product originating in the export sector. In conse-

quence of this, the course of economic events in the
countries which constitute the main markets for their
export products is a malter of considerable significance
to them.

The second characteristic of most primary producing
countries is the high proportion of total exports con-
tributed by one or two products. In almost all of the
thirty-nine countries listed in table 77, two leading
export products contributed more than a third of the
gross export value in 1953-1954; in about 80 per cent
of the couniries the two main products accounted for
more than half of export earnings and in about 50 per
cent for more than three-fourths of export value, In
general, this dependence on one or two commodities
tends to increase the sensitivity of the economy to
fluctuations in external markets. However, since
elasticity of Eoth supply and demand differs appreci-
ably from one commodity to another, specialization in
the export sector alse results in considerable diversity
in the effects upon the primary producing countries
of changes in the level of output and income in
industrial countries,

Trends in Foreign Trade

DEMAND FOR PRIMARY COMMODITIES

As indicated in chapter 4, the rise in production in
western Europe in 1954 and 1955 and in the United
States in 1955 was not the result of a uni{orm growth
in all sectors of the industrial economy. Hence there
was a considerable range of variation in the extent
to which the total demand for primary products
changed, while movements in the demand for imported
raw materials were even more diverse,

Since it was generally the heavy industries and those
producing durable goods—hoth capital and consump-
tion-—that experienced the larpest increase {(the output
of molorcars, in particular, showing a notable expan-
sion}, the most marked rise in demand for raw
materials imported from the primary producing coun-
iries was for metals and rubber. The only other cate-
gory of materials in which demand increased and
prices were firm or rising throughout the period under
review was that of petroleum and its products. The
demand for natural fibres and hides and skins remained
relatively weak; only the hard fibres, abaca and sisal,
moved against the trend, recovering partially in 1955
from the low levels of 1954.
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In western Europe, the demand for bread grain
imports from the primary producing countries re-
mained below the 1952/53 level. The demand for
sugar imports also failed to rise at the rate ar which
the output of cane-sugar was expanding; the market,
which had weakened in 1954, would probably have
followed the trend in the grain market had not some
unexpected large purchases by eastern Europe helped
to reduce the rate at which surpluses were being
accumulated. Since higher consumer incomes in the
industrial countries tended to reinforce the secular
trend of demand away from high calorie foods and
towards high protein foods, the market conditions
for the other foodstuffs was more varied and on the
whole~in the case of mutton and beef, for example—
somewhat stronger than for the bread grains. A rise
in meat production in Europe had a counterpart in
larger imports of grain for feed.

In the case of beverage crops, changes in demand
seem to have been less significant than expectations of
changes in production, There was probably some
substitution in demand-—tea for coffee and other types
of confectionery for cocoa, for example—in response
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to price movements. These took the form of statistically
similar, though differently phased, cycles, cocoa and
coffee prices reaching their peaks in mid-1954 and
tea prices at the turn of the year. During 1955 all
three prices declined-—that of tea by about an eighth,
that of coffee by about a sixth and that of cocoa by
almost a third.

With the growing use of chemical detergents, the
market for most oils and fats remained weak through-
out the period. Consumption of butter, however, ap-
pears to have incressed during 1955 and prices re-
mained fairly firm. Under the influence of greater
activity in construction, demand for linseed oil also
rose.

In general these changes in market conditions reflect
changes in demand in the face of an unresponsive
supply. There is little evidence that market weakness
induced a decline in production in any of the important
internationally traded commodities. Even in cases in
which sizable surpluses had been accumulated, such as
cotton and sugar, production continued to exceed
consumption.

Tust as the output of foods and fibres was not cut
back in response to market weakness, so expansion
in the output of commodities for which demand was
increasing—metals and rubber, in particular—tended
to lag behind consumption. In the case of copper,
strikes of miners in Chile and Neorthern Rhodesia
added to the technical difficulties of increasing pro-
duction in the short run, As a result, there was a
tendency for stocks—especially those in the hands of
producers—to be reduced between mid-1954 and the
end of 1955. In the case of rubber, however, this
tendency was reversed by slackening of demand in the
closing weeks of the year.

The results of the interaction of variable demand
and rather unresponsive supply are epitomized in the
price series summarized in table 78. Under the in-
fluence of the price boom in beverage crops, the food
price index rose to a maximum in mid-1954, declined
rapidly to below the 1953 level by mid-1955 and then
remained fairly steady. Reflecting recovering cotton
prices in 1954 and rising rubber prices in 1955, the
price index of agricultural raw materials increased
steadily until the third quarter of 1955, dropping back
to the 1953 level, however, in the final quarter of the
year. The mineral price index, which did not begin to
increase until the end of 1954, continued to rise
throughout 1955,

Though price is often the most significant indicator
of the state of the market for a particular commaodity,
it is only one of the variables determining what for
most primary producing countries is the ecritical
magnitude, namely export praceeds. In order to throw
some light on the latter, in so far as they were affected
by developments in the industrial couniries during
1954 and 1955, table 79 presents in summary form
changes in the value of net imports into North America
and western Europe of commodity groups that are of
particular importance to the trade and income of
primary producing countries. Chart 19 provides similar
information, and some price data, for specific com-
modities.

Net imports of these commodities into western
Europe expanded by 8 per cent between the first
three quarters of 1954 and the corresponding period
of 1955, There was, however, a partly offsetting ex-
pansion of exports from North America, so that
over-all expansion of net imports into the industrial
areass was only in the neighbourhood of 5 per cent

Table 78. Indices of Prices of Primary Commodities entering World Trade®
(Corresponding period of preceding year=100)

Commoditisr othor than food

Pariod An
commaodizies Food ‘Potal Agricultural® Minoral®

J954 .ot 104 109 100 99 100
1055 . i i 97 90 103 103 106
1954

First quarter ....c.o.vvvuunna.nns 102 109 97 95 100

Second qUAITET v.u.vucvuinurnens 1106 113 100 99 102

Third quarter . .....vviiivenancnn 104 108 100 101 99

Fourth quarter ........ e 103 107 101 102 i01
1955:

First quarter ............... e 99 94 103 103 104

Second quarter ....... e 94 86 102 102 104

Third quarter .........coovvuns o7 88 105 105 106

Fourth quarter ................c.. 99 91 105 100 110

Source: United Netions, Monthly Bulletin of Statistics, March 1956,
s Based on c.if. import prices and f.0.b. export prices in equal proportiox.

# Including rubber asd other forest products.
¢ Excluding metals.




Chapter 5. Recent trends in primary producing countries

159

Table 79, Value of Net Imports of Selected Commodity Groups into North America and Western Europe®

(Millions of dollars)
1954 195%
1953 1954 Threo quariers Throe quarrers
Commadity group

North Festern North Western North Fastern North  Western

America  Europe America Europo America  Europe Amearica  Europe

Metalsandores . .. .. ... 0 v iivaanuns 965 913 580 1,198 498 855 364 1,145
Rubber . e e 347 380 212 371 196 259 312 431
Petroleum and products ... .............. 448 1,762 544 1,838 380 1,416 525 1,583
Natural fibres ... o o s 50 2496 —340 2,460 --208 1,932 14 1,765
Hidesand skins . .. ... ... ... .... ..., 36 237 —5 217 - 168 i 144
Basic foods® .. ..., . ... i iiieeaneee.on. —872 1,885 —373 1,490 -178 1,080 —300 1,242
Beverages .. ... 0. coiiiiiaiiaaan oaaa 1,781 1,139 1,912 1,557 1,450 1,130 1,237 1,059
Tobacco . e 330 394 e 205 414 —160 213 —226 26%
Oil-seeds, oils and fats® . .. ......... ...... —32 1,039 —217 1,110 -126 862 —165 903
Total, above groups 2,378 10,245 2,088 10,655 1,852 7,915 1,762 8,541

Source: United Nations, Commodity T'rade Statistics, series
. Exports f.0.b., and “special” in all countries except Ireland,
the United Kingdom and the United States, for which they
are “national”; imports cif, except for Caneda and the
United States, where they are f.0.b,, and “special” for al} except
Treland and the United Kingdom, where they are “penerat”
imports.

The relatively small effect that the upswing in
activity in the United States exerted upon imports
from the primary producing countries in 1955 cannot
be ascribed to a continuation of the long-run decline
in the ratio of raw material input to industrial output;
excluding the intake of the government stockpile, the
volume of raw material imports from all sources was
15 per cent higher than in 1954-—an increase much
greater than that registered by industrial production
or gross national product, The explanation lies rather
in the high proportion of the increment in these
imports coming from Canada and Europe, and in the
composition of imports from the primary producing
eountries, The value of imports of semi-manufactures
increased by 20 per cent and of raw materials by
18 per cent, while imporis of crude foodstuffs were
9 per cent lower. Imports of the principal categories
of primary products from the less developed countries
increased by a mere 7 per cent—only rubber (68 per
cent}, petroleum and its products (25 per cent), and
metals and ores (15 per cent) recorded an expansion
greater than the average, while there were decreases
in the imports of oil-seeds, oils and fats, hasic foods
and beverage crops. Total imports from the thirty
leading primary producing suppliers of the United
States were only 4 per cent higher in value in 1955
than in 1954,

Petroleum and its producis conmstituted the only
category to register an increase in net imports into
both North America and western Europe in the two
years, 1954 and 1955. Net imports of metals and ores
increased substantially in both years in western Europe
—by 24 per cent and 34 per cent, respectively—but in
1954 there had heen a decline of 35 per cent in the
value of net imports into North America. Net imports

8 Austrin, Belgium:-Luxembourg, Denmark, France, western
Germany, Greece, Icelaond, Irelnnd, Itely, Netherlands, Norway,
Portugal, Sweden and the United Kingdom.

b Wheat, maize, rice, sugar and meat.

¢ Including butter.

of 1ubber, though appreciably higher in the first three
quarters of 1955 than in the corresponding portion of
1954, had declined in both areas in 1954,

Between the first three quarters of 1954 and the
corresponding period of 1955, there was an expansion
of net imports into western Europe of cereals and meat,
while in North America there was a decrease in net
imports of meat and sugar and an increase in net
exports of wheat and maize; only in the case of rice
was there a reduction in net exports, So {ar as oil-seeds
and oils and fats are concerned, increasing net imports
into western Europe in both 1954 and the first three
quarters of 1955 were accompanied by increasing net
exports from North America.

The value of tea imports by industrial countries,
which had increased in 1954, continued to rise in the
first three quarters of 1955, but cocoa and coffee
imports declined sharply, cocoa by 14 per cent in
North America and 19 per cent in western Europe,
and coffee by 16 per cent in North America and
10 per cent in western Enrope. Net imports of both
cotton and wool fell in western Europe, but in the
United States there was a 17 per cent increase in wool
imports, under the impact of recovery from the reces-
sion, and a 33 per cent decline in net exports of cotton,
Net imports of hides and skins into the industrial
countries declined in both 1954 and 1955.

It is evident from this summary that the main im-
pact of the general upswing in business activity in
industrial countries upon imports from primary pro-
ducing countries was concenirated on metals, rubber
and petroleum. Its impact on imperts of other com.
modities was limited either by {ailure of demand to
expand markedly——as in the case of some of the food-



160

Part II. Current economic developments

Chart 19. Price Indices and Value of Net Imports of Selected Commodities
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Chart 19. Price Indices and Value of Net Imports of Selected Commodities
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stuffs and textiles which tend to have a relatively low
income-elasticity in industrial countries—or by the
possibility of roeeting part of the increase in demand
from production or stocks in the industrial countries
themselves, In the United States, for example, stocks
which had reached high levels in the first half of 1954
were subsequently drawn down; in addition, releases
from government-owned stocks or diversions from
previously arranged government purchases helped to
augment commercial supplies from time to time,
especially when metal shortages threatened.

A significant force in the market for certain primary
products during 1955 was heightened demand on the
part of the Soviet Union and some eastern European
countries, which became important purchasers from
several under-developed countries, in line with deei.
sions to increase the domestic availability of consumer
goods. The commodities chiefly affected-—sugar, cot-
ton, rice and, more recently, grain—were among those
in which prices were weak and stocks tending to ac-
cumulate in exporting countries. Though the quantities
involved were usually small by world standards, they
were often important for individual countries.

DISTRIRUTION OF EXPORTS

It is evident from the preceding discussion and from
chapter 4 that the upswing in activity in 1955 had
much less influence on the trade of the primary produc-
ing countries than on that of the industrial countries.
In fact, while exports from the latter were 12 per cent
higher in value in the first three quarters of 1955 than
in the corresponding period of 1954, the expansion in
exports from the primary producing countries was
about 5 per cent,

In the first half of 1955, exports from industrial to
primary producing countries, reversing the 1954 trend,
increased only half as much (7 per cent) as those with-
in the industrial group; they remained, however, al-
most three times as much as exports within the primary
producing group, which continued to constitute about
8 per cent of world trade (see table 80). Exports from
the primary producing countries to North America,
Japan and western Europe were all higher than in the
first half of 1954, though they remained below 1953
rates in the first two of these areas, largely as a result
of smaller shipments from Latin America. The expan-
sion of exports within the primary producing group
{(by 6 per cent) affected most of the constituent areas,

Table 80. World Exports, by Origin and Destination
{Values in millions of dollars; indices, corresponding period of preceding year=100)

Deatination

Primary Mainland
Origin Frduserial producing Chine, costern
Warld torals countries® couniries Europe,® USSR
Falua Index Valua Indes Falua Index Falue Index
Fotal world exports:®
1058 L., 10,608 46,146 23,236 1,316
1054 e e e 74,338 105 47,862 104 24,835 107 1,641 125
1954 First helf . 36,170 23,118 12,204 848
1955 First half . 39,340 109 25,391 110 13,078 107 871 103
Industrial countries:"
1953 . ... e e e R 44,176 26,7156 16,679 741
1084 ... i, 46,933 106 28,037 105 17,996 108 920 124
1954 First half . 22,757 13,418 8,889 450
1955 First helf . 25281 111 15200 114 9478 107 513 114
Primary preducing counzrfe.s:
153 .. e e, 22,118 18,527 6,016 575
1954 .. ..., e e wan .. 20,845 103 18849 1062 6,275 104 721 125
1954 First helf . 12,697 9,260 3,039 398
1955 First half . 13,126 103 9,537 103 3,231 106 358 90
Mainland China, eastern L'uropc,c USSR
1953 ... ..o e 1,404 863 541
1084 . e 1,540 110 976 113 564 104
1954 First half . e e e 716 440 276
1955 First half . e e 933 130 564 128 369 134

Source: United Nations, Monthly Bulletin of Statistics,
August 1955 and February 1956,

o Excluding trade among mainland China, eastern Europe
and the Soviet Umnn, special category exports from the United
States and certain other exports whose destination could not be
determined.

b Aystrin, Belgium-Luxembourg, Denmark, France, western
Germeny, Greece, Iceland, Ireland, Italy, Netherlands, Norway,
Portugal, Sweden, Switzerland, Trieste, Turkey, United King-
domy Canada and United Siates; Japan,

¢ Albanin, Bulgarin, Czechoslovakia, eastern Germany, Hun-
gary, Poland, Romania.




Chapter 5. Recent trends in primary producing countries 163
Table 81. Changes in Destination of Exports, Selected Groups of Countries
{Millions of dollars)
Changes frem provious period® in volus of expores ro:
Primary produeing countrics
Groupt mnd periodt Induatrial councries® Oeonnta
Mainlend Ching, and
Total North Western coslern Europo,® sauthern Laiin Other
volus Wortdd Tatal America Europo Japan USSR Totald dfricat America  countries

Rubber exporters:

1954 ......... 1,872 66 15 —-31 30 16 6 44 15 12 i ¥

1955 ... .. 391 360 107 204 49 23 51 12 38 1
Mineral exporters

1954 ......... 897« —54 ~—59 —09 40 w1 2 —d 1 —17 13

1955 ....cnnnn 170 168 27 143 -1 —2 —3 7 4 15
Cotton exporters:

1954 ... .. 1,120 —63 —87 —4 —30 53 23 —4 4 —8 -

1955 ... .. ... 61 27 13 —52 12 56 50 7 10 33
Fool exporters:

1954 ......... 4608 —441 520 ~116 —330 —76 91 —76 9% —35 —G68

18556 ... ..., 137 55 15 —6 43 —30 41 32 4 7
Coffee exporters: .

1954 ......... 2,218 83 -15  —140 96 28 13 87 1 37 49

1855 ........ . —194 19 —113 —13 v 9 —9 —2 —5 —3
Cocoa exporters:

1954 ...... ‘e 139 140 122 —12 134 - 10 6 5 - 1

1955 ......... —54 —46 2 48 - —T —1 ~1 - -1
Tea exporters:

1954 ....... .. 1541 97 32 —26 82 23 1 35 B —16 17

1955 ... ..., 126 87 30 38 19 ~14 37 3 1 32
Sugar exporters:

1954 ... ... 1,037 —121 —130 —42 —67 —-21 - 10 - —G 16

1955 ... . ... 32 i2 —10 —8 30 37 —16 - el ~12
Rice exporters:

1954 ......... 531 —B5 —13 —19 8 2 1 —42 - - —42

1955 ... .. ... 42 28 26 12 Q) 10 4 - - 4

Source: United Nations, Direction of International Trade, o
joint publication of the Statistical Office of the United Nations,
the International Monetary Fund and the International Bank
for Reconstruction and Development. Figures for Argentina,
Bolivia and Thailand are derived partly or wholly from the
statistics of pariner countries,

& The perieds covered, in the comparison of 1935 with 1954,
are a8 follows: Argentina, Boliviz, Brazil, Burma, Thailand,
six months; Peru, seven months; Sudan and Uruguay, eight
months; Belgian Congo, Ching:Taiwan, New Zealand, Nigeria,
nine months; Chile, Colombia, Cubs, Gold Coast, Rhodesia
and Nyasaland, Union of South Africa, ten months; India,
Indonesin, Philippines, eleven months; Australia, Ceylon, Egypt,
Malaya, Pakistan, twelve months.

b Countries grouped sccording to principal export commodity:
Rubber exporters: Indonesia, Malaya; mineral exporters: Bel-
gian Congo, Bolivie, Chile, Rhodesia and Nyasaland; cotten
exporters: Egypt, Pakistan, Peru, Sudan; wool exporters:

the only significant exception being south-eastern Asia,
where & decling in the rice trade and siricter import
controls in some countries combined to reduce imports
from primary producing countries. The 10 per cent de-
cline in exports to the centrally planned economies re-
flects a substantial decrease in exports from the group
of countries comprising Austialia, New Zealand, Rho-
desia and Nyasaland, and the Union of South Africa,
from Latin America (chiefly to the Soviet Union) and
from western European dependencies, only partly off-

Argentina, Australin, New Zenland, Union of South Afriea,
Uruguay; coffee exporters: Brazil, Colombia; cocon exporters:
Gold Coast, Nigeria; ten exporters: Ceylon, Indin; sugar ex-
porters: China:Taiwan, Cuba, Philippines; rice exportera:
Burma, Thailand.

¢ Austria, Belgium-Luxembourg, Denmark, France, western
Germany, Greece, Iceland, Treland, Tigly, Netherlands, Norway,
Portugal, Sweden, Switzerland, Trieste, Turkey, United King-
dom; Canada and United States; Japan,

4 Totals include n varizble but in most coses small propor.
tion of exports whese destination could not he determined more
precisely,

e Albanin, Bulgaria, Czechoslovakia, eastern Germany, Hun-
gary, Poland, Romania.

t Australin, New Zealand, Rhodesin and Nvasaland, Unrion
of South Alriea,

& Excluding Rhodesia and Nyasaland, for which 1953 figures
were not available.

set by a 25 per cent increase in exports from the
Middle East.

Expansion of exports from rubber producing coun-
tries was widespread in 1955, that from mineral pro-
ducing countries somewhat less so, declines being
registered to Japan, eastern Europe, south-eastern Asia
and the Middle East (see table 81). Though there was
some recovery in exports from cotton producing coun-
tries, after their decline in 1954, this did not extend to
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western Europe, which registered a further decrease in
shipments not only from cotton producers but also
from wool producing countries. There was also a de-
cling in exports from wool producers to the eastern
European area, though as a result of the switch from
Australia to Latin America, following the withdrawal
of the Soviet Union from Austiralian wool sales in 1954,
exports from Argentina and Uruguay to this area in
the first half of 1955 remained well above 1953 rates.
Exports from the coffee and cocoa producers were
markedly lower in 1955 to almost all destinations, but
those from the tea producers continued to rise, except
to mainland China, to which exports from Ceylon de-
clined appreciably. So far as the sugar producers are
concerned, a substantial rise in exports to Japan
{chiefly from China:Taiwan and the Philippines) and
to the eastern European area {chiefly from Cuba)
more than offset decreases in exports to almost all
other destinations. As implied above, exports from the
rice producers to south-eastern Asia were substantially
lower in the frst half of 1955, but larger shipments
were made to all other areas, with the exception of
Japan, to which exports, particularly from Burma, de-
clined again.

Some of the changes in the direction of exports and
in the rates of expansion to different destinations re-
flect changes in composition. The expansion of exports
to western Europe in 1955 from countries classified as
rice producing, for example, was due largely to in-
creased shipments of rubber and tin rather than rice,
Similarly, the fact that the rise in Indonesian exporte
in 1955 was much smaller than that recorded in Malays
is in part a result of differences in composition, reflect
ing in turn differences in official policy towards the
rubber industry: in Indonesia it has not been accorded
a high priority in public or government-sponsored in-
vestment programmes whereas in Malaya development
plans are based very largely on the improvement and
expansion of rubber production. In comparisen with
1954 levels of production, a 9 per cent increase in
Malaya contrasts with a 1 per cent decrease in
Indonesia.

While development policy in the primary producing
countries continued to siress economic diversification,
the progress of such diversification tended to be ob-
scured, in the short run, by fluctuations in the price or
output of the major items. Even if the changes are
small, a rise in the price of the leading export tends to
submerge any increase that may have taken place in the
export of minor items, in the same way as a fall in that
price tends unduly to magnify their gain in relative im-
portance. Hence, though there was an appreciable ex-
pansion of such secondary exports as iron ore from
Venezuela, cotton cloth from Egypt, hessian from
Pakistan, and various manufactures from China:
Taiwan, Mexico and Southern Rhodesia, its significance
from the point of view of foreign exchange earnings
was in most cases only marginal.

Nevertheless, many primary producing countries
continued to provide special encouragement for minor
exports during the period under review. This was
usually done by way of tax privileges or more favourable
rates of exchange than those accorded major exports
—as in Argentina and other Latin American coun-
tries, for example—or by means of exchange control
incentives which gave exporters of specified products
the right to use part of the proceeds for importing
goods from an approved list—as in Pakistan and Tur-
key. On the other hand, several countries—Brazil,
Colombia and Nicaragua, for example—reversed their
earfier policy of withholding privileges from tradi-
tional agricultural export activities. Towards the end
of the year, Argentina also narrowed the range of dif-
ferential export rates, and Thailand, while retaining a
systemn of export taxes, eliminated the preferential
exchange rates previously accorded to minor exports.

COMPOSITION OF IMPORTS

One of the post-war characteristics of the import pat-
tern of primary producing countries has been the ten-
dency for capital goods to claim an increasing share of
available foreign exchange. This continued during the
period under review, especially in countries in which
there was some acceleration of develepment programmes
—India, Iraq and Pakistan, for example. In some
countries it was reinforced by renewed balance of pay-
ments difficulties, which prompted more stringent con-
trols and hence in most cases a significantly larger cut
in imports of consumer goods. Where payments pres-
sure was particularly severe—in Argentina and Burma
in 1955, for example—imports of capital goods were
also restricted, fuel and raw materials receiving a prior
claim on foreign exchange. Where import controls
were made less discriminatory-—as in the Belgian
Congo and the Union of South Africa in 1954—the
commodity composition was not noticeably affected,
but where there was a general relaxation of controls,
following an easing of the payments position—as in
the case of Australia and New Zealand early in 1954
and of Colombia in the second hall of that year—there
was a tise in imports of consumer goods. Lven among
countries that relaxed controls somewhat, however,
lists of prohibited imports were often retained, some-
times to conserve exchange for more “essential” goods,
sometimes on the grounds that the items in question
could be produced in adequate quantity and quality by
local factories. In some instances, indeed, the limit
to such relaxation was set less by the means of payment
than by decisions to protect domestic industries, par-
ticularly those that had grown up or expanded under
the shelter of import control and were not yet able to
compete with foreign goods. As a result, an increase in
customs duties was sometimes associated with the eas-
ing of quantitative controls—as in Australia, Peru and
the Union of South Africa, for example,



165

Chapter 5. Recent trends in primary producing countries

*SUILOWL SUIH I8 o mmoejoniad fostxepy ‘onryn) ‘ofuory umijeg :smilodxs juROWIME RAR[RRY ‘OISSHOPU]
“purpey(, rsmodxe Jaqany] Aupowrmod Modxa Jwdpand oy Huiplooow padnold sainjunol) q
:110dx0 aorr tsouddinyd ‘equy) srewodxe ImFns iwpuj :eitodxs mel !Eiquofel) ‘wepFury panu) ‘AoyIng, ‘uopsmg ‘[pSnuog ‘AemIoN ‘spuz[adyieN ‘Afel] ‘pusf
‘e isa9rodxe 99fjOD LUDLJY IINOS JO HOTU[} ‘PUB[ESy MON ‘Bnusny ‘sunuafy -9i] '909217) 'AUDULIDY WIISSM ‘PouEl] "yImmuaq ‘FimoquxnpuiniZag ‘BINSLY e
is1oytedye joosm lumispyeg dASW :emvirodxs woljod lv[enzausp ‘ber ‘uwiyf rszazodxa (I SOLIaS ‘SIYSUDIS 3P4 [ ANpowo?) *'SUCTIEN] PaIUf) Jaan108
L0T 601 €804 o0t 801 LE6'Z 901 L0t F0PE 801 921 90 s9LnuUmod £iuami ‘TRI0f,
o1 4] 8¢1 66 Z8 95 801 7 65 68 811 £l Trrrrrersereeseeeeenees Grjtodxe 90py
EI1 16 &8s L0T P 758 Be1 T0T LLT g0t 86 €L et sigyedxg 1w8ng
el 01t L1s GEl €01 o1 &et 44 BLE Pit 611 9L s o siattadya w9
LL 021 SI0L 9 11 9ge 8 ET1 $9% Ll 151 Pl rerressresseesesiereeses s1ait0dX 83gan
$II 03 9BIZ 01T 631 96 911 80T  ¥80'L 61T  S¥T 98T oottt sioneds [0opy
601 €11 68€ BIL €6 L91 L 621 2ot 80T 83T 09 T Tremersrreceests s190i0d% UOR0)
801 IIT  &6L BIT 00T €98 $0T 021 0L LIT 61T LS Teerrreneenaeens eettrc sI01I0dXS WHNBFOITS
801 6 786 2i1 88 zIe 0T % AL L2 S & G 11| S secereees spodxe [eIowIpy
601 L8 Oev £el 08 Lvg 9B 68 (434 £61 60T 13 prrrerrereresseeeseen e simtodye Jaqauy
oSS61  #56 £26T 25567 FS67 £561 174 $561 £561 28561 561 £567
e —— ompo 4 — onpo 4 _— ongo 4 —_— onyo_4
xopuf xapuy xopuy Fopuy qirois
sorieBpioa svay: FRIRIIDNUDW 1313 Juswdmbs prodeunyy FOIBuayy
MLEENA pur Lunfaopy

{001 =1va£ snowmard Jo pouad Furpuodsorion ‘sedIpur isiB[[op JO SUOINH uI $INJBA)

gaLrjumon) Jo sdnoisy peioeeg o1 ,sdoIng TILAES A
pue pLOIY YII0N WeIj sainjeemuely Jo sarzofeien) Jedrounig jo sizodxy 'zg o[qr],



166

Part II. Current economic developmenis

In foed deficit countries highest priority in foreign
exchange budgeting is usually given to imports of food-
stuffs, Hence, in countries which achieved a notably
higher domestic output of food during the period under
review—Egypt, India and Mexico, for example—a
larger amount of foreign exchange could be applied to
other purposes. In general, this resulted in an increase
in the proportion of capital goods imported. The ob-
verse of this occurred in some countries in which inter-
nal inflationary forces were strong: here government
policy encouraged imports of consumer goods—at least
in the essential category—if necessary, by the provision
of foreign exchange at favourable rates.

Some of the above points are illustrated in table 82,
which shows changes in the value of imports from
North America and western Europe into some of the
major primary producing countries of three significant
categories of goods: chemicals, machinery and trans.
port equipment (including motorcars) and other
manufactures. Though only imports from the major
industrial regions are covered, they represent a high
proportion of the total in these three categories of
goods. The countries are again roughly grouped in
accordance with their principal export product, and
hence in accordance with & major determinant of im-
port capacity. The value of the imports analysed
amounts to about a third of the total value of imports
into primary producing countries during this period.

On the average, the rate of imports of machinery and
transport equipment in the first three quarters of 1955
was about 6 per cent above that of the corresponding
period in 1954 and about 13 per cent higher than in
1953. There was a wide range of change, however, from
decreases of over 25 per cent in Brazil, Indonesia and
Pakistan to increases of over 35 per cent in Argentina,
Cuba and Egypt. In a majority of the countries cov-
ered, imports of machinery and transport equipment
exceeded those of other manufactures in value, but this
was not the case among some of the countries which
had relaxed controls in 1954-—Australia and New Zea-
land, for example—or among some whose export earn-
ings rose in 1955, such as the Belgian Congo, Indo-
nesia, Iran and Malaya.

Irrespective of the change in total imports, there was
a tendency for imports of chemicals to increase, and to
a greater degree than imports of manufactures, reflect-
ing, perhaps, the fact that this category consists to a
large extent of raw materials essential to industry and
agriculture and hence accorded high priority in most
import contrel systems,

By and large, the only countries in which there was
a substantial rise in the imports of other manufactured
goods were those in which contiols had been relaxed,
as in Argentina, Australia, Brazil, Colombia, Iran and
New Zealand in 1954. The trend was reversed in the
case of the coffee exporters, Brazil and Colombia, in
1955, in the wake of new import restrictions—direct in

Brazil, indirect in Colombia. In most of the other coun-
tries, imports of manufactured consumer goods were
higher in the first three quarters of 1955—Pakistan
and Thailand being the only other exceptions—but
they were still below 1953 rates not only in Pakistan
and Thailand, but also in Chile, Indonesia, Mexico, the
Philippines and Venezuela.

TERMS OF TRADE

The unit value of exports from the industrial coun-
tries as a group, after declining by 2 to 3 per cent be-
tween 1953 and 1954, was practically constant during
1955, Given the predominant pattern of trade, it fol-
lows that changes in the terms of trade of primary
producing countries induced by changes in import
prices are likely to have been relatively small, Apart
from the gain flowing from the reduction in export unit
values of the industrial countries in 1954, those that
increased their proportion of imports from Japan in
1955-—some countries in Africa, for example, in which
Japanese cotton piece-goods tended to replace textiles
from Europe-—probably enjoyed a further, if slight,
lowering of their import unit values,

A few of the countries in the primary producing
group—Argentina, Australia, India and the Union of
South Africa for example—experienced a rise in im-
port unit value by virtue of the relative magnitude of
their imports of some of the materials whose prices
rose most during the period under review——beverage
crops in 1954 and metals and rubber in 1955. The
widespread increase in freight rates in 1955 also tended
to raise c.if. import prices, particularly in countries far
{rom their principal sources of supply—Australia and
New Zealand, for example.

The principal determinant of the terms of trade of
primary producing countries, however, remains the
unit value of exports. For the group as a whole the out-
standing feature of average unit value during the period
1953 to 1955 was its stability—in marked contrast to
the rapid rise and fall that had characterized the pre-
ceding three-year period. However, as the eatlier refer-
ence to commodity prices and trade indicated, this
relative stability of the average conceals considerable
variation among the component groups of primary
producing countries and even greater variation among
the countries themselves,

Between 1954 and 1955, for example, increases of
over 10 per cent were experienced by several of the
rubber or mineral exporting countries, such as Belgian
Congo, Indonesia and Malaya; while decreases of over
10 per cent were registered not only in coffee and cocoa
exporting countries—El Salvador, Brazil and Colombia
~-but also in the wool exporters, Australia and the
Union of South Africa. The extent to which these
changes in unit values are reflected in the terms of
trade is iHustrated by the figures assembled in table 83,
which, though only estimates in & number of cases,
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indicate the influence of the predominant export com-
modity on the terms of trade. With the exception of
Céylon, the exporters of beverage crops, whose terms
of trade had improved most in 1954, all experienced a
sharp setback in 1955. The wool, rice and copra ex-
porting countries, which sustained the greatest deteri-
oration in their terms of trade in 1954, were for the
most part unable to recover any of the lost ground in
1955. Tt was the rubber exporling countries that en-
joyed the greatest improvement in their terms of trade
in 1955, though the mineral exporters also registered
gains.

Differences in the movements of export unit values
were apparent not only among countries in which the
composition of exports was dissimilar but also, in a
number of instances, among countries exporting much
the same type of commodity. Some of these divergences
may be ascribed to differences in markets—as in the
case of the mineral output of the Belgian Congo, Chile
and Rhodesia, for example. Others are due to differ-
ences in the basic export product; in the case of wool,
fine merino declined in price more than coarser cross-
bred types, with consequential differences in impact on
the exporis of Australia and the Union of South Africa
on the one hand, and Argentina, New Zealand and
Uraguay on the other. There were also divergences be-
tween the price trends of mild and hard coffee, which
tended to make the decline in export unit values in
1955 somewhat less severe in countries producing the
foimer, such as Colombia, than in countries producing
the latter, such as Brazil'. Appreciable diflerences were
also to be found among sugar exporters. Marketing
agreements of the United Kingdom with Common-
wealth sugar producers (such as Jamaica and Mau-
ritius), and of the United States with Cuba and the
Philippines, helped to cushion the exporting countiies
against & decline in price that was felt much more
severely by producers such as China:Taiwan, whose
sugar exports were all sold on the free market. During
the period under review, about two-thirds of Cuban
sugar exporis went to the United States at an average
price just over 50 per cent higher than that realized on
sales to other countries,

While many trade agreements and institutionalized
marketing arrangements tended to insulate the partici-
pating countries from price changes taking place on the
world market, not all of them 1emained unaffected by
these changes. Ceylon shipped a large proportion of its
rubber output to the more profitable markets of west-
ern Europe in 1955, and the rubber-rice exchange

1 The deterioration in DBruzil's terms of trade in 1955, com-
pared with the extremely favourable level of 1954, prompted
some discussion of an international stabilization scheme, Since
a large number of countries are involved—African as well as
Latin Ameriean, importing as well as exporting—and since the
incidence of the price decline in 1955 was by no means uni-
form, these discussions have not passed beyend the exploratory

Table 83, Changes in Terms of Trade, Selected
Groups, by Country
{Corresponding period of preceding year=100)

Gronup and country 1954 1955

Rubber exporters:

Indomesia .. .vovveinnnnnnuaunaa. 108 114~

Malaya .. ..ooinineinin ... 104 1270
Mineral exporters:

CYprus .....v.vvvnovracnvnan... 108 104

Belgian Congo .. ... ..cvvioen e 107 111

Chile o ovrer e imaeincaenns 91 113
Cotton exporiers:

EEypt v ovvvnvni v ianannoa. 116

Sudan ..« v e e naea.. 112

Pakistan .. ..... .. .. .. .oa..... 108 91

PEIB oovn e o a s ca e 103 101
Wool exporters:

New Zealand ................... 105 1028

Union of South Africa .......... 92 -

Australia . oorviieine i 92 84
Coffec exporters:

Tl Salvador «.ovvvvenrnrniannnan 136 1

Brazil ... ...... ..o viiueaao. 130 T4¢

Colombia ... .....ovvvnneneven.. 126 a6+
Cocoa exporters:

Gold Coast .......... counne Lol 147 950

Nigeria - .vooovvirnnionrraranes 116 9380
Tea exporters:

Ceylon ........ooivivninnan. 127 108

India . ... . covieienie cnue .. 108 Ghn
Sugar exporters:

Cuba oo i, 9B

Philippines ........ ... ... ...... 91 91
Rice exporter:

Burma . ... ..vuuiivuiainineen.. B3 91t

Source: United Nations, Menthly Bulletin of Statistics; Inter-
national Monetary Fund, International Finoneial Statistics;
Upited Nations Economic Commissien for Latin America, Eco-
romtic Bulletin, vol. 1 (Santingo)}, 1956, Belgian Congo: General
Secretariat, Bulletin mensuel des statistiques générales du
Congo belze et du Ruandg-Urundi {Leopoldville) ; Central
Bank of Chile, Boletin Mensual (Sentingo); Gold Coast:
Office of the Government Statistician, Digest of Statistics
{Accrn) ; Nigerin: Department of Statistics, Digese of Statistics
(Lagos).

a Estimate based on data for eleven months.

b First three quarters.

¢ Import unit value in the second half of 1955 presumed to
be unchanged from frst half,

d Tirst eight months,

e [ull year, 1954 = 100.

f First ten months.

agreement with mainland China was re-negotiated in
the light of divergent price trends in these two com-
modities. In much the same way, Chile diverted part of
the output of its copper mines to Europe at the time
when the price of copper there was substantially higher
than in the United States, and subsequently, in April
1956, arranged to base the price of Chilean copper on
quotations ruling on the London Metal Exchange.
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Part ¥I. Current economic developments

Changes in External Balance

In most cases, the movements in the trade balance of
primary producing countries that took place between
1953 and 1954 tended to continue in the same direc-
tion during 1955. Most of the groups that achieved a
larger surplus (or smaller deficit) on their balance of
trade in 1954-—rubber, mineral, petroleam and tea ex-
porters—registered a more active (or less passive) bal-
ance in 1955, while among the groups whose balance
of trade deteriorated in 1954, the sugar and wool ex-
porters recorded increased deficits in 1955. The excep-
tions to the tendency were the cotton and cocoa exporting
groups, whose merchandise balance improved in 1954
because of a cut in imports in the former and an expan-
sion of exports in the latter but deteriorated in 1955
when these trends were reversed; and the coffee and
rice exporters, whose merchandise balance worsened in
1954 as a result of a rise in imports in the former and
a fall in exports in the latter but improved in 1955
when these trends were also reversed. It was thus only
the coffee exporting groups whose external balance did
not move in conformity with price trends in foreign
markets, and the explanation for this lies largely in the
failure of Brazilian exports to expand—as imports had
dene—during the coffee boom.

THE COURSE OF TRADE AND PAYMENTS:
THE QUANTITATIVE BACKGROUND

Four of the groups of countries listed in table 84 had
improved their current account balance in 1954: those
exporting rubber, minerals, petroleum and cocoa. The
marked reduction in the current account deficit of the
rubber exporting group in 1954 reflected a more fa.
vourable trade balance, brought about chiefly by a
declinre in imports, especially into Indonesia, where
stringent quantitative restrictions had been imposed in
May. In 1955 there was a further improvement in mes-
chandize accounts, due largely to a 21 per cent expan-
sion of exports (see table 83)—20 per cent in the
Malayan area and 9 per cent in Indonesia, Continued
restrictions on imports—ahigher surcharges reinforcing
quantitative control in the second half of the year—
helped to enlarge Indonesia’s active balance to about
$330 million and its official reserves by 24 per cent, as
well as to reduce payment agreement liabilities by $16
million.

The improvement in the current account of the min-
eral exporting group in 1954—in contrast to that in
the rubber group—had been the result of greater ex-
ports.® The net inflow of long-term capital and private
short-term capital, though higher in the Belgian Congo,

2 Adjustments made for valustion and timing for payments
purposes account for the differences in trade balance between
table 84 and table 85. These odjustments—details of which are
given in the source—aflect every group of countries, but enly
in the mineral group are they of such dimensions as to reverse
the trend shown in the customs returns of exports snd imports.

had been significantly lower in most of the other coun-
tries in the group, and in Chile there had been some
disinvestment. Notwithstanding the improvement, the
current account had remained in deficit and there had
been a sizable reduction in official foreign exchange
holdings (sce table 86) %at least for the Latin Amer-
ican members of the group. Under the influence of 2
firm market and rising metal prices, exports expanded
by about 16 per cent in 1955 and as imports were only
5 per cent higher there was a considerable improve-
ment in the group’s merchandise balance. Bolivia was
the only significant exception to the trend: imports rose
markedly while exports were stable and, despite grants
from the United States and loans from Europe, the pay-
ments position deteriorated sharply.* Though it is not
yet possible to measure it, there was substantial net in-
flow of capital into the other countries of the mineral
exporting group, accompanied by a notable recovery
in exchange reserves. In Chile and Mexico, for exam-
ple, official holdings of gold and foreign exchange more
than doubled in the course of 1955.

In 1954 the petroleum exporting group had in-
creased its current account surplus, with both exports
and imports at a higher level. Compared with 1953,
however, there had been a much smaller net inflow of
capital—especially into Venezuela, where the large-
geale post-war development programme of the oil com-
panies had been completed—and hence a reduction in
the rate of expansion of foreign assets. Between 1954
and 1955 exports expanded at about the same rate as
during the previous period, and since imports were
only slightly higher, the active trade balance rose by
about one-half and there was a sizable (15 per cent)
increase in foreign exchange reserves. Following sev-
eral years of trade deficits, increased petroleum exports
from Iran brought that country’s merchandize ac-
counts into better balance in 1955 even though imports
were also substantially higher. Official holdings of gold
and foreign exchange remained fairly constant during
the year at an appreciably higher level than in 1954.
In Iraq a slightly smaller export bhalance in 1955 was
the result of a more rapid rise in imperts; the current
account surplus permitted repsyment of the outstand-
ing portion ($6.3 million) of a 1950 loan from the
International Bank for Reconstruction and Develop-
ment as well as an increase both in foreign investments
by the Government and central bank and in official
exchange holdings.

3 The thirty-one countries covered by table 86 anccount for
about 80 per cent of the exports included in tables 84 and 85,
which have a coverage of seventy countries and dependencies.

4 The exchange rate of the holiviano, officially 190 to the
dollar, moved on the free market from 720 at the end of 1953
to 4,260 at the end of 1955 (gnd 5,730 in March 1956) and
there was a serious depletion of official reserves, which had
its counterpart in a flight of capital and an inecrease in private
holdings in United States banks.
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Table 86. Estimated Gross Holdings of Gold and Foreign Exchange of Official

Institutions,® Selected Groups of Countries

(Millions of dellars at end of menth indicated)

Heoldings Offizial reserves

in mid-1954 ns

Group December June December June December o percentage of

1953 1954 1954 1955 19550 imporis in 1954
Rubber exporter® .. .. ... ...... 212 157 248 257 307 25
Mineral exporters? ... ... ... 308 160 252 358 520 13
Petroleum exporters® . ... ... .... 844 910 894 1,025 1,029 65
Cotton exporters! .. . 1,324 1,367 1,382 1,353 1,312 79
Wool exporters® ... ..., 2,162 2,218 1,966 L1710 1,503 52
Coffee exporters® . ...... ... ..., 950 905 as7 809 783 33
Tea exporters! ,................ 1879 1,960 1,951 1,939 1,995 124
Sugar exporters? . ... 749 813 697 734 683 0
Rice exporters® ................ 513 447 397 407 389 87
Total, thirty-one countries 8,941 8,937 8,674 8,592 8,521 59

Source: International Menetary Fund, Inter-
nationel Financial Statistics.

o Unless otherwise stated, the fipures relate to
pross holdings of gold and foreign exchange of
the tremsury, central bank, exchange stabilization
funds, and other official institutions.

Foreign exchange ordinarily includes foreign
currencies, bunk deposits sbroad, payment and
clearing agreement balances, and shorbterm hills
and securities (generally those with an original
maturity of one year or less). It does not include
subscriptions to the International Monetary und,
undrawn portions of foreign louns, mnd similar
rihts to incur foreign debts. Payments agree-
ment balances are important in some countries,
such as Brazil, Chile, Indonesia and Turkey. In
certzin cases, the official foreign exchange hold-
ings include some Jong-term securitics, notably
sterling securities held by Egypt and countries in
the sterling area.

b End of December for twenly-seven countries,
but January 1956 for Boliviz, November 1955 for
Uruguay and Venezuela, and September 1955 for
Syria.

The only other group to improve its curzent account
in 1954 had been that exporting cocoa. Its greater cur-
rent surplus had been entirely the result of higher ex-
port earnings, reflecting in turn higher cocoa prices.
There had also been a greater inflow of capital into the
area, and in the course of the year its sterling assets
rose by no less than £88 million ($246 million) reach-
ing a figure equivalent to thirty months’ imports at the
1954 rate. With the downswing in cocoa prices, 1955
brought a 1eversal of the position: while imports con-
tinued to rise, the value of exports was one-ninth lower.

Despite the high prices received for coffee in 1954,
especially in the first half of the year, there had been a
marked delerioration in both trade and current account
balances of the coflee exporting group, owing to the
fact that imports rose substantially more than exports.
Whereas the group’s current account had been slightly
in surplus in 1953, the deficit in 1954 had amounted to
$298 million, of which Brazil nlone accounted for $235
million. There kad been a considerable increase in for-
eign indebledness, as well as a 7 per cent reduction in
official exchange holdings, These group aggregates,

¢ Indonesia; poyment agreement Habilities (not
deducted above), muinly to Japan and the Nether-
lands, amounted to $96 million at the end of 1933;
$140 million at the end of June 1954; $152 million
at the end of December 1954; $150 million at the
end of June 1955; and $136 million at the end of
December 1955,

9 Bolivia, Chile, Mexico; for Chile, excluding
Amortization Fund and including net halance on
payment agreements with Brazil, Ecuador and
western Germany.

o Iran, Iraq, Venezuela.

t Lgypt, Pakistan, Paraguay, Peru, Syria and
Turkey; for Pokistan, State Bonk Issue Depart-
ment holdings only.

¢ Australin, New Zealand, Urion of South
Africa, Uruguay; for Australin, including holdings
af banks, net of foreign exchange Habilities, which
relate mainly to Australian import bills mecepted
in Londen; for Uruguay, including foreign ex-
change holdings reporled on a net basis.

b Brazil, Colombia, Costa Rica, Ecuador, [l
Salvador, Guatemala, Nicaragua.

! Ceylon and India.

1 Cuba, Dominican Republie, Philippines.

¥ Burma and Thailand.

however, conceal a marked divergence between the
movements in Brazil and Colombia. In the former,
official reserves had declined by as much as 20 per cent,
while in Colombia, where there had been an appreci-
able inflow of capital during the year, official reserves
had risen by 35 per cent.

In 1955 there were several reversals of 1954 trends.
The group as a whole improved its merchandise bal-
ance, for, though exports were about 7 per cent lower,
imports were reduced by 11 per cent. The reduction in
imports, however, was concentrated very largely on
Brazil, which, by means of a 20 per cent cut, offset a
decline in exports and achieved a sizable active balance.
In Colombia, by contrast, imports remained at the 1954
rate and in view of an 11 per cent drop in exporls there
was a further worsening of the trade balance and a
considerable drawing down of official reserves, accom-
panied by a rise in private balances in the United

% In so far as can be judged from changes in private holdings
in United Siates banks, these novements were associated with
some flight of capital from Brazil and some repatrintion into
Colombia.
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States. In the aggregale, the merchandise account of the
remaining members of the coffee exporting group also
deteriorated, though as a result of developments in
Guatemala their combined official holdings of gold and
foreign exchange increased somewhat in the course of
the year.

The tea exporting group occupies a position between
the cocoa group and the coffee group; despite the rise
in export unit values in 1954 the current account had
remained with approximately the same surplus as in the
previous year. The aggregate inciease in exports in
1954 had heen larger than the increase in imports
mainly because imports into Ceylon had been appreci-
ably lower than in 1953; the improvement in the
group’s merchandise balance, however, had been offset
by a decline in other current receipts, notably net
denations received by India, Despite a decline in net
movements of private capital and official long-term
capital into Ceylon, foreign exchange reserves—official
and in the hands of commercial banks-—had increased
by no less than 47 per cent. There had also been an
increase {of about 3 per cent) in Indian reserves. The
trade balance of the group improved further in 1955,
exports rising by 7 per cent and imports by 5 per cent,
a surplus in Ceylon more than compensating for a
deficit in India. As a result, total foreign exchange
holdings rose again—by 27 per cent in Ceylon and by
1 per cent in India.

Like the coffee exporters, the sugar exporting group
had experienced a considerable deterioration of its cui-
rent account in 1954, In the aggregate, this was largely
the result of an expansion of imports while exports
declined, but it had been accentuated by a net reduc-
ton in other current receipts, chiefly of the Philippines
and China:Taiwan, where increased donations had
been more than offset by an expansion of other current
debits, Though there was probably a slight increase in
net receipts of long-term and private short-term capital,
exchange reserves had declined; in this respect, how-
ever, there was a divergence between Cuba and the
Philippines on the one hand—where total reserves had
been reduced by about 7 per cent—and the Dominican
Republic and the British West Indies on the other.
Here, exports had been somewhat higher in 1954 and
reserves—sterling balances in the case of the depen-
dencies—increased during the year. Though expoits of
the sugar group rose by about 7 per cent between 1954
and 1955, imports rose slightly more and there was a
further worsening of the merchandise balance. Again
there were divergences, however, for in China: Taiwan,
where imports were reduced slightly in 1955, and in
Cuba there was an improvement on merchandise ac-
count. Largely as a result of this, exchange reserves
recovered in Cuba to the 1953 level, equivalent to about
twelve months’ imports at 1955 rates, while they con-
tinued to fall in the Philippines, amounting to the
equivalent of about four months’ imports at the end of
the year. A deterioration of the trade balance in the

Dominican Republic—caused mainly by expanding im-
ports—was reflected in a decline in the foreign ex-
change holdings of the commercial banks, also to the
1953 level.

The increase in the current account deficit of the rice
exporting group in 1954 reflected a decline in exports
from Thailand, combined with a rise in impozts into
Burma. As this was accompanied by a somewhat larger
net outflow on account of private capital and official
long-term capital, there was a substantial {23 per cent)
reduction in the group’s official holdings of pold and
foreign exchange. Expansion in 1955 raised expotts to
above the 1953 level in Thailand but they fell short of
that level in Burma. Since imports into Thailand were
only moderately higher, there was a substantial im-
provement in its trade balance, and official exchange
reserves, though lower than at the end of 1953, rose by
about 9 per cent during the year. In Burma, on the
other hand, though imports were held down to the 1953
rate, foreign exchange holdings continued to decline,
at least until October 1935.

Though the terms of trade of the cotton exporting
group of countries had improved in 1954, its merchan-
dise balance had remained passive at a somewhat lower
level of trade. Another large trade deficit was recorded
by the group in 1955, imports having expanded slightly
more than exports. In comparison with 1954, the larg-
eat gain in trade balance was that of Pakistan, contrib-
uted to a more or less equally by a rise in exports and a
fall in imports. The Sudan also registered a sizable
gain, for which increased exports alone were responsi-
ble. A small gain in Paraguay, on the other hand, re-
flected chiefly a reduction in imporis. All the cotton
exporting countries whose merchandise balance deteri-
orated in 1955 had higher import bills, and the largest
increase in trade deficit in this group—about $92 mil-
lion, in the case of Egypt—as entirely the result of an
expansion of imports. The detexioration that occurred
in the trade balance of Turkey (about $42 million) was
due almost as much to an increase in imports as to a
reduction in exports, while in the case of Peru, a 20 pex
cent rise in imports exceeded a 10 per cent rise in
exporis.

The foreign exchange reserves of the cotton export-
ing group (table 86} were 5 per cent lower at the end
of 1955 than at the end of 1954, the reduction of hold-
ings in Egypt and Syria and to a less extent Peru being
somewhat greater than the expansion of holdings in
Pakistan and, on a smaller scale, Paraguay and Turkey.
This expansion in the case of Turkey, whose trade
deficit continued a grow, was accompanied by mount-
ing commercial indebtedness.

By far the greatest deterioration in 1954 had been
that experienced by the wool exporting group. The
main reason for this was the combination of declining
exports (except in New Zealand and the Union of South
Africa) and expanding imports, but since other current
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payments—particularly to foreign investors—had also
risen, there had been an even sharper shift in current
balance: for the five countries included in the group
the change from surplus to deficit had involved $1.1
billion. Hence, despite a greater inflow of long-term
capital, aggregate exchange reserves, which had been
built up significantly in 1953, had been drawn down
sharply in 1954, only the Union of South Africa run-
ning counter to the trend. The further deterioration in
the trade balance that occurred in 1955 was shared by
all five members. {t was largest in the case of Argentina,
which was the only country in the group to have
achieved an active balance in 1954 in the other four
countries the deterioration was less in 1955 than it had
been in 1954, though it was again very substantial in
Australia and New Zealand. Only in Uruguay did the
deficit increase in spite of a reduction in imports; in
the other four, expansion of imports was the principal
factor in the deterioration, In the Union of South
Africa, where an improvement had been expected, a
decline in the rate of capital inflow added to the effect
of lower prices for wool, maize and other export prod-
uets. In the course of the year, there was a marked
decline in official foreign exchange holdings in all five
countries,

PROBLEMS AND POLICIES

Official policies affecting the external balance of pri-
mary produocing countries in this period were as diverse
as the course of foreign trade and payments. There was
no broad trend towards a more liberal commercial
policy such as was discernible among the industrial
countries: changes in the laws governing trade and
exchange and in the administration of such laws were
generally of an empirical nature based chiefly on
changes that had occurred or were expected to occur
in export earnings. Protection of the balance of pay-
ments by control over external transactions continued
in almost all primary producing countiies outside the
dollar area: relaxation or intensification of controls
tended to follow the course of trade, often on the basis
of immediate expediency.

One of the consequences of this was reflected in the
amplitude of swings in the merchandise balance. Ad-
justments in policy rarely have an immediate effect on
the course of trade; and, as such adjustments are
usually made only after the trend they are designed to
influence has been in operation for a measurable span,
there tends to be a considerable lag between a trade
policy decision and its results in terms of changes in
the volume o1 nature of imports or exports. Thus, the
payments difficulties of Argentina and Australia in
1955, for example, were largely the result of import
liberalizing measures adopted in 1933, a year of cur-
rent account surplus. Though steps restricting imports
again were taken in Austialia in 1954, the rising trend
continued throughout 1955, Similarly, relaxation of

controls in Colombia in the wake of the coffee boom in
1954, resulled in a considerable trade deficit in 1955,
in spite of subsequent restrictive measures.

The extent of the lag and its significance for the bal-
ance of payments vary with such factors as the insti-
tutional organization of the foreign trade sector, the
effective distance between the country in question and
its trading partners, the relative magnitude of its ex-
change 1eserves, and its vulnerability to sudden
changes in oversea markets. Much depends on the re-
action of traders to government measures, and since
this reaction tends to be based largely on experience in
the post-war period it is itself often destabilizing.
Thus, when exporters’ response to a deteriorating pay-
ments position is to hold back supplies and the collec-
tion of ocutstanding claims in expectation of a more
favourable exchange rate following partial or general
devaluation, the consequence is an aggravation of the
imbalance of trade, as in the case in Urugaay in 1955,
Similarly, when importers’ reaction to liberalizing
measures is based on fear of reimposition of more
stringent controls, the resultant tendency to excessive
importation (and perhaps the entlier payment of im-
port bills} makes for larger deficits and in effect helps
to precipitate a payments crisis and renewed import
restriction. This process was reflected in the large in-
ventory changes that have characterized the investment
process in such countries as Australia and the Union
of South Africa in recent years.

Commodity markets are themselves so changeable
and the factors affecting production and export so
numerous that it is extremely difficult to anticipate
changes in the course of trade by appropriate and
effective measures. Even prompt changes in policy may
not prevent violent fluctuations in the trade balance.
The deterioration in Brazil’s balance in 1954, for ex-
ample, resulted in part from a 1elaxation of import
controls in anticipation of higher export earnings,
which did not materialize to the extent expected.

The possibility of fluctuations of this nature and
magnitude in the export earnings and the trade bal-
ance of primary producing countries throws emphasis
on the adequacy of foreign exchange reserves, In this
respect the situation varies widely, but few countries
have reserves large enough to allow them to sustain the
range of movement that occurzed, for example, in the
cocoa producing group during the period under re-
view. The rise in imports that this group experienced
in 1954—induced in part by higher cocoa earnings—
continued in 1955 when the price of cocoa was falling
rapidly to very low levels, drawing export proceeds
down; as a result, an improvement of the trade
balance in 1954, amounting to 21 per cent of the aver-
age value of trade, was followed by a deterioration
amounting to nearly 20 per cent of the average value
of trade.
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Though the apparatus of import and exchange con-
trol remained in operation in most of the primary pro-
ducing countries, there were a number of instances in
which it was modified to meet changing conditions,
either internal or external, In Indenesia, for example,
quantitative controls and multiple exchange rates were
replaced late in 1955 by a freer system, imports being
made subject to graduated surcharges. In Thailand,
where the Government had given up its monopoly of
the rice trade in 1954 after the collapse of prices, and
had offered more favourable exchango rates in order
to stimulate private exports, the multiple rate system
was replaced in the third quarter of 1955 by one em-
bodying a single rate plus a series of export taxes, In
Peru where the sol had depreciated by about 27 per
cent in 1953, a stabilization fund was established with
the assistance of the International Monetary Fund and
the United States early in 1954; the arrangement was
renewed in 1955 and 1956 and though imports (with
the exception of motorcars) were for the most part
freed from control, the value of the sol was well main-
tained. In Egypt, an “import entitlement” scheme which,
while intended as an incentive to exporters, had the
effect of creating multiple rates, was replaced in Sep-
tember 1955 (after an additional release of sterling
balances had been arranged) by a general 7 per cent
tax on imports. In New Zealand, a major step towards
freer trade was taken at the beginning of 1955 with
the abandonment of the system of exchange allocation
which had originated in the 1952 payments crisis. In
some countries, the relative significance of quantita-
tive controls was appreciably reduced by a general
currency devaluation—as in Pakistan in August 1955,
in Argentina in October 1955 and in Paraguay in
March 1956.

Following the achievement of a more satisfactory
external balance in the second half of 1953 or the first
half of 1954, a number of countries, without altering
the nature of their contiol system, granted importers
somewhat larger allocations of foreign exchange. This
action tended to result in higher imports, not only
immediately but also in 1955. Where there was no
comparable rise in exports, deterioration of the exter-
nal balance resulted. In most cases this was met by
more stringent quantitative controls, but general or
selective devaluation and various taxes on imporis
were also among the measures adopted to improve the
balance. Colombia, for example, began imposing sur-
charges on “luxury” imports in the last quarter of
1954 and a stamp tax-—graduated according to de-
grees of “essentiality”—early in 1955, and in Qctoher
actually removed capital goods from the list of im-
ports entitled to privileged 1ates of exchange; imports
in 1955, however, though declining during the first

three quarters of the year, were at the record 1954
level for the full year, about 23 per cent above the
1953 level. Burma began restricting private irports in
March 1955 and, by curtailing government develop-
ment expenditures as well, succeeded in reducing the
year’s outlay of foreign exchange to the 1953 level.

By contrast, Egypt, half of whose trade was con-
ducted under payments agreements, allowed imports
to rise in 1955 from the low level of the previous year
and continued to seek restoration of a higher level of
exports through bilateral arrangements and by such
means as the institution of a system of insurance to
help finance private exporters engaged in selling sur-
plus cotton and rice.

In the face of falling exports in 1954 and 1955,
Uruguay cut back imports by about a fifth in 1955
and introduced more favourable exchange rates for
expoxts, first for wool and then for dry hides, Aus-
tralia began reducing import allocations as early as
October 1954 and tightened quantitative controls
again in April and October 1955; imports declined
only slowly, however, and the 1955 total was the high-
est since the 1951 boom. Though record exports in
1955 reduced the strain on New Zealand’s balance of
payments, even that country, where only 18 per cent of
total 1955 imports were subject to licence, resorted to
certain direct controls towards the end of the year,
introducing an import quota to limit the number of
motorcars imported in 1956 to about 60 per cent of
the record 1935 figure.

Partial o1 selective devaluation was used not only
by Uruguay, as indicated above, but also by other
countries with multiple exchange rate systems—Bo-
livia, Brazil, Chile, China:Taiwan and Indonesia, for
example—the primary objective being either to dis-
courage imports or to facilitate exports by offsetting
the rise in internal costs. In Chile the less favourable
rates for imports were even applied to equipment and
raw materials, which had previously enjoyed privileged
rates. Turkey sought to achieve much the same pur-
pose by increasing taxes on less essential hmports and
using the funds thus collected to subsidize certain
exports; continued deterioration of the external bal-
ance also prompted stricter administration of import
controls and an insistence that applicants for foreign
exchange make larger cash payments. Stricter control
was also exercised in Pakistan, while Turkey and
Pakistan were among the countries introducing ex-
change retention schemes—akin to that abandoned in
Egypt later in 1955—in order to stimulate secondary
exports,
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Changes in Internal Balance

In 1955, inflationary and deflationary forces in the
primary producing countries appear generally to have
been in a fair degree of balance, but as compared with
1954, the change was more in the direction of inflation
than of deflation. If the retail price index is taken as a
criterion, 15 per cent of the sixty countries covered in
table 87 showed signs of deflation during 1955, com-
pared with 25 per cent in 1954, while the proportion
in approximate price equilibrium declined from about
28 per cent to 23 per cent. Many of the countries reg-
istering relatively small increases in retail prices in
1955—between a fourth and a thizd of those covered
in the table—gave evidence of other signs of inflation-
ary pressures. Though the countries in which the cost
of living index rose by more than 10 per cent included
some in which deflationary forces had prevailed in
1954—DBurma and Thailand, for example—the group
consisted for the most part of those in which inflation-
ary forces were of longer standing.

Since domestic factors were the predominant influ-
ence in economic activities in some countries and ex-
ternal factors in others, it is not surprising that,
although there was a slight tendency for improvement
in the balance of trade to be positively associated with
rising domestic prices (see chart 20), the degree of
correlation between changes in external balance and
trends in the cost of living were relatively low. Among
countries with fairly stable prices, for example, there
were some whose imports declined martkedly in the
face of constant or rising exports and a comsequent
inflationary stimulus from the external accounts—

Table 87. Frequency Distribution of Primary
Producing Countries according to Changes
in Cost of Living Indices

Numbr!r_o{

Porcenrage ehonge in ——-Ef—uf—‘fi’—

cost of living index® 1954 1955

T b0 —1 o einiaiiwn .. 1B 9
Cto 2 .0 e 1T 14

3t 5 . e 1T 16

Gio 0 ... ... 7 7

11t 20 ... .. ciiiiieiiannnan.. O g
Over 20 . ... . i e 4 5

Source: United Nations, Monthly Bulletin of Statistics; Gold
Coast: Office of Government Statistician, Digest of Statistics;
Nigeria: Department of Statistics, Digest of Seatistics.

o Unless otherwise specified, changes are from December of
preceding year to December of year stated, as measured by
official indiees, relating in most cases to the capital city. Excep-
tions are Boliviz and Paragusy: June 1955 compared with
June 1954; Burma and China:Tniwan: Nevember 1955 eom-
pared with November 1954; El Salvador: July 1955 compared
with July 1954; Haiti: September 1955 compared with Sep-
tember 1954; Nigeria: July 1954 cempared with average for
the year 1953 and July 1955 compared with July 1954

Feuador and Venezuela, for example-—and others
whose imports increased markedly in the face of con-
stant or declining exports, thereby exerling a defla-
tionary influence—FEgypt and the Dominican Repub-
lic, for example. Price stability also characterized the
Belgian Congo and Ceylon, where there was an appre-
ciable increase in the export balance; the Gold Coast,
where export receipts declined drastically in the face
of rising imports; and Jamaica, where imports rose
more rapidly than exports.

Among countries in which there was some evidence
of deflationary forces in 1955, only in the Philippines,
whose imports rose substantially, while exports
changed little, did external accounts play a significant
part in determining the internal balance. A decline in
exports had exercised a similar effcct in Cuba in 1954,
but, slthough there were still traces of deflation in
1055, an increase in the export surplus helped to re-
duce them. An improvement in the trade balance in
Pakistan and Malaya also tended to offset deflationary
forces discernible in parts of these countries. In India
the slight change in the external balance had little or
no influence on the internal situation; the deflationary
tendencies that prevailed in 1954 and 1955 were of
domestic origin.

Among the countries in which inflationary forces
mounted rather suddenly in 1955, efforts to increase
exports—as in Burma, China: Taiwan and Thailand-—
probably served to ieinforce influences that had their
origin largely in public expenditure. A reduction in
imports into Indonesia and Paraguay, as well as
Burma, probably had a similar effect. In the countries
in which inflationary forces were most acute—DBolivia
and Chile, in particnlar—-domestic factors were pre-
dominant and the trend of prices in 1955 was similar
to that in 1954 and earlier years.

Differences in the relationship between export bal-
ances and price trends generally reflected differences
in the relative importance of the external sector, but
in some countiies institutional features played a sig-
nificant part in modifying the influence of develop-
ments in foreign trade. Particularly important in this
period was the effect of the operations of foreign com-
panies, as in the Belgian Congo, Rhodesia and Vene-
zuela, whose profits bear the main incidence of luctua-
tions in commeodity prices and to a large extent are
distributed abroad, and of marketing boards, as in the
Gold Coast and Nigeria, whose income varies with
commodity prices and to a large extent has been
placed in reserves held abroad. In other countries poli-
cies were adopted specifically to insulate the internal
economy from changes in the foreign trade sector;
thus, destabilizing forces arising in price changes of
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Chaxt 20, Distribution of Primary Producing Countries according to Changes in
Cost of Living Indices and in Balance of Trade, 1954 to 1955

20 — Porsantage diango in
TBG cost of living Index a4 27
o 19 China: ?r:nlwcmo 26
Bulivie Chile Paraguay lndenalla
18 ~
Turkay
2 17 Srazil
4 Moxico
[ ] Nicaragua
16 23
Ly
El Snxadnr 15 Tha:‘md
14
i3 ~
121
114 Burma s
Uruguoy
-]
10 -1
L2
8 -
Arganting Kanya ® 7w
O&v"—-s-g- Syrin® L4
kaq*
Uganda s 6
A
Nigaria hroel Natharlands Antilles
i L] 5.4 @ g Moroces
o ~35 Labanoa Fronch W;li Alrlca fhodesio and Nyasalond
® Pars O Trildod 4 a4
Vanazvelo *
»28 Autrolio Algeria
Haiti® Now Zeolund g @ A Guotemala® a 3
—41 . : 2
Q-tomm~ Targanyika Colomblio g @ Costo Rica o
Honduros Unien of South Africa Cobo Belgion Congo
[-] 1 A -3
Egypr Jumeiea  French Equotorial Africa  Heng Kong Paoname  Caylan Percentage chongo in balance of frade®
e | | i { | { I h 1 | ] bl i { i i i ]
-20 .18 -16 .14 .12 ~10 - -6 -4 - 0 2 4 é 8 10 IE 4 16 18 20
A “25 o Tvrisla o1 - Emﬁiur
Dominican Republic
2 Mul;ya
Pakistan
3 ) 25 3
Fhifippines
L] -4 -
A Active trade balance in 1955
India
-5 @ ® Possive trade balance in 1955
Maurifive
-] =G ~

Source: United Nations, Monthly Bulletin of Statistics; Inter-
national Monetary Fund, Internatiorel Financial Statistics.
Changes in cost of living indices measured from December
1954 to December 1955, except as noted in table 87, Marginal
symbols indieate that indices lie outside the range shown on
the axes; in such cases, the missing co-ordinate is given.

tBased on a comparison of nine months in 1955 with the
corresponding period in 1954,

b Chenge in balance of trade as percentage of mean value of
imports and exports in 1954,
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specific export products were met in many instances
by compensatory changes in exchange rate or com-
modity tax.®

In many of the less developed couniries export
taxes, which are used to cushion the impact of com-
modity price changes, also make a major contribution
to over-all economic stability; by reducing a budget
deficit-—as they did in Malaya in this period, for ex-
ample—the expanded proceeds of an export tax may
help to offset the inflationary effect that a rise in ex-
port prices may tend to have, while their contraction
may exert a similar stabilizing influence by enlarging
a8 deficit in times of falling prices. In this way, adjust.
ments of export taxes seem to have played a significant
part in maintaining economie stability in Ceylon dur-
ing a period in which the prices of its main export
products—tea, copra and rubber—were subject to
major fluctuations, Higher export taxes were also used
to siphon off windfall profits and reduce the inflation-
ary effects of devaluation in Pakistan and Argentina.

CHANGES IN OUTPUT AND DOMESTIC DEMAND

The period under zeview seems to have been char-
acterized by widespread, though In many cases only
small, increases in production among the primary pro-
ducing countries, Though few precise measurements
are available, the modal increase in gross domestic
product {erudely adjusted for price changes), which
was of the order of 4 to 6 per cent between 1953 and
1954 (see table 77}, was probably of the same order
between 1954 and 1955. There may have heen a de-
cline in the rate of expansion—in income, though not
necessarily in output—in some of the coffee and cocea
producing countries, and a somewhat greater advance
in the rate in the rubber and mineral producers. Since
the wool exporting group consists chiefly of countries
in which manufacturing contiibutes more than agri-
culture to the domestic product—over one-fifth in
Argentina, Australin and the Union of South Africa,
for example—it is not unlikely that the higher level of
industrial output in this group in 1955 more than off-
set the effect on national income of the decline in the
terms of trade. In the Union of South Africa, gross
national product, which at current prices had risen
by 7 per cent between 1952/53 and 1953/54, increased
by about 6 per cent between 1953/54 and 1954/55.

Manufacturing output expanded in other countries,
too; though precise measurements are lacking it would

& Among taxes that were lowered in the course of 1955 were
those on groundmuls in the Belgian Congo; coffee in Brazil,
Ethiopia, Guatemala and Tanganyike; cocoa, copra and tea in
Ceylon: and bleck pepper, costor oil and tea in India. In the
case of wool, more favourable exchange rates were offered
exporters in Argentina and also—by way of export premiums—
in Uruguay. Rubber was one of the few commodities on which
export taxes were raised, as in Malaya, for example. The
devaluation in Pekistan led India to reduce its expori toxes
on coiton cleth and abolish those on jute.

Table 88. Indices of Industrial Production and
Production of Electricity, Selected Countries

(Corresponding period of previous year=100)

Production
Industrial @
Country production® electricity

1951 1955 1954 1955
Algeria .. ... ...... 109 114® 167 107¢
Argentina ..... ....... 108 1128 109 107
Australia ... ..... ... 105® 108 112 111
Belgian Congo . ....... me L .
Brazil P 1 ¥4 105% 1108 110s
Chile ................ 104 agh 109 105
China: Taiwan ........ 105 1070 115  110°
Colombia ... ......... 117" 104k 113% 108
Guatemala ... . ..... 100 105 104 108
India .... .... wewa. 108 il0 1i2 113
Istael ...... .. .. ... .. 107¢ 109 118=  117m
Mexico ..... . . ...... 10W 108t ii0 111
New Zealand .. ...... 1040 1048 109+ 108w
Pakistan .. ... ...... 122t - 119 119¢
Philippines .. . ....... 112e 111 112e  110r
Union of South Afriea.. 102¢ 103 110 112
Venezuela ............ 118 110689 1i6 118

Source: United Nations, Monthly Bulletin of Statistics, and
Statistical Yearbook, 1955 {sales number: 1935XVIL10):
United Nations Leonomic Commission for Latin America,
Economic Review of Latin America {(Santingo), August 1955,
and Economic Bulletin, vol. 1, January 1956: Central Bank of
the Philippines, Annual Report, 1954, and Central Bank News
Digest (Manila),

8 Manufacturing, mining, electricity generation and gas manu-
{acture, except where noted.

b First nine months.

¢ First eleven months.

4 First ten months.

¢ Manufacturing employment.

I Manufacturing only.

& Consumption in Rio de Janeiro and Sio Paulo,

h Excluding mining.

! Manufacturing and construetien only.

i Firnt half compared with 1954,

¥ Three prircipal public utilities only.

1 First five months,

m Sales,

n Deliveries.

o First seven months,

7 Manila.

appear, on the basis of the vountries listed in table 88,
that the average increase in 1955 may have heen
slightly above the rate of 8 per cent achieved in 1954.
These rates of growth, though somewhat below those
registered in weslern Europe, are above the average
for primary production in the less developed countries,

As far as the composition of manufacturing output
is concerned, post-war irends appear to have con-
tinued in 1954 and 1955. The production of capital
goods continued to spread. A new integrated iren and
steel plant, its first, started operation in Colombia.
Additional capacity was laid down or became opera-
tive in a number of older producers, including Argen-
tina, Australia, Brazil, India and the Union of South
Africa, as well as in a number of countries—Pakistan
and the Philippines, for example—in which only re-
rolling plants are operated. Cement capacity was also
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augmented in several places, and plants were estab-
lished for the first time in some of the smaller consum-
ing countries—Jordan, Kenya and Malaya, for exam-
ple. Crude steel output in the primary producing
countries, which had risen almost 10 per cent in 1954,
increased by about 4 per cent in 1955; cement pro-
duaction, which had risen by almost 12 per cent in
1954, expanded by about 10 per cent in 1955. The
expansion of cotton textile production was somewhat
less: about 8 per cent in 1954 and 4 per cent in 1955.
Smaller relative increases in the output of other con-
sumer manufactures in a number of the primary pro-
ducing countries probably reflect the slower growth of
demand-—as in the industzial countries—as well as the
statistical fact that in general the base on which expan-
sion is computed is greater than in the case of the
heavy industries.

In a few countries the rate of industrial expansion
had heen reduced somewhat by relaxation of import
restrictions in 1954 in view of favouiable trade bal-
ances in 1953, The resultant increase in supply of
imported goods revealed the competitive weakness of
some local indusiries in such countries as Argentina,
Australia, Brazil, Colombia, New Zealand and the
Union of South Afiica, and, despite active local de-
mand, higher tariff protection was judged necessary

Table 89. Indices of Dwelling Construction,
by Country
(Correspending period of previous year=100)

Country and busia of measuremont 1954 1955

Algeria {floor area of permits, 58 cities).. 104 94~
Argentina {floor area of completed con-

struction, Buenos Aires} ... ... ........ 79 156b
Australia (number of dwellings completed}) 99 104
Brazil {floor area of permits, state capitals) 91  83°
Chile (floor ares of permits, 13 communes} 110 108

Colombia (ground area of permits, 18 cities) 102 110

Cuba (number of permits) .. ... ....... 9% 105¥
Guatemala (floar area of completed private

construction, Goatemala City) .. ....... 148 76
Israel (ground area of completed construe-

HOBY v e e 126 1208
Lebanon (floor area of permits, Befrut). .. 133 152
Morocco, French (floor ares of permits}.. 88 94
New Zenland (number of permits)?d. . . .. 123 960
Panama (value of private construction per-

mits, Panama City and Colon) ... .. ... 100 127
Philippines {number of permits, Manila}.. 84 68
Syria {floor area of permits, Damascus}.. . 117 113®

Trinidad and Tobago (Hoor area of permits) 1090 102¢
Tunisia {ground area of permits, 4 cities). 120 .,
Union of South Africa (number of dwellings

completed, 18 principal urban areas}... 99 130
Venezuela (ground ares of permits) .. .. .. 100 95

Sonrce: United Nations, Monthly Bulletin of Statistics.
» Based on nine months.

b Based on ten months,

c Based on seven months,

¢ Years beginning 1 April.

¢ Based on seventy-seven urban centres,

in a number of instances, The rapid deterioration in
the payments position of several of these countries
also brought problems for local industry, for, although
tightening of controls and the subsequent cut in im-
ports tended to restore the domestic market to local
producers and hence raise industrial output, it was
severe enough in some—Argentina and Brazil, for
example—to threaten supplies not only of consumer
goods but also of capital goods, raw materials and
fuel. The result in these cases was under-utilization of
industrial capacity and higher unit costs of pro-
duction.

A high level of investment was among the causes of
inflationary pressures in a number of countries. Invest-
ment in transport and communications, for example,
was at a relatively high level in several, particularly in
Africa, where rail and road construction has a high
priority in public investment plans. The course of
other forms of consttuction was generally more vari-
able, Building activity declined markedly in Brazil
and slightly in Venezuela, for example, but increased
in Chile and Colombia; and there was notable recov-
ery in the number of houses completed in Buenos
Aires in 1955 after a major reduction in 1954 (see
table 89). Residential construction was an important
form of investment in Australia, New Zealand and the
Union of South Africa.”

In Burma and Indonesia, the volume of construc-
tion was reduced as a result of government policy, but
the lower levels of building activity registered in the
Philippines were more the result of the deflationary
forces prevailing in that country.

More imporiant as a determinant of the cost and
level of living in most of the less developed countries
were changes in agricultural production, especially of
food. By and large, this had been markedly higher in
1953/54 than in 1952/53 both in the food importing
and in the food exporting countiies {(see table 90).
Among the few countries that had not enjoyed a rec-
ord level of production were Buima, Colombia, Cuba
and Malaya—Burma being almost the only country in
which food output had not regained pre-war levels.

7 In Australia, dwelling construction absorhed £A 20 million
more in 1954/55 than in 1953/54, and other private building
an additional £A 20 million; by March 1955 the level of build-
ing employment had regained the peak of the 1951/52 con-
struction boom. In the Union of South Africe, records were
established in 1955 both for the number of dwellings com-
pleted and for their value. In New Zealand the 18,500 housing
units completed in the year ending in March 1955 (11 per cent
above the 1953/54 figure) also constituted a record and
accounted for a substentis] proportion of the £NZ 78 million
(48 per cent) increase in capital formation. From April, how-
ever, the Government began to exercise a stricter control over
building with a view to reducing the strain on both materials
and Isbour; permits issued for nmew houses and flats in the
second and third guarter were down by 9 per cent in number
and 4 per cent in value compared with the corresponding
period in 1954,
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Table 90. Indices of Agricultural Output,
by Country
{Previous year=100)

Al
agriculiural
Country Food commeoditios
1953754 19547555 1953/54  1954/55%
Turkey ............ o110 82 109 83
Thailand ............ 115 83 114 87
Mexico ~ovevnonon. ... 104 109 103 112
Colombia® ........... 99 99 100 99
Moroeco, French ...... 115 104 113 104
Ceylon .............. 108 107 106 105
Tnion of South Africa®. 112 110 111 110
Cuba ................ 100 97 100 97
Peru® ............... 105 101 104 103
Uruguay® ............ 105 105 1063 104
Philippines ........ .. 103 101 103 101
Tumisia .............. 111 91 111 91
Chileb .. .. .......... 106 100 105 99
Brazilt .............. 104 103 102 104
Madagascar® ... ... .. 102 100 i03 99
Malaya .............. 98 105 o8 103
New Zealand® . ... . ... 102 97 102 98
China:Taiwan . ... .... 103 103 102 104
Australia .. .......... 103 97 102 08
Beypt oo 111 108 101 168
Indig oovvenn oo 109 g9 110 99
Argenting® ........... 133 95 130 95
Indomesia ............ 108 106 104 166
Algeria ........ ... ... 109 108 110 104
Korea, southern ...... 116 100 114 102
Pakistan ... .. ...... 104 102 97 102
Burma . .. ......... 98 101 98 100

Source: Food and Agriculture Organization of the United
Nations, Afonthly Bulletin. of Agricultural Economics and
Statistics (Rome), February 1956. The countries are lsted in
descending order of increase of agricultural output in 1953/54
above pre-war, which for mest countries comprises the period
1934-1038.

& Preliminary.
b Index numbers reler to calendar yenrs 1953 and 1954.

The 1954/55 harvest brought a further gain to a num-
ber of countries, notably Algeria, Ceylon, Egypt,
TFrench Morocco and the Union of South Africa,
where it exercised a significant influence in maintain-
ing a fairly stable cost of living, as it helped to do in
Malaya also, where focd production rose to a post
war record. There was also an increase in food pro-
duction in Indonesia, Mexico, Uruguay and to a less
extent in Brazil and China:Taiwan, though in these
couniries inflationary forces originating outside the
food sector made for a rapidly rising cost of hiving.

In relation to the high production levels of 1953/54,
the 1954/55 harvest was substantially lower in Thai-
land, Tunisia and Turkey and there was also a decline,
of smaller proportions, in Argentina, Australia, Cuba
and New Zealand. Since these countries are all sig-
nificant exporters of food, the smaller output is likely
to have affected the external balance more directly
than the internal balance.

On the whole the disinflationary effect of a rise in
agricultural production is probably somewhat greater
than the figures alone might suggest. This is partly
because of the relative importance of food in con.
sumption for most of the less developed countries and
partly hecause agricultural output increased in recent
years much more for domestic use than for export.
In Latin America, for example, the growth of agri-
cultural output for internal consumption amounted to
3 per cent in 1953/54 and 7 per cent in 1954/55,
whereas that for export declined slightly in 1953/54
and rose by only 3 per cent in 1954/55.% Another
manifestation of the same phenomenon is the lag in
the non-food compenent of agricultural output, which
traditionally has been more closely linked to export
demands than the food component. The only countries
among the twenty-seven listed in table 90 in which the
relative increase in output of agricultural commeodities
other than food was significantly higher than that of
food in 1954/55 were Mexico, Pern and Thailand.

The disinflationary consequences of a general rise
in food production were most pronounced in Asia.
in 1954, living costs had declined in food exporting
countries such as Burma and Thailand, as well as in
food importing ones such as Hong Kong, India and
Malaya, even though crops were actually smaller in
Burma and Malaya. In 1955 the declire in prices was
confined to the food importing countries, in almost all
of which a larger domestic harvest reinforced the
effects of a lower unit value of food imporls. Greater
production of food {or domestic consumption was
also a major deflationary force in Egypt, Syria and
Cuba in 1954 and in the Dominican Republic in 1955.
In Iraq, on the other hand, 2 poorer harvest was
reflected in rising retail prices in 1955, while from a
long-run point of view the failure of domestic farming
to keep pace with expanding needs remained an
underlying factor tending to acceniuate inflationary
pressures in several food importing countries—
notably Bolivia and Chile.

Over-all measurements of food production are not
available for a more recent period than the 1954/55
agricultural year, but some indication of the food
position in 1955 is given in chart 21, which shows
the preliminary figures, or forecasts, for the 1955/56
harvest of four of the principal crops in a number
of the major produecing countrics. Wheat output was
above the 1954 level in five of the eleven countries
covered, notably in Australia and Turkey, but below
in five: Argentina, Chile, Egypt, Pakistan and Uruguay.
Maize production was lower in six of the seven
countries covered, the only exception being Argentina,
where the crop regained the 1953 level after a drastic

8 In 1954/55 production for home consumption is estimaled
1o have been 68 per cent above the pre-war average, whereas
produetion primarily for export was only 13 per cent higher
(United Nations Economic Commission fer Latin America,
Economic Bulletin, vol. 1, No. 1, 1956, page 13).
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fall in 1954, Appreciable increases in rice production
were registered in China:Taiwan, India, Indonesia
and Thailand, but in none of these countries was the
1953 harvest equalled; in Egypt, however, a further
expansion of the rice crop raised production to twice
the 1953 level. The output of sugar was slightly higher
in China:Taiwan and Cuba, and substantially higher
in Indonesia aznd the Union of South Africa, but
somewhat lower in Australia and the Philippines,
where production declined below the 1953 level.

Fiscal AND MONETARY POLICIES

Where inflationary forces were strongest, as meas-
ured by the rate and continuity of price increases,
the basic cause frequently lay in unbalanced govern-
ment budgets—as in Bolivia, Chile, Indonesia, southern
Korea and Urugnay. In Brazil and Turkey, where
inflation was alse rapid and chronic, deficit spending
by autonomous public agencies added to the pressure
generated by unbalanced budgets. In Argentina, too,
at least until the reforms of October 1955, the financing
of various government agencies—in grein trading,
mortgage lending, exporting and transport, in par-
ticular—contributed to the pressure of demand on
real resources. Government deficit spending also in-
creased significantly in 1955 in Burma, China:Taiwan
and Thailand and was the major canse of the sub-
stantial rise in prices registered in these countries.

In India, however, the budgetary shortfall—as
measured by the increase in floating debt and drawing
down of cash balance, by both state and central govern-
ments—though increasing from about 600 million
rupees in the year ending in March 1954 to over a
hillion rupees in 1954,/55 and an estimated two billion
in 1955/56, did not prove to be inflationary even
thongh accompanied by an increase in bank credit of
3 per cent between June 1953 and June 1954 and a
further 11 per cent by June 1955. There were good
harvests and an appreciable increase in industrial
production; and since, in addition, the unit value of
imports continued the decline begun in 1953, the net
effect on prices was deflationary. The wholesale price
index declined by 6 per cent in 1954 and by a further
6 per cent in the first half of 1955 before the trend
was reversed. The cost of living index followed the
same course, food prices declining even more, The
increase in production was chiefly the result of such
causes as more favourable weather, better utilization
of capacity and higher productivity of workess, without
any marked expansion of employment. Since one of the
characteristics of industrialization—invelving, as it
usnally does, increased urbanization and the com-
mercialization of agriculture—is to convert traditional
forms of under-employment into more easily measur.
able categories of unemployment, there was a rapid
increase in the number of applicants for work at
Indian employment exchanges: in the course of the
two years registrations rose by 170,000, or about

32 per cent, while in mid-1955 total urban unemploy-
ment was estimated at about 3.4 million.

Just as the unbalanced budget in India did net
precipitate a rise in the price level, so a balanced
budget in Mexico did not prevent such a rise. The
Mexican 1ise appears to have atemmed chiefly from
the increased peso cost of imports following the
devaluation of April 1954, though a higher rate of
investment and a tendency for wages to increase more
rapidly than the national income are likely to have con-
tributed to the same end,

Budgetary deficits in Colombia were quite small;
the deflationary effects of a deteriorating external bal-
ance were offset more by the high level of domestic
investment associated with an increasing degree of
diversification of production and employment. In
Ceylon, on the other hand, budget surpluses const-
tuted an important stabilizing factor in both 1953/54
and 1954/55; unexpected increases in revenue enabled
the Government to expand its development expenditure
while at the same time it counteracted the inflationary
consequences of the improved external accounts. The
number of applications at labour exchanges—a rough
measure of unemployment—continued to rise, however:
by an average of 7 per cent in 1954 and 19 per cent
in 1955, The budget was also used as a stabilizing
instrument in Cuba, where increased public works
expenditure served as a means of reducing unemploy-
ment that had its origin in depressive forces in the
export sector in 1954,

In Australia, New Zenland and the Union of South
Africa, a high level of economic activity, decreasing,
low or negligible amounts of unemployment and in-
direct taxes on an expanding volume of imports all
contributed to budgetary surpluses on current account
in the fiscal years ending in 1954, 1955 and 1956.
Though past of the 1954/55 surplus was used for debt
redemption in Australia, in none of these countries was
fiscal policy strongly disinflationary, even in 1955 when
all three were beginning to reveal signs of strain an
real resources, and, particularly in the case of Australia
and New Zealand, on foreign exchange reserves too.
In general, the current surpluses were transferred to
loan account to finance capital expenditure, and, except
in New Zealand where special depreciation allowanees
were reduced in 1955, tax schedules tended to favour
investment. In Australia, however, supplementary
measures introduced in March 1956—raising the
corporation tax and customs and excise duties on such
items as motor vehicles, petrol, beer, spirits, tobacco
and cigarettes—were designed to increase the 1955/56
budget surplus, both as an anti-inflationary device and
as a means of cutting expenditure on imports. This
was also the dual purpose of a 10 per cent cut in public
works eutlay announced in Australia in October 1955.
Similarly intended reductions of government expendi-
ture were made in Burma in 1955 and in Indonesia,
both in 1954 and again towards the end of 1955,
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Chart 21. Indices of Production of Selected Foods

{1953=100}
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The rudimentary natute of the credit and banking
structure in many under-developed countries tends to
limit the extent to which indirect monetary methods
of control can be used to correct internal disequilibria.
As a result there was a marked contrast between the
policies pursued in the industrial countries generally,
in 1955, and those followed in primary producing
countries, even when basically similar forces were
operating.

The principal exception to this generalization was
New Zealand, where with the muliiplication of in-
flationary symptorss within the economy and a mount-
ing import balance on external account, monetary
policy was exploited in preference to a restoration of
more stringent direct control over foreign trade. The
central bank discount rate was raised to 3.5 per cent
in October 1954 and to 4 per cent in December 1954,
and on three further occasions during 1955: to 5 per
cent in June, 6 per cent in September and 7 per cent
in October. These increases accompanied an active
policy of varying the ratio of reserves to demand
Habilities that commercial banks were required to main-
tain, the objective being to retard the rate at which
bank advances had been growing. To a large extent
this was achieved, and after March 1955 there was a
slight tendency for aggregate advances to decline even
though over-all pressure on reserves was unabated.

By and large, however, primary producing countries
made much less use than industrial countries of interest
rate adjustment as an instrument of monetary control.’
In the face of rapidly ising prices, indeed, small
changes in interest rates—such as the increase in the
commercial bank rate in Chile from an average of
12.3 per cent in 1953 to an average of 13.5 per cent
in the first half of 1955—are unlikely to have any
appreciable eflect on borrowing, Similaly, the effect
of an increase in the centrazl bank discount rate in
June 1955 from 3 to 4.5 per cent in Turkey—where
retail prices were rising at the rate of 17 per cent 2
year—was not very marked.

In some instances competition for capital induced
an upward movement of rates despite the government’s

o [n some primary producing countries interest rales tended
1o Temain low not so much in relation to rising internal price
levels but in relation te local shortage of capital on one hund
and to the rising rates of imterest in many of the industrial
counlries on the other. This gave rise to some difficulties when
the connexions hetween capitul markets were fairly close—as
within the sterling area. In the Union of South Africa, for
example, the principal object of an incresse in treasury hill
rates and in the reserve bank discount rate (from 4 to 45
per cent) in September 1955 wes not to curh the expansion
of domestic credit so much as to stem the outflow of short-
term capital by reducing the disparity which had developed
Letween local rates and the higher levels in the United
Kingdom. In February 1956 short-term rates were raised again,
but rather than follow the upward movement of the benk rate
in the United Kingdom, the South African Government con-
firmed the 45 per eent level and extended direct controls over
the movement of capital.

desire to keep down the cost of its own borrowing. In
Australia, for example, yields on government long-term
securities rose above 4.5 per cent in the second half of
1955—notwithstanding central bank support of the
market—and public loans issued in this period at the
4.5 per cent rate, which had been successfully used in
1954, were not fully subscribed. Thus, although inter-
est rates remained appreciably below the levels ruling
elsewhere,’® there had been some slight upward ad-
justments in commercial and savings bank deposit
1ates in the course of the year, and in March 1956
banks were permitted to raise deposit rates and over-
draft rates slightly.

Control over bank credit was practised more gener-
ally than the active adjustment of interest rates. As in
New Zealand, regulation of reserve requirements was
the most frequent technique, but requests for restraint
on lending were also common,’* while in at least one
instance—in China:Taiwan-—there was a lemporary
suspension of bank lending. Restrictions on bank credit
were supplemented by restrictions on consumer credit,
which had expanded substantially in a number of
instances, especially in Australia, New Zealand and the
Union of South Africa.

Since the equilibrating adjustments effected by the
process of inflation tend to be socially inequitable,
penalizing in particular those whose income is not
susceptible of protection against the decline in its
purchasing power, many governments took steps to
mitigate some of the least aceeptable consequences of
internal disequilibrium. In some countries compens
satory increases in wage rates were authorized or or-
dered, a particularly large general incresse being
enacted in Brazil in May 1955, and one of 10 per cent
in Argentina in February 1956, In countries in which
there was a more formal link between wages and
prices, adjustments tended automatically to follow

10 At the end of 1955 the rate on three-month treasury bills
or their equivalent stood at 1 per cent in Australia, compered
with over 2.5 per cent in Canada and the United States, 3 per
cent in the Union of South Africa and over 4 per cent in the
United Kingdom,

11Tn 1955 in Peru, where bank credit increased by 17 per
cent between January and OQctober, the Government twice
raised the minimum ratio of reserves to deposits by repeating
in November & measure first adepted in April and thus creating
a three-tiered structure: a basic 22 per cent ratio on sight
deposits, & 50 per cent ratio on deposit increnses between
April and November and a 70 per cent ratioc on increments
after November, the corresponding time deposit ratios being
fixed at 11 per cent, 25 per cent and 35 per cent.

In the Union of South Africa, the ratio of commercinl bank
advances to deposits rose to & peak of almost 65 per cent in
Moy 1955 after which declining Hquidity, combined with a
request from the Reserve Bank to restrict the supply of credit
for hire-purchase finance and fixed investment, brought about
a gradual reduction. Legislation now before Parlizment would
give the central bank preater control over commercial bank
Hiquidity, by the introduction of flexible reserve ratios.

In Anstralia, in September 1955, when ihe ratio of advances
to deposits steod st 65 per cent (the highest since mid-1952},
the banks were requested not to extend further credit, either
for eapital expenditure or for financing imports.
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changes in the cost of living; in some, however—Chile,
for example—efforts were made to restrain the upward
spiral by subsidizing food or other important consumer
goods. Where consumers were heavily dependent on
imported goods and local inflation was causing a rapid
depreciation of the currency—as in Bolivia, for ex-
ample-—essential imports were subsidized in an effort
to hold down urban living costs. In the Union of South
Africa a bread subsidy was continued, partly to hold
down living costs, partly to encourage consumption of
a nutritionally fortified loaf.

In other countries local developments induced gov-
ernments to adopt other means of protecting con-
sumers. Where harvests were below expectation, for
example, exporls of foodstuffs were restricted, Thus,
in the course of 1955 a prohibition was placed on the
export of olive oil from Jordan, barley from Syria
and maize from Argentina. In Australia, though the

tise In the cost of living index during 1955 was only
3 per cent, some areas began reimposing price controls
on essential items; in China:Taiwan a sharp advance in
prices towards the end of the year induced the Govern-
ment to resume the rationing of certain essential con-
sumer goods; and in other countries various other
special steps were taken to mitigate some of the ill
effects of internal inflation.

In contrast, the easing of food supplies in India
made it possible to liberalize exports of a number of
agricultural commodities, and Ceylon, having achieved
a better balance both internally and externally, was
able to withdraw food subsidies without serious effects
on the cost of living.*?

12In Urugoey, however, it was budge: stringency that
prompted the withdrawal of a bread subsidy previously paid
to offset the relatively high cest of local wheat; in the infla-
tionary conditions prevailing in that country this helped 1o
push up the coat of living index.

Economic Qutlook™

The prospective slackening in the rate of expansion
in industrial countries, discussed in the preceding
chapter, may cause some fall in demand for several of
the commodities that experienced particularly firm
markets in 1955. Though in many ceses an absolute
decline in consumption does not seem to be envisaged,
even small changes in current or expected demand
{or supply) may precipitate large changes in price.
In view of the strong forces tending to keep export
unit values of industrial countries from falling, no
major improvement in 1956 in the over-all terms of
trade for primary producing countries is suggested by
current trends; on the contrary, some deterioration is
indicated for exporters of a number of important
primary products.

Whether or not this will result in a reduction in the
export earnings of any particular country depends
in part upon the volume of production and exports.
In the case of rubber, which is one of the commodities
whose price moved downwards in the first quarter of
1956, substantial expansion seems unlikely, at least
among the major exporters, notwithstanding the active
policy of rehabilitating and improving plantations
in such countries as Ceylon and Malaya. Thailand ex-
pects to export at least the same volume of rubber
as in 1955. On the other hand, production of copper—
the commodity whose price reached record levels in
1955—may well increase; exploration and development
have been at a high level in recent years and 1955
output was below capacity in several countries, notahly
Northern Rhodesia, where ahout 40,000 tons was lost

*# Information for this section was derived in Jarge part from
the replies of governments to the United Nations questionnaire
of 18 November 1955, on full employment and balance of
payments.

during a strike. In Chile, greater freedom given to
mining companies to market their output and more
favourable rates of exchange granted for domestic
purchases may also be expected to stimulate the pro-
duction and export of copper.

Mexico hopes to expand ils exports of metals and
manufactures and so make good any decline in the
proceeds of agricultural exports. The Government of
the Union of South Africa reports that “the value of
exporls is likely to rise appreciably in 1956 as a result
of increnses in the production of gold and uranium and
the existence of considerable surpluses of maize and
sugar available for export”. Thailand, on the other
hand, expects a decline in the volume and value of
tin exports.

Petroleum exports from most major producers seem
likely to expand in both volume and value, with Iran
showing the largest proportional gain as production is
gradually restored to earlier levels. In Venezuela, ex-
ports of other products, particularly iron ore, may
expand. Iraq, however, does not expect to see its recent
investments in the agricultural sector bear fruit in
higher exports in 1956,

On the whole, fibre producing countries are not look-
ing forward to higher export earnings from this source.
New Zealand expects “steady prices for . . . major
exports”, including wool; slightly larger wool clips
are expected in Awustralia and the Union of South
Africa, and cfforts are being made to expand produc-
tion in Argentina and Uruguay. Average prices realized
during the 1955/56 season, however, were below those
of the previous season. Cotlon prices remained Tairly
firm in the first quarter of 1956, when a million bales
of United States surplus were successfully marketed,
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but several countries appear uncertain of the prospects
of cotton earnings for the rest of the year. Prices of
hard fibres were all higher in the first quarter of 1956
than during 1955. Pakistan jute acreage continues to
be regulated, but in India all but 5 per cent of mill
capacity has been unsealed in expectation of a some-
what greater demand for burlap. The jute caury-over
is not excessive and gisal stocks are repoited to be low,
but export earnings from these products depend very
largely on agricultural output and trade in various
patis of the world.

No great change appears to be in prospect in the
volume and distribution of trade in the beverage crops.
Exports from specific countries depend very largely
upon individual harvests and these tend to vary with
local climatic conditions, The Governments of both
[l Salvador and Ethiopisa, for example, seem to expect
a somewhat smaller output of coffee in 1956. Brazil’s
export earnings are likely to be affected by the extent
of inventory selling as well as by the output and price
of hard coffee—factors which themselves are partly
interdependent. In Honduras, coffee exports are not
expected to increase much, but a sizable expansion
in shipments of bananas is thought possible. Greater
investment in the tea industry in Ceylon may result
in an early expansion of output and exports, but much
depends on prices.

In Thailand, the considerably larger rice harvest
of 1955/56 has left an estimated 1.2 million to 1.4
million metric tons for export; its successful disposal
would increase the value of total exports to about
6 per cent above the 1955 level, but difficulties may
well be encountered, since rice output may have ex-
panded in a number of food importing countries.
Egypt, like Burma, appears to be extending its barter
arrangements in order to sell surplus rice. Among the
sugar exporters, the Dominican Republic expects to
ship at least the 1955 volume, and China:Taiwan looks
forward to a slight increase in exports.

Stocks having been drawn down in 1955, the market
for oils and oil-seeds was firmer in the first few months
of 1956 in the face of lower production in the Mediter-
ranean region. The market for grains, by contrast, is
more likely to be influenced by the existence of large
stocks: in the case of wheat, for example, exportable
supplies in the four main sources-—Argentina, Austra-
lia, Canada and the United States—early in 1956 were
not only higher than a year earlier hut amounted to
more than twice the current annual volume of world
trade in wheat and flour.

In most of the primaty producing countries, trade
policy in general and import policy in particular tend to
reflect export opportunities and the state of export indus-
tries, influenced in each case by the size of available
foreign exchange reserves. Countries whose reserves
were reduced in 1955 and whose export earnings seem

unlikely—on the basis of current trends—to expand sig-
nificantly may well have a smaller impoxt bill in 1956.
In Australia this seems assuzed by progressively more
stringent quantitative controls imposed in the course of
1955, In Colombia and New Zealand, reduction of im-~
ports is less certain: both countries are continuing to
rely largely on indirect controls, Increased customs
duties and taxes on imports in Colombia, and restraints
on bank and consumer credit in New Zealand, did not
bring about any reduction of imports in 1955; this was
also the experience of Honduras, where the demand for
imports is considered to be very inelastic. In Argentina,
on the other hand, the devaluation of October 1955,
together with regulations classifying and taxing im-
ports in order to conserve foreign exchange with least
impediment to growth, was designed to reduce the
import bill, which was higher in 1955 than in 1953
or 1954. Changes in internal policy have also been
introduced with the object of expanding exports, but
external markets for many of the products that Argen-
tina exports are far from buoyant.

Among the other countries that may import less in
1956 are some of those whose imports rose in 1955 as
an aftermath of a particularly favourable balance of
trade in 1954, Included in this category are many of
the coffee and cocoa exporling countries whose ex-
ternal balance deteriorated markedly in 1955. By the
same token, some of the countries with substantial
export balances in 1955-—the rubber and metal pro-
ducers, in particular—may well experience a con-
siderable rise in imports in 1956, when export earnings
may be appreciably smaller. This possibility is implicit
in the statement of the Government of Ceylon that the
rise in bank deposits that took place during the period
of high tea and rubber prices constituted a “potential
threat™ to external assets “if and when . . . export eamn-
ings declined™,

In general, the petroleum exporters may be expected
to import more in 1956 than in 1955. This would reflect
increased oil revenues and, in the case of Irag, a com-
mercial policy designed to maintain the supply of
“essential goods™ and prevent the emergence of any
inflationary tendencies. Iraq, like others in this group,
has development plans which require s sizable inflow
of capital goods. Increasing investment—public or
private—is also likely to keep imports at a high
{or perhaps even expanded} level in 2 number of other
countries, including Mexico, Honduras and India. In
Thailand, the lifting of quantitative contrels in 1955
is expected to result in slightly greater imports despite
an anti-inflationary internal policy and higher customs
duties, especially on non-essentials. In countries in
which direct controls are strictly enforced, the trend
in impotts tends to follow that of exports. Thus, in
the Union of South Africa, imports in 1956 are
“unlikely to be allowed to rise much above their 1955
level” even if the steps taken to curh the expansion of
credit do not check the demand for imported goods,
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In a few countries-—China:Taiwan, for example—the
volume and composition of imports are geared less to
export returns than to the course of foreign aid and,
in general, this is not expected to decrease in 1956.

Though the official reserves of several groups of
countries—cotton, wool, coffee, sugar and rice export-
ers, in particular—were appreciably lower at the be-
ginning of 1956 than at the beginning of the two
preceding years, there is little evidence of any wide-
spread fear of a {urther decline in the course of 1956,
In most cases this reflects confidence in defensive
measures already taken or contemplated, rather than
any significant upswing in balance of payments sur-
pluses. Given these measures, the existing reserves
appear to be considered adequate to absorb minor
fluctuations in the external balance. Relatively few
primary producing countries, however, possess re-
serves large enough to permit major relaxation of
trade and exchange controls without risk of grave
deterioration, The margin of safety, in other words,
continues to be a very narrow one, and in some of the
countries in which restrictive policies are being ap-
plied to the domestic economy they are chiefly for the
purpose of protecting the external equilibrium.

A greater appreciation of the close relationship be-
tween internal and external equilibrivm-—and in par-
ticular of the difficulty of satisfactorily balancing
external accounts in the face of severe domestic imbal-
ance~-is perhaps one of the most notable features of
the current economic outlook. It is apparent not only
in those countries in which relatively mild inflationary
pressures have been countered by credit restrictions,
increases in commodity taxes, curbs on hire-purchase
and other measures intended primarily to restrain the
demand for imports—Australia, Colombia, New Zea-
Iand, Peru and the Union of South Africa, for exam-
ple—but also in countries in which the internal and
external disequilibrium is far more deep-seated, in-
cluding Argentina, Chile and Indonesia.

The change in Argentine policy commenced in Oc-
tober 1955 with devaluation of the peso. Part of the
gain accruing to exporters from the higher peso prices
which resulted was diverted to government use by
means of taxes graduated in accordance with external
market conditions on the one hand and twe internal
objectives—better balanced industrialization and res-
toration of agriculture-—on the other. The first of
these objectives is to be furthered by support of indus-
tries contributing most to restoring the external bal-
ance-——by producing exportable goods and by not
consuming imporls, for example—and of basic indus-
trial facilities, such as transport and power, neglect of
which created bottlenecks to development. Agriculture
is to be stimulated not only by the higher peso prices
for exports but also by basic guaranteed prices for the
1955/56 crop and by special facilities for importing
farm equipment. Underlying these reforms there is to

be a reduction of the inflationary forces previously
generated by deficits in the budgets of the Government
and its various commercial agencies.

The Indonesian stabilization programme also started
in the second half of 1955 by a drastic cut in govern-
ment expenditure, especially on capital account, and a
liquidation of much of the government rice stock. Tax
revenue was expanded by means of the imposition of
substantial surcharges on imports; the main incidence
of this appears—to judge by the subsequent course of
prices—to have been on traders. Simultaneously, ex-
ternal accounts were brought into equilibrium, chiefly
by a rise in export receipts, especially from rubber.
Reform in foreign trade control is intended to elim-
inate quantitative restrictions so far as possible, and
to improve the administration of exchange allocation,
thereby restering the price mechanism to a large ex.
tent, A slight disinflationary effect was also achieved
by requiring importers to pay for their currency re-
quirements at the time of applying for a licence. The
estimated budget deficit for 1056 is less than a third of
that estimated for 1955—and not much over half the
realized deficit in 1955-—and is considered to be of
manageable proportions, capable of being financed by
non-inflationary means.?*

The drive for equilibrium in Chile appears to be
directed along four interconnected fronts: loosening of
the link between wages and the cost of living, reduc-
tion of the budgetary deficit, tightening of bank credit
and simplification of exchange control. The rise in the
discount 1ate-—graduated from 4.5 to 9 per cent or
more in accordance with the ratio of borrowings to
capital and reserves—forced the rationing of commer-
cial bank credit and apparently induced some repatria-
tion of funds held abroad, The benefit of this to the
country’s external balance—indicated by a substantial
improvement in the free market rate of the peso, which
had deteriorated rapidly during 1954 and most of
1955—has been reinforced by setting up a stabiliza-
tion fund and standby credits organized jointly by the
International Monetary Fund and official and private
United States agencies.

It is too early to predict success or failure for these
measures; what seems more important in the present
context is the very fact that such efforts are being
made to restore internal equilibrium as an accom-
paniment, if not a prerequisite, to the restoration of
external equilibrium. A similar intention is discerni-
ble in Thailand, where inflationary pressures were also
powerful in 1955, While it is hoped that production
will be stimulated by the relaxation of controls over
trade, the immediate objective is to hold government
expenditures in check, improve tax collection methods
—thereby raising revenue—and reduce the 1956

* Address of the Indonesian Minister of Finance, reprinted
in_Ekonomi dan Keuangan Indonesia (Djskarta), January
1956.
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hudget deficit to a level at which it can be financed by
non-inflationary borrowing, The stabilization fund
that was set up in mid-1955 also appears helpful in
maintaining equilibrium in external accounts.

Since changes in commadity prices and in export
earnings have a direct effect upon revenue, in many
primary producing countries budgetary intentions are
quite vulnerable to the vagaries of the export market.
Budget estimates alone, therefore, are an uncertain
guide to the forces that are likely to influence internal
equilibrium from the fiscal side. Nevertheless, it is not
without significance that budgetary caution character-
izes the 1955/56 or 1956/57 estimates of many of the
primary producing countries,

Neutral budgets are expected in a number of coun-
tries, including El Salvador, Ethiopia and Iraq, and
sizable surpluses on current account in Australia, New
Zealand and the Union of South Africa. Though it is
intended that enlarged rehabilitation or development
expenditures will be more or less offset by increased
revenue in Honduras and Mexico—the result of higher
tax levels in the case of the former——price increases of
up to 10 per cent are expected in the course of the
year. The Government of Mexico recognizes that “the
problem of internal price levels will have to be dealt
with in 1956”7 and foresees a number of anti-inflation-
ary measures, including, in particular, limiting bank
credit by suspending discount facilities and enforcing
reserve ratios, sterilizing the proceeds of sales by pub-
lic investment and mortgage banks, as well as attempt-
ing to induce consumers to retain some of the funds in
their own hands, by minting silver coins for hoarding
purposes.

Budget deficits in India have gone hand in hand
with deflationary tendencies in the past two years, and
are not expected to have any “untoward effects” in
1955/56. The second five-year plan, which comes into
operation in 1956, however, is much mere ambitious
than the first; higher taxes—with a large excise ele-
ment which may itself induce a price rise—will not
prevent a substantially larger over-all deficit. Raw
material prices reached their lowest average in mid-
1955 and since September have been rising steadily. It
may be signficant that the Government has recently
taken a number of precautionary steps, including pro-
hibition of pulse exports, increase of export duties on
vegetable oils and investigation of the focal commodity
situation. Though a greater harvest is expected in
1056, food stocks are being strengthened, and there is
a general recognition of the importance of develop-
ments in the agricultural sector.

The only countries that have indicated any slacken-
ing in 1956 of the rate of growth experienced in the
past few years are to be found among those that are
seeking greater stability through monetary and fiscal

restrictions, and even in these cases no marked rise in
unemployment is foreseen, In Australia and New Zea-
land, indeed, lahour shortages are regarded as a more
significant problem in 1956. In the Union of South
Africa, “the post-war rate of increase in the gross na-
tional product is expected to level off, mainly because
of the limitation imposed by [a lag in] basic services
and shortage of labour™.

In China:Taiwan, by contrast, expansion in 1956 is
expected to exceed that of earlier years because of the
matuting of various investments. In India, also, an
increased rate is expected, in line with the greatly en-
larged scope of investment under the second five-year
plan, which has as ore of its principal targets the
annual absorption of 2 million workers in other than
agricultural employment. On a smaller scale, this ap-
plies to Ceylon, too, where a six-year programme of
public investment enters its third year in mid-1956. A
new five-year development programme which is due to
get under way in the Philippines should also raise the
rate at which output has been increasing; as in the
case of India, this programme has been shaped largely
by the need to expand employment opportunities and
reverse the upward trend in unemployment. In the
Philippines, raising efficiency and reducing costs may
prove equally urgent needs as its privileged position
in the United States market is gradually lost in line
with revisions to the Bell Trade Act of 1946, Iraq is
also proceeding with its development programme, em-
phasizing agriculture and irrigation; and a high rate
of investment is expected in the I'ederation of Rho-
desia and Nyasaland, both on private account in indus-
try and mining and on public account in transport
and power. Government investment is expected to
increase in Egypt, while some expansion is foreseen
in Pakistan, where development expenditure has
tended to lag behind planned rates because of scarcity
of skilled labour and other bottlenecks in resources.

Development programmes whose principal aim is to
step up the rate of domestic investment have to be
designed, in the first instance, within the framework
of the multiple problems of internal balance. However,
since investment in primary producing countries
usually requires, in varying degrees, the use of capital
goods obtainable only from abroad, and since the con-
sequent rise in incomes usually involves some expan-
sion in the demand for other imports, these develop-
ment programmes inevitably transcend the problems
of internal balance, and have also to be fitted into the
framework of the external balance. To this extent,
therefore, the economic growth of primary producing
countries is a function of the demand for their export
products and the international movement of capital,
both of which, in turn, depend largely on progress and
policies in industrial countries. In this sense, the out.
look for the primary producing countries as a group is
bound up with that of the industrial countries.
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Chapter 6
RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

Economic activity expanded significantly in all cen-
trally planned economies in 1955. Higher output per
man and, to a lesser extent, higher employment con-
tributed to an increase in industrial production. Agri-
cultural output recovered in mest countries, owing
both to improved weather conditions and to the more
favourable agricultural polieies which had been intro-
duced earlier. In several countries agriculture ac-
counted for a larger share of the national income in
1955 than in preceding years. With the notable excep-
tion of mainland China and Yugoslavia, the share of

investment in national income declined, However, the
plans for 1956, the first year of the new five-year plans
of development, provide for a marked increase in the
investment share in a number of countries.

Foreign trade also rose in 1955, but in contrast to
earlier years, trade within the group rose less than
trade with the rest of the world. Exports expanded far
more rapidly than imports, so that the net import bal-
ance of the first half of 1954 was converted to a net
export balance in the first half of 1955,

Domestic Economic Developments

INDUSTRIAL PRODUCTION AND EMPLOYMENT

Industrial production in all centrally planned econ-
omies rose in 1955. In Bulgaria, Poland and the Soviet
Union, the rate of increase was approximately the
same as in 1954, and in eastern Germany slightly less,
but in countries which had experienced a substantial
decline in rate of growth in 1954—Czechoslovakia,
Hungary and Romania—the rate was accelerated in
1955, as shown in table 91, The sharp fluctuations in
the rate of growth in these three countries reflect the
faet that their output, more than that of the other cen-
trally planned economies, had been hampered by bottle-
necks during the period of rapid expansion before

1953 and by a slackening in the rate of increase in
output per man.

The only country of the group where the rate of
expansion fell sharply was mainland China: in 1953
industrial preduction had risen by 32 per cent, in 1954
by 17 per cent and in 1955 by only 7 per cent. This
slackening in the rate of growth was largely the result
of the rapid absorption of unused capacity, which had
existed in appreciable amounts at the beginning of the
cutient plan of development, especially in consumer
goods industries; indeed, the decline in the rate of
expansion in 1955 was chiefly due to a sharp decelera-
tion in the output of consumer goods. Furthermore,

Table 91. Indices of Industrial Production, by Country
{Preceding year=100)

1954

1955

Producer Cansumer Producer Consumer

Counlry Toral guods poods Total govds goods
Bulparia ............... ....... 109 116 i03 110 e 1068
China, mainland . o 137 120 114 107 114 103
Czechoslovakia ............. ... 104 104 105 110 149 112
Germany, eastern .. .. 110 110 110 108 199¢ 107
Hungary ..« ..o iiiinnnnn 103 94 109 168 109 107
Poland ... 111 111 111 111 1060 111
Romania .. ... ............... . H7 104 111 114 1lg® 1100
USSR . .o v i v, 113 114 113 112 116 110
Yugoslavia 114 . 115 116 - 113

Source: Reports on fulflment of plans; Federal
Statisticul Office, Indelks, No. 3 (Belgrade),
March 1956; Memerandum of the Government of
the People's Bepublic of China to the Economic
Commission for Asin and the Far East (ECAFE/
L.103; mimeographed) ; estimates of the United
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Nations Buresu of Fcenomic Affairs and the
secretariat of the FEconomie Comrmission for
LEurope.

t Planned.

b Estimated

¢ Indices for capitel goods: 1054, 104; 1955,
117; for bamsic materigls: 1954, 114, 1955, 118,
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Table 92, Indices of Industrial Production, and of
Output of Fuel, Power and Basic Materials

(Preceding year= 100)

Othor castern

US5h Eurapesn countyios?d
Tarm 1954 1955 1956 1955
Industrial production .. 113 112 08 109
Coal and lignite .... 108  113P 104 107e
Crude oil .......... 112 119 110 110
Electric power . ... 111 113 109 113
Pigdron ........ .. 109 111 08 114
Crude steel ........ 108 109 103 109
Cement ....... ..... 119 118 102 114

Source: Reports on fulfilment of plans; the aggregate index
of industrial production was estimated by the United Nations
Bureau of Economic Affairs, on the basis of 1938 weights.

# Bulgarin, Czechoslovakia, eastern Germany, Hungary,
Poland, Romania.

b Including brown coal and lignite on ton-for-ton basis.
¢ Hard cozl, brown coal and Hgnite in hard coal equivalent.

the sitnation in 1954 and 1955 was influenced by shifts
in the allocation of investment, from small-scale indus-
tries, where substantial increases in output could be
achieved rapidly, to large-scale heavy industries with
much longer periods of maturation.

Although the available information on changes in
output of producer and consumer goods is incomplete,
it is probable that, in contrast to 1954, output of pro-
ducer goods in 1955 increased faster than that of con-
sumer goods in several centrally planned economies.
The most striking change occurred in the Soviet
Union, where differences in the rates achieved by these
two sectors had been rather small before 1954, where-
as in 1955 the output of producer goods expanded at
a rate 1.6 times higher than that of consumer goods.
Ounly in Czechoslovakia, and perhaps in Peland, did
the output of consumer goods increase more than
that of producer goods. These changes in relative rates
of growth were partly the effect of the renewed em-
phasis placed on producer goods industies in 1934,
which was reflected in the pattern of output in 1955,
and in plans for 1956.

An important change in the pattern of production in
1955 was the fact that the output of fuel, power and
basic materials rose more rapidly than total produc-
tion, indicating a further improvement in the balance
between supply and demand of these products (see
table 92). For the group of six countries for which an
aggregate index of industrial production was com-
puted, the ratio of the output of energy and fuel, as
well as of basic materials, to total production in-
creased significantly. In the Soviet Union, where the
divergence between changes in total output and those
in basic materials and fuel and power had been much
smaller, it also narrowed, especially in oil. In contrast
to 1954, the improvement in 1955 was not achieved
through a greater deceleration in total production

than in fuel, power and basic materials, but through a
larger increase in their output as compared with total
production.

In all countries except Yugoslavia, the rise in indus-
trial production in 1955 was achieved chiefly through
a substantial increase in output per man (see table
93). As in the case of industrial produetion, the rates
of increase in output per man, which had declined
sharply in 1954 in most countries, in 1955 generally
regained or exceeded the rates achieved in 1953.* The
improvement was due not only to the elimination of
gsomne bettlenecks bue also to more stringent enforce-
ment of regulations linking wage increases to produc-
tivity.

Employment generally rose less than in 1954—in
most countries by about 2 per cent. Although available
manpower was probably increased by a reduction in
the armed forces,” the policy of increasing the agricul-
tural labour force, or at least preventing its reduction,
continued: in several countries, shortages of labour
persisted in certain industiies and in building. In
Yugoslavia the rise in industrial production was main-
ly accounted for by the increase in employment which
rose at approximately the same rate in 1954 and in
1955, Qutput per man, which had been unchanged in
1954, rose 3 per cent in 1955.

ACRICULTURAL PRODUCTION

There was a marked recovery in agricultural pro-
duction in most centrally planned economies in 1935,
as shown in table 94. Contributing to the rise in pro-
duction were both improved weather conditions and
more favourable policies toward agriculture which had

1 In the Soviet Union sutput per man in 1954 increased at
a slightly higher rate than in 1953 while in Poland the rate
of increase wzs smaller in 1954 compared with 1953,

2 Reductions anncunced for the armed forces of Bulgaria,
Czechoslovekia, Hungary, Poland, Romeania and the Soviet
Usion represented from about ene per cent te 15 per cent
of the number of wage and salary earners.

Table 93. Indices of Employment and Qutput Per
Man, by Country

{Preceding year=100)

Empfoynmrll Quiput per man

Country 1954 1955 1954 1955
Bulgaria ............. 106 102 102 108
China, mainland® .. .. 110 - 115 -
Czechoslovakia .. ... . 102 102 102 108
Germany, eastern . ... 105 160 104 108
Hungary ... ........ 104 102 G9 106
Poland .... . ..... 104 104 167 106
Romania ... . ..... 104 108 103 111
USSR ... ... 106 102 107 108
Yugoslavia ........... 114 113 100 103

Source: Reports on fulflment of pluns; Yugoslavia: Federal
Statistical Qthce, Indeks, No. 3, March 1956,
2 State and jeint government-private enterprises.
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been introduced earlier; these included substantially
increased supplies of fertilizers, farm machinery,
equipment and building materials, reduced taxation
and delivery quotas, higher government prices for
farm produce and greater supplies of industrial con-
sumer goods for rural areas,

Increases in agricultural preduction were chiefly
due to much better harvets. The number of cattle
rose very little in most countries, but the number of
pigs increased significantly in all except the Soviet
Union. Grain output was higher in most countries—
abhove the post-war peak and also above the pre-war
level of output in countries where it had not been
reached before 1955. In the Soviet Union, for which
more detailed data are available, the icreases were
substantial or most crops, as may be seen from the
following indices (1950 == 100).* Raw cotton and
potatoes were exceptions.

1954 1955
Grain ... .. .ocnncneacnana 105 125
Sunflower seeds .........» 106 207
Sugar-beets ... .aiaeans 95 147
Raw cotton ......onuvonn 118 109
Flax fibre ....0vvievennnn 85 149

Higher yields were largely responsible for the rise
in output; acreage increased only slightly in all coun-
tries except the Soviet Union and declined in eastern
Germany. In the Soviet Union, where the area under
crops increased by 12 per cent in 1955, only about
one-third of the increment in output was due to this
extension, owing to poor weather conditions in the

3 Pravda {Moscow), 15 February 1956.

eastern areas where most of the newly cultivated land
is located.

NATIONAL INCOME, INVESIMENT AND CONSUMPTION

The acceleration in both industrial and agricultural
production led to a larger rise in national income in
1955 than in 1954 in most centrally planned econo-
mies (see table 95). Only in mainland China and, to a
lesser extent, in the Soviet Union did national income
rise at a lower rate than during the preceding year. In
contrast to developments during most of the post-war
decade, the share of agriculture in national product
jncreased in 1955 in several countries, including
Czechoslovakia, Yugoslavia and, notably Romania.

In Bulgaria, mainland China, eastern Germany and
Romania, investment rose between 8 and 15 per cent
in 1955. In the latter two countries investment had
declined in 1954, and had not regained the 1953 level
in 1955. In Poland investment increased only slightly
in both 1954 and 1955—by 2 and 3 per cent, respec-
tively—and in Czechoslovakia it remained at its 1953
level in 1954 and 1955. The only country in which
investment declined during both years was Hungary,
where it fell by 30 per cent in 1954 and again by 10
per cent in 1955, In the Soviet Union the rate of in-
crease in investment, after rising from 4 per cent in
1953 to 15 per cent in 1954, fell to 6 per cent in 1955.

In most countries the share of investment in national
income declined in 1954, and also in several cases in
1955, though to a lesser extent. In the Soviet Union
the share of investment in national income, which had
declined substantially in 1953, increased in 1954, but

Table 94. Indices of Agricultural Output, by Country
(Preceding year=100)

Toial Grain Cattle Pigs

Counsry 1954 1955 1954 1955 1954 1955 1954 1955
Bulgaria.. ..o iiiiini - y 79 135 s ‘s e
Ching, mainland. . .. ..... ... ..... 103 107 102 107 106 e 106 .
Czechoslovakia®. ... ... ..o iuentn 98 111 s 118P 100 161¢ 118e 117
Germany, eastern. .. ... ..oooiaonas . P 95 106 100¢ 9ge 102e 108
Hungary.......... ..oorvcionnn, 94 90 114 1024 118e
Polandf. ... .t iiiiiiiaan 105 103 98 121 104= 103e 1a0s 11]1#
Romaniah. ... ..o iviinnannnan. 95 121 s 133 - e . .
USSR i e e v na i aan 104 122 106 106! 108! 102!
Yugoslavia.. ... oo e 86 116 75 130¢ j12% 95k o .

Source: Replies of governments to the [Inited Nations gues- d March.

tionnaire of 18 November 1955 on full employment and balance ¢ Qctober.

of poyments; reports on fulfilment of plans and other official
sources; United Nations, Ecoromic Survey of Europe in 1955
(sales rumber: 1956 1LE.2).

aln 1955, crop output rese 14 per cent and livestock pro-
duction 8 per cent,

b Wheat, rye, barley. The output of all grains in 1955 was
6 per cent above 1953,

c Data for end of year.

tIn 1954, crop output rose 7 per cent and total livestock
production 2 per cent, compared with 1953,

& June,

b The number of cattle wos 9 per cent hipher and of pigs
35 per cent greater in 1955 then in 1953,

¥ October.

1 Total erop output.

k Total livestoek production.
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Table 95. Indices of National Income, Investment and Retail Sales, by Country

{At constant prices; preceding year=100)

1954 1958

National Investn Rorail National Invests Retall

Couniry incoma mont aulos incoma maont acles

Bulgaria ........coo0iviuiiuan .ee 104 ca 114 108 115
China, mainland ............... 106 114 112 1060 115 107
Czechaoslovakia ............ B 104 100 120 109 100 111
Germany, eastern ............... 109 89 114 NN 1 112 107
Hungary ... ... ..o, 99 70 121 108 30 105
Poland .......oov v iinn .. 307 102 118 108 105 111
Romaniz .........cvovvveriveue.. 104 e 115 118 109 110
USSR ... ... i, 1 115 118 110 106 105
Yugoslavia® ... ... L.l 103 112 120 110° 113 107

Source: Reports on fulfilment of plans: replies
of governments 1o the United Nations gquestion-
npire of 18 November 1955; United Nations,
Economic Survey of Europe in 1955; Yugoslavia:
Federal Statistical Office, Indeks, No. 3, March
1956; Memorandum of the Government of the
People’s Republic of China to the Economic Com-
ittisai{;n for Asin and the Far East (ECAFE/

103).

fell again in 1955. Mainland China and Yugoslavia
were the only countries of this group in which invest-
ment increased in relation to national income both in
1954 and in 1955.

The effect on consumption of the changes in na-
tional income and investment cannot be easily ascer-
tained because of lack of comparable data on changes
in inventories, military expenditure and balance of
trade. The announced reductions in the armed forces
were accompanied in most countries by a rise in
planned military outlays in the budgets for 1955, fol-
lowing reductions in 1954. So far as can be judged
from datn on retail sales, the rise in consumption of
marketable goods was less in 1955 than in 1954; ex-
cept in mainland China, Czechoslovakia and Poland,
the 1ise in consumption in 1955 was also less than in
national income.* In 1954, by contrast, increases in
sales had by far exceeded the rise in national income,
Apart from the possible effect of changes in military
expenditure, the divergence between changes in na-
tional income, investment and retail sales in 1954 and
1955 was due largely to fluctuations in the supply of
food in relation to national income. The supply of
food during most of 1955 was influenced by the poor
haivest of 1954, while the rise in national income in
1955 was in part the result of the increase in agricul-
tural output, which was not fully reflected in consump-
tion before 1956, In addition, the decumulation of
stocks which had occurred in 1954 ceased in 1955,
either because stocks were already drawn down or
because of decisions to replenish government reserves.

+In mainland China, however, the share of marketable goods
in total consumption is smaller than in most of the other
centrally planned economies.

2 Apmrepate gross output of industry and agri-
culture.

b Indices of national inecme were furnished by
the Government of Yugoslaviz to the United
Nations Bureau of Economic Affairs; indices of
investment are estimetes of the Buresu of Eeo-
nomic Affairs. The index of national income in
1954 differs from that given in table 47, possibly
because of revisions or differences in coverage.

Finally, imports of consumer goods, which had in.
creased significantly in 1054, slackened in 1955,

In Yugoslavia, investment in 1954 increased more
than national income, but retail sales rose at even
higher rates. This was probably due to the fact that
while the rise in national income was limited by a
decline of 25 per cent in agricultural production in
1954, the supply of food during that year showed a
marked improvement owing to the 52 per cent rise in
agricultural output which had occurred in 1953. The
supply situation during most of 1955 was influenced
by the poor harvest of 1954, and the share of con-
swmption in national income seems to have declined.

Table 96. Indices of Average Real Wages,
by Couniry

{Preceding year=100)

Couniry 1954 1955
Bulgaria ............oo ool .. 105% 104
China, mainlend® .. .. ................. 103 105
Czechoslovakin . .. ... ............... 1200 102
Hungary .......ccoviiivniniivvine, .. 115 164
Poland ... e e e i 113 106
Romania ........oc0ivvnnvvennu.. ... 108 108
L 2 AR 11151 103
Yugoslavia . ........ .. ... . .. 108 914

Source: Reports on {ulfilment of plans and replies of gov-
ernments to the United Nations questionnaire of 18 November
1955; Yugoslavia: Federal Statistical Office, Indeks, No. 3§,
Mareh 1956; People’s Daily (Peking).

o Money wages; the incrense in real wages was gremter
because of price reductions.

b Money wages and salaries in State and joint State-private
sectors,

cFnd of 1954 compared with third quarter of 1953,

d First half,

e o i

e e e o o

e e s e Ao et e e e e . e AT Tt e i i



Chapter 6. Recent trends in the centrally planned economies 191

Changes in prices in government and co-operative
trade and in money wages were more nearly in line
with changes in supply in 1955 than they had been in
1954, and this led to a relaxation of pressure of de-
mand upon supply. Despite this improvement, specific
shortages continued to exist; as in the previous years,
meat, fats and some durable consumer goods were in
short supply in most countries.” Prices of consumer
goods were teduced in Bulgaria, Czechoslovakia, Po-
land and Romania, but the reductions were substan-
tially smeller than in 1954.° In the Soviet Union,
however, for the fiist time since 1947, there was no
general reduction in retail prices in government and
co-operative trade;” on collective farm markets, food
prices during the first nine months of the year were
substantially higher than during the same period in
1954, but after the new harvest they declined and were
below the level of the fourth quarter of the preceding
year. The cost of living in Yugoslavia, which had
dropped about 2 per cent in 1954, increased about 13
per cent In 1955.

As a result of these developments, real wages in-
creased much less than in 1954 except in mainland
China, as may be seen from table 96. Average real
incomes of peasants generally increased more than
real wages. In Poland, Romania and the Soviet Union,
countries for which quantitative datz are available,
average peasant incomes rose by 7, 15 and 7 per cent,
respectively, in 1955 while real wages rose by 6, 8 and
3 per cent. In Yugoslavia, real wages increased by
about 8 per cent in 1954, but in the first half of 1955
they declined by about 10 per cent.

Prans For 1956

The plans {or 1956, the first year of new five-year
plans in most of the centrally planned economies, rep-
resented a departure from the policies of the previous
two years. The most significant changes in countries
for which data are available were very sharp increases
in planned investment, both in absolute terms and in
relation to national income {see table 97). While it
was planned to increase national income by 8 per cent
in Czechoslovakia, 6 per cent in Hungary and prob-
ably no more than 9 per cent in eastern Germany, the
planned increase in investment was 20, 30 and 40 per
cent, respectively. In the Soviet Union, investment was
to increase by 15 per cent, that is, by the same per-
centage as in 1954, but 2.5 times the increase in 1955,
Poland, for which final data are not available, planned
a considerable increase in the share of investment in

% However, in several countries reteil stocks of unselezble
consumer goods, especially low-quality textiles, increased sub-
stantially in 1953, an Indication of gains in levels of living
and consumer demand for quality, lergely o result of improve.
ments after 19353.

0In Poland, for instance, the retail price index declined
6 per cent in 1954 and 2 per cent in 1955.

" Exceptions were substantiel reduvetions in prices of tele-
vision sets, cameras and some aluminium Lkitchen were.

national income for 1956. In conformity with this
programme, the output of producer goods in most
countries was to increase at a substantially higher rate
than that of consumer goods. In the Soviet Union,
however, the difference bhetween these rates was very
small. Industrial employment was to rise by about 2
per cent in most countries, while the planned increase
in output per man was 5 to 9 per cent in 1956. Planned
increases for 1956 in industrial production were some-
what lower than actual achievements in 1955 in
Czechoslovakia, Hungary, the Soviet Union—and per-
haps Poland and Romania—and slightly higher in
Bulgarie® and eastern Germany. In mainland China,
however, the plan called for a 22 per cent increase in
industrial production, against 7 per cent in 1955,

Incomplete data on the allocation of investment
among various sectors indieates that in most countries
the largest increases were planned for engineering in-
dustries and these producing basic materials, fuel and
power. In the Soviet Union, for which data are more
complete, the plan provided for an increase in the
share of investment allocated to heavy industry, agri-
culiure and transport, and a decline in the share of
investment in consumer goods industiies, as shown in
the following percentages.’

1955 2956

Actual Plonned
Heavy industry +......ocnnonnnanns 57 60
Light industries and food processing .. 8 5
Agriculture ............. e 11 13
Transport and communications ....... 12 14
Other ... ... i viiinncianna 13 9

8 Planned increase of 12 per cent, compared with actual
increase of 10 per eent in 1955,

Y Distribution of investment in 1955 estimated by the secre-
tariat of the Ecomomic Commission for Europe; 1956 data
based on siatement of Minister of Finance, reported in
Pravda, 27 December 1955,

Table 97. Planned Taxgets for 1956, Czecho-
glovakia, Eastern Germoany, Hungary and the
Union of Soviet Socialist Republics

(1955==100)
Cxeehor Eastern
frem slovakia  Germany Hungary UssR
National income ........ 108 . 106 .
Investment .. ... Ceea cae 120 140 130 115
Industrial production .... 109 109 106 111
Producer goods ..... . 110 111 110 111
Consumer goods ...... 107 105 lo3= 110
Industrial employment .. 102 cae w0z 102
Output per man ...... 107 i6e» 105 108
Agriendture .. .. ....... 109 . 103
Retail sales = . ....... 105 105 104s

Source: Pravda, 21 December 1955; Zycie Gospodarcze
(Warsaw), 11 March 1956: replies of the Governments of
Czechoslovakia and Hungary to the United Nations guestion-
naire of 18 November 1955.

1y was planned to increase the production of food by 10
per cefit and to reduce the output of light industries by 3.8
per cent.

b Government industries only.

¢ Consumption wos to increase 5 per cent,
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In Yugoslavia, emphasis for 1956 was placed on the
elimination of disproportions caused by the high rate
of investment during previous years. National income
wag to increase by 4 per cent, compared with the 10
per cent gain achieved in 1955, At the same time,
investment was scheduled to decline and its compo-
sition was to be altered in favour of consumer goods
industries and agriculture, with preference given to

projects with short periods of maturation. Industrial
production was to increase at a slower rate than in
1955: among industrial items, output of consumer
goods was to 1ise faster than that of ‘basic materials.
The rate of increase in employment was to be substan.
tially less, while productivity was to rise more than
in 1955.

Foreign Trade

Trade of the centzally planned economies continued
to expand in 1955. However, in contrast to the trend
prevailing during most of the post-war decade, trade
with the rest of the world expanded more than trade
within the group. This is suggested by the data repro-
duced in table 98; while incomplete, it covers a large
proportion of the total trade of the centrally planned
econoinies and may therefore be considered indicative
of the general tendency. The shift was particularly
significant in the case of Czechoslovakia, eastern
Germany and Poland, which together accounted for
about 35 per cent of the trade of the centrally planned
economies in 1954, but the percentage change was even

greater in countries with a smaller volume of trade with
the west, such as Hungary and Romania, While the
trade of mainland China with the rest of the world also
increased at a higher rate than its trade with the other
centrally planned economies, it is not known whether
a similar shift occurred in the trade of the Soviet
Union.,

A tendency for trade with the rest of the world to
increase had appeared in 1954 in Czechoslovakia and
Poland and, most significantly, in the Soviet Union,
but in 1955 this trend apparently became general.
Trade of the Soviet Union with the rest of the world

Table 98. Indices of Trade Turmover, by Country
(Preceding year =100}

1355

With othor
centrally planned iFith rest

Country 1953 1954 Total ocanarieg of world
Bulgariz ..... .. v ceraeey 122 107
China, mainland ............ ... ..o, 136 105 113 111 122
Czechoslovakia ... ... . i 167 105 114 107 134
Germany, easterni ........... e 129 i23 112 1690 1200
Hungary .....vviiuiieii i ciniavnan 109 104 110 b 1580
Poland ..ot iiiriiie e vee 101 109 104 93¢ 130¢
Bomania ..ovvuvun v cvrmmesnnreeauyun 116 105 112 105 200t
USBRE Lttt in i v ierireaeriireaeurun 111 109 ... 99

Source: United Nations, Economic Survey of
Asta and the Far East, 1955 (sales number:
1956 J1.F.1), snd replies of governments to the
United Nations questionnaire of 18 November
1955. Mainland China: People’s Daily, 30 July
snd 5 October 1955; Ta Kung Pao (Tientsin),
11 February 19558; Crechosloval Economic Rulle
tin, No. 306, 1656 (Prague); Prague News
Letter (Prague), 20 Aupust 1955; Statistische
Praxis (Berlin), October 1955: IDie WFirtschaft
{Berlin), 13 October and 3 November 1955, 9
Febryary 1956; Hungarian Review, No. 7, 1955
(Budapest) ; For a Lasting Peace, for a People’s
Democracy  {Bucharest), 10 February 1956;
Trybung Ludy (Warsaw), 20 April 1954, 1 Feb-
ruary 1956; CGospodarka Planowa (Warsaw),
Janusry 1956; Scinteia (Bucharest), 28 August
1955, 10 February 1956; Planovee Khozyaistvo,
No. 1, 1954 (Moscow) s Vneshnyoyae Torgoviya,
Nos. 7, 10 and 11, 1955 (Moscow); Pravdae,
15 August 1955, 22 February 1956.

& Firat eight menths of 1955, Trade with the
rest of the world represented 20 per cent of the
total trade of mainland China in 1955.

b Data on east-west trade relate to nine months
of 1955 compared with the same peried of 1954.
The index for trade within the group is derived
from the index of eastern Germany's total trnde
and its trade with the rest of the world; the
latter represented 25 per cent of the total trade
of eastern Germany in 1954,

¢ Exports only; total exports increased 15 per
cent in 1955,

dThe index for wade within the group is de
rived from that of totsl trade ond of Polend's
trade with the rest of the world, which was equal
to 30 per cent of the total in 1954,

¢Index of trade with western Europe, 122;
with non-European countries, 148.

£ Trade with western Eurepe only.

£ Based on the following duata on trade turn-
over at curreat prices (in bhillions of roubles):
total trade: 1952, 20.8; 1953, 23; 1954, 25;
trade with the centrally planned economies: 1952,
166; 1953, 19.0; 1954, 19.6; 1955, 19.5.
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had increased much more rapidly than its trade with
other centrally planned economies in 1954, the respee-
tive increases being 35 and 3 per cent. In 1955, its
trade with the other countries of the group declined
slightly.2®

During the first half of 1955, the trade of the cen-
trally planned economies with the rest of the world
increased by 15 per cent, compared with the same
period in 1954 (see table 99), but probably even then
did not represent more than about 30 per cent of the
total trade of the centrally planned economies.

Exports of the centrally planned economies increased
30 per cent during the first half of 1955 compared

10 Trade with Yupgoslavie was stimulated by credits received
from some of the countries of enstern Europe and was many
times its very low 1954 volume. The Soviet Union extended
a ten-year credit to Yugoslavia, consisting of $54 million and
a gold or foreign currency loan of $30 million; the credit,
bearing 2 per cent interest, was repayable in kind. The trade
agreement for 1956 was set at double the 1955 value of trade.

with the corresponding period of 1954, while imports
increased only 3 per cent, As a result, a net import
balance of about $130 million in the first half of 1954
was replaced by a net export balance of about $60
million, This change was accounted for in large part
by a reduction in the net imports of the Soviet Union,
the aggregate trade balance of the other countries of
the group having changed only slightly.

In 1955, western European countries continued to
sccount for more than half the trade of the centrally
planned economies with the rest of the world. Trade
with these countries increased during the first half of
1955 by 17 per cent, and with Finland by just over 10
per cent. The deficit of about $44 million with western
Europe in the first half of 1954 was replaced by a sur-
plus of about $10 million during the corresponding
period of 1955. The Soviet Union’s imports from
OEEC countries declined, so that there was a marked
incrense in its net export balance with this area,
mainly with the United Kingdom.

Table 99. Trade of Centrally Planned Eeconomies with Rest of World®
{Millions of dollars; {f.0.b.}

Qther easiern

USSR European countries Mainlend China Toral
Reporting ares and e em—— e es——
periad? Ezporis Imporis Expaorts Imports Ezpares Imports Exproria Imporis
Total:
1954 ... ciennrrannn 2045 347.5 345.6 365.5 161.8 1350 715.9 848.0
3955 ceoniiiaanaaanan 230.6 235.3 481.1 498.2 221.2 1378 4932.9 871.3
Canada and United States:
1954 . e i 59 29 151 10 15 — 22.5 3.9
1955 . e 6.3 1.7 19.2 5.6 20 1.0 27.5 8.3
Latin America:
1954 ... i e 7.0 55.1 33.2 34.6 11 4.3 41.3 94.0
1955 ... i 143 324 42.0 48.4 1.0 17 57.3 82.5
Middle East:
1954 . e e e 7.7 12.6 294 18.6 56 10.3 42.7 41.5
1955 . o e 1T 17.0 24.2 26.4 24 85 44.3 519
P estern Europe:©
1954 . . ..ive i .. 1468 140.1 209.9 264.7 40.6 36.3 397.3 441.1
1955 .. ven e innae. . 1489 96.6 295.4 337.3 55.7 52.6 497.0 486.5
Finland:
1954 . - . 1 74.3 30.1 1.7 1.7 12 74.3 93.2
1955 .. ... 381 65.6 51.0 20.3 19 38 910 89.7
Asia and the Far East:
1954 ... . e 21 1.7 10.1 12.4 101.9 818 114.1 101.9
1985 . o 34 34 28.9 26.2 140.8 6.3 173.1 95.9
Other areas:®
1954 . . . 15 54.8 128 16.5 9.4 11 23.7 2.4
955 . .o e 49 186 204 34.0 17.4 39 42.7 56.5

Source: United Nations, Monthly Bulletin of Statistics, Feb-

ruary 1956; Direction of International Trade, o joint publica-
tion of the Statistical Office of the United Nations, the Inter-
national Monetary Tund and the International Bank {or
Reconstruction and Development.

& Data as recerded by the trading partners of the centrally
planned economies.

b First half of each year.

¢ Metropolitan countries in the Organisetion for European
Economic Co-operation.

4 Residual figures from total world trade with eastern Europe
and mainland China.
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The trade of the centrally planned economies with
North America increased by one-third in the first half
of 1955, from the very low level in the first half of
1954. Despite the increase in 1955, trade with Noxth
America still accounted for only about 2 per cent of
all east-west trade.

Trade with the world, excluding Europe and North
America, in 1954 and 1955 accounted for one-third of
total east-west trade, and it increased by about 10 per
cent from the first half of 1954 to the first half of
1955.2* This rise was due entirely to greater exports,
which increased by about 40 per cent, while the value
of imports dropped by about 10 per cent, the result
being a sharp increase in the export balance of the
centrally planned economies with this part of the
world. Trade with Asia and the Far Fast rose by one-
quarter, trade with Buxma, India, Indonesia and
Japan being prominent in the increase. Trade with the
Middle East also rose by 14 per cent, reflecting in
large part the expansion of trade with Egypt. In trade
with Latin America, which had grown considerably in
1954, as well as in trade with dependent territories
and the oversea sterling area, total turnover did not
rise during the first half of 1955 but in each case the
exports of the centrally planned economies increased
while their imports declined.

The growing importance of mainland China’s trade
was responsible for much of the increase in the trade

11 Trade with primary producing sreas increased less than
that with western Europe and North America, despite a per-
ceptible shift in the trade of several centrally planned econo-
ties towards the former aress. This was especizlly sipnificant
in the trade of eastern Germany. In 1950 only 7 per cent of
its total trade with the west was with under-developed areas,
but the share of this trade rose to about 20 per cent in 1954
and to more than 25 per cent in 1955. Similar tendencies were
apparent in the trade of Czechoslovakia and Poland.

of the centrally planned economies with Asia and the
Far East, Thus, the increase in trade with Japan
largely reflected the expansion of Chinese exports.*
The trade of eastern European countries with Asia
and the Far East, although much smaller than that of
mainland China, also expanded substantially in 1955.
Hungary and Poland, for example, quadrupled their
exports to Indonesia, and several agreements con-
cluded between eastern European and Asian countries
indicated an intention to expand this trade in the near
future.

Impoits of centrally planned economies from the
Middle East in 1955 were concentrated mainly on
Egyptian cotton; these absorbed between one-fifth and
one-sixth of Egypt’s total exports of cotton in the
course of the year. In exchange Egypt received capital
goods and armaments. '

The fragmentary information available on the com-
position of trade among the centrally planned econo-
mies does not suggest any marked change in 1955
although the share of capital goods may possibly have
declined somewhat since 1954.% Certain significant

12 During the first three quarters of 1955, mainland Ching’s
exports to Japan were almost twice ns large as during the
corresponding period of 1954,

18 A certain divergency in trends appears in the 1955 foreign
rade plans of epstern Germony and Poland. For the former,
the largest increases were scheduled to occur in exports of
rolling mill and textile manufacturing machinery, which were
to rise by over 50 per cent {Statistische Prexis, June 1955).
Polish planned experts, however, envisaged a 19 per cent in-
crease in manufactured consumer goods during 1955 and only
2 3.2 per cent incresse in sales of machinery and transport
equipment {(Polish Foreign Trade, Nos. 28 and 29, 1955
(Wersaw), and Vneshnyeya Torgovlya, No. 7, 1955) . The share
of machinery and industrial equipment in total imports was to
drop by 3 per cent and the share of industrisl raw materials
was to be raised correspondingly.

Table 100. Composition of Trade
(Millions of dollars}

1954 First nine months

enstorn Buropeadn

Other

71955 First nine monchs

Other

Lustorn Eurupcan

Trem USSR countrios Mainland Chinc Ussn countries Mainland China
Total exports® of reporting countries®. ...... 2845 3919 49.0 24592 491.6 72.9
TFoodstuffs ... ..oovvuiinniiiinn 58.3 121.5 — 338 151.0 0.4
Raw materials ........ e 46.2 113.6 117 422 131.8 15.5
Machinery and transport equipment..., 945 45.8 4.3 104.6 42.0 7.2
Other manufactured goods ...... ..... 824 113.7 325 68.1 1634 49.7
Total imports* of reporting countries® ...... 2879 436.4 888 3472 511.3 114.6
Foodstuffs ......ovuvireenrvur e, 090 101.5 30.7 57.9 125.9 354
Raw materials .......coovvinunnovia.. 1642 1749 46.4 2094 219.3 58.7
Machinery and transport equipment.. .. 58 353 — 9.3 50.5 0.3
Other manufactured goods ..., ........ 490 122.3 11.7 70.5 180.6 20.2

Source: United Nations, Commedity Trade Statistics. Data
exclude re-exports of the reporting aress.

& Total trade includes additional commodities and trade with
reporting countries not covered in the individual eategories.

b Countries in the Orgenisation for European Economic Co-
operation, except Switzerland; Canada, Finland, Malaya, United

States; in addition, Japan, Nigeria and Yugosiavia in 1954, El
Salvador in 1955 and January to September 1954, and Nether-
lands Amtilles in 1955 The share of these countries in the
total trade of the centrally planned economies is estimated at
shout 12 per cent in terms of welue, constituting 70 per cent
of total east-west trade in 1954,
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changes in the composition of their exports to North
America, western Europe and Finland, and to the one
or two other countries covered by available data, are
shown in table 1001 The share of manufactured
goods in the exports of the centrally planned econo-
mies increased from 206 per cent of the total to 32 per
cent, that of food declined from 26 to 21 per cent,
while the share of raw materials changed only slightly
during the first nine months of 1955 as compared with
the same period in 1954. The change in the compo-
gition of their imports from the countries listed in the
table was generally insignificant, but the share of
machinery and equipment in their imports declined
slightly.

14 The reporting countries covered in table 100 represemted
abeut 70 per cent of the total value of east-west trade in 1954,

Long-term Plans of

In embarking on new five-vear plans of economic
development, the countries of eastern Furope have
sought to secure a greater co-ordination and division
of labour among themselves than has prevailed in the
past. With this in view, the long-term plans of develop-
ment, which previously were not synchronized in time,
have been arranged to begin simultaneously in 19562
Apart from general statements of intent, little is known
about the extent of integration aimed at in the new
plans, although in some countries programmes of spe-
cialization in particular fields have been announced.
Moreover, the Chairman of the State Planning Board
of the Soviet Union has stated that that country’s sixth
five-year plan was prepared taking into account the
corresponding plans of other eastern European coun-
tries. Thus far only Romania and the Union of Soviet
Socialist Republics have announced comprehensive de-
tails of their plans for 1956-1960; these are briefly
reviewed helow, as is that of mainland China for 1933
to 1957, Details of the latter were announced in 1955,

SINTH FIVE-YEAR PLAN OF THE UNION OF
SOVIET SOCIALIST REPUBLICS

The five-vear development plan of the Soviet Union
covering the period from 1956 to 1960 follows in
many respects the pattern adopted for the two pre-
ceding ones. It provides, as did previous plans, for
higher rates of expansion in heavy industries than in
consumer goods industries, and for a more rapid
advance in investment than in national income, The
greater part of investment is once again to be allocated

15 Except in Bulgarin and mainland China, which started
their plans earlier.

The tendency to expand exports of manufactures in
exchange for imports of food and raw materials was
much more pronounced in the trade of the centrally
planned economies with under-developed areas. Al-
though lack of data makes it diflicult to ascertsin
recent changes in the composition of trade with these
countries and their effect on total east-west trade, it is
known that in addition to importing cotton from the
Middle East in exchange for capital goods and mili-
tary equipment, as already indicated, they made large
purchases of sugar from Central America and of rub-
ber, jule and rice from Asia and the Far East in 1955,
for which they delivered, in exchange, significant num-
bers of complete industrial plants, other equipment and
industrial semi-manufactures. The irade agreements
concluded for 1956 supgested increased exchanges of
capital goods for primary commodities in their trade
with under-developed areas.

Economic Development

to industry, particularly to heavy industry. The most
important difference from preceding plans is in the
exceptionally high targets set for agriculture. It is also
clear that a lerger proportion of the rise in production
than in the past is to be obtained by increases in pro-
ductivity, and a smaller proportion through growth in
employment. This involves greater reliance than here-
tofore on intensive mechanization and automation,

with emphasis on specialization and mass production
methods,

Table 101, Union of Soviet Soeinlist Republics:
Fifth and Sixth Five-Year Plans

1255

———reee—— T960
Irem Plonned Actucl Planned

(1956100} (1955100,
Agricultural production® 140 to 150 12010 125 170
Industrial produetion . . 170 185 165
Producer goods . ... . 180 191 170
Consumer goods ... . 165 176 160
Total employment . ... 115 122 115
Employment in
industry® .. ... 118 129 110
Output per man in
industzy ..... ... 150 144 150
National income . ... . . 160 168 160
Real wages ....... ... 135 139 130
Real income of peasants 140 150 140
Retail sales® ... ...... 170 190 150

Source: Pravda {Moscow), 15, 20 and 23 February 1956.

8 Pata for 1955 are estimates based on planned and esctual
output of specific agricultural items.

b Derived from data on production and sutput per man.

¢ In government and co-operative trade.
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Targets for industry

Planned rates of expansion in industry continue
very high, though they are substantially lower than
those achieved during the past five years. Total output
of industry is planned to rise at an average rate of
10.5 per cent per annum during the next five years,
compared with a rate of 13 per cent recorded from
1950 to 1955. The reduction in the rate of increase in
industrial output is reflected in the production both of
consumer goods and of producer goods, as may be
seen in table 101. It will be noted that the apread be-
tween the rates of increase for these two sectors of
production is somewhat smaller than in the preceding
plan. Among producer goods industries, the largest
increases in production are planned for engineering.
The importance attached to agriculture is reflected in
a considerable acceleration planned in the production
of agricultural machinery and mineral fertilizers. Out-
put of basic materials such as iron and steel is to
increase much more slowly than in the past, and much
is made of the need for greater economies in use. Ex-

Table 102. Unpion of Soviet Socialist Republics:

panded use of oil, gas and hydroelectric power is
expected to reduce substantially the proportional con-
tribution of coal to total power consumption; this,
together with the increase planned in coal output, is
intended to eliminate the bottlenecks in fuel which had
limited the growth of industry in earlier years (see
table 102).

Among consumer goods, the incieases planned in
output of mest, butter and sugar are substantially
greater than for consumer goods as a whole, and also
greatly exceed the actual achievements of 1951-1955,
as is called for by the raising of agricultural targets,
Production of textiles and clothing is to increase less,
on the whole, than the average for consumer goods.
On the other hand, output of consumer durables is to
rise several fold from presently low levels.

QOutput per man in industry is planned to rise by 50
per cent during the next five years'®—the same target

18 In view of the fact that daily working hours are to be
reduced from eight to seven, and in certain industries to six,
the planned increase in output per man-hour is at least 70
per cent from 1955 to 1960,

Targets for Selected Producer

and Consumer Goods
{Millions of indicated unit, unless otherwise stated)

Plenned ourpus Index, 1260
Itom ond unit 1963 {I1955:==100}
Producer goods:
Steel (tons) ............ s e e e e ey 68.3 151
Timber (cubic metres) ...... e e e 264.0 134
Cement (1018) ..o vuiven e o te e bt e 55.0 245
Coal (tons} .......v.vuvne, e e e e e e e s 593.0 152
Crude petroleum (tons) ........................................ 135.0 191
Gas (billions of cubic metres) .......oioviiiiiinn il 40.0 388
Electricity (billions of kilowatt-hours) . ...voviiii i e 320.0 188
Mineral fertilizers (Yom5) ..o vreruiniaiuesasurneeunviunenas 19.6 204
Caustic 50da {toRS) .0 vvievsvrreoemsiiie it et s 10 177
Steam and gas turhines (kilowatts) ..ol 105 258
Hydraulic turhines (kilowatts) ... ... i il u 2.6 173
Metal-cutting lathes (thousands of umts} S 200.0 190
Tractors (thousands of units) .......coiiiiiiieiiain oo N 322.0 197
Grain combines (thousands of units) ... ..o nivuninanns 140.0 292
Diesel locomotives (UMBILS) oo viinvrinu it iinn v 1,630.0 1,200
Freight cars (thousands of units) .. ... oo ciiiiiic il 52.0 151
Consumer goods:
Cotton fabrics {metres) .........cci it i e 1,270.0 123
Woollen fabrics (metres) ........vivuivivenniinniunnuann 363.0 145
Silk fabrics (metres) ....... U R 1,074.0 204
Shoes (PAlIS) . .vuveeuvvue i e e 455.0 152
Radios and television sets (units) ....oooiviiiiii v 10.2 255
Refrigerators (household; thousands of umits) ............ ... .. 635.0 419
Washing machines (thousands of units) ............... . ..., o 528.0 608
Bicyeles (thousands ef units) ....ooovvuvennn e o 42300 147
Sugar (refined; thousands of tons) . 6,530.0 191
Meat (mdustnally processed ; thousands of mns) ................. 3,950.0 178
Butter and other milk pmducts (m terms of milk; tons) e 25.0 185
Vegetable oil (thousands of tong) . e 1.846.0 165
Canned food (standard cans) ... i 5,580.0 178

Source: Pravda, 26 February 1956,
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set, thongh not actually realized, in the previous plan,
This would imply that about four-fifths of the rise in
industrial production is to be achieved through higher
productivity, and that industrial employment will in-
crease by only 10 per cent, compared with 29 per cent
from 1950 to 1055,

Since the total number of wage and salary earners is
to increase by about 15 per cent, it is clear that, in
contrast with the preceding period, there will be some
diversion of labour to non-industrial occupations. The
increment in the non-agricultural labour force is to
come mainly from the natural growth of urban popu-
lations, and recruitment of such labour from among
the rural population is to be abandoned except for the
creation of new industrial centres.”

One of the most significant features of the new plan
is the shift in emphasis from expansion of productive
capacity through construction of new plants towards
raising efficiency in existing plants by improved ad-
ministration, greater specialization and modernization
of equipment and production methods. This shift is
reflected in the fact that improvements to be intro-
duced in existing plants are to account for 35 to 65
per cent of the total inciease in output, depending on
the industry. The rapid expansion of capacity in
earlier years was not always accompanied by efficient
utilization, leaving substantial opportunities to raise
output with little oy no additional equipment. At the
same iime the extremely wide differences in productiv-
ity between establishments engaged in the same indus-
trial process are to be reduced through replacement of
ohsolete equipment.?®

17 Pravda, 15 February 1956. A certain shift from agricul-
tural to non-agricultural occupations is implied by the fact that
the planned rise in employment by far exeeeds the rate of
population growth.

18Tt was stated by N. A, Bulganin, for example, that most
of the casting machinery in use in the engineering industry was
only one-third to ome-fourth us productive as modern semi-
automatic machinery {(Pravda, 22 February 1956). At the
time of adoption of the sixth five-year plan, strong condemna-
tion was voiced of the widespread view that ohsolescence does
not oecur in a non-competitive economy; this view was con-
sidered to have held back technological progress in some zreas,

Table 103. Union of Soviet Socialist Republics:
Indices of Agricultural Qutput

1955 1960
Planned production

Commaedity Actunl production
(1950==100} {1955=108)
Eegs ... ....... ... 154 254
Meat ... ... ... ... . 130 200
Mik ... ... . . 119 195
Potatoes ....... . ... . 185
Sugar-beets ... ... 147 154
Cotton {raw) .. . .... 1090 156
Flax fibre ..... .. .. .. 149 185
Wool (raw) .. ... ... ... 142 185

Source: Pravda, 15 and 26 February 1956.
# The fipure for 1954 was 118

The promotion of greater productvity will also
involve pgreater specialization and standardization.
Efforts are to be made to limit the number of small
plants engaged in highly diversified production and to
encourage concentration of output in specialized plants,
Plans are also laid for a gradual transition from
mechanization of individual operations to full-scale
automation of entire factories. In line with these
plans, the amount of electric power used per in-
dustrial worker is scheduled to increase by 60 per cent
during the next five years.

Plans for agriculture

The 70 per cent increase in agricultural output
planned for the next five years may be compared
with the 40 to 50 per cent increase projected in the
preceding plan and the considerably smaller increase
actually achieved (table 101). The target set for grain
output—180 million tons in 1960—is considered neces-
sary to satisfy domestic consumption, establish ade-
quate stocks and expand exports.*® Planned increases
in the output of other agricultural products are
generally much higher than those achieved during the
preceding plan, as indicated in table 103,

The rise in output is to be obtained by expansion
of the area under crops and by a rise in yield. The plan
does not contain quantitative data on expansion of the
cultivated area but calls for use of previously fallow
and virgin land “not requiring great capital investment
and which can produce good yields” in the eastern
territories. The area wnder maize, which increased
from 4.4 million hectares in 1954 to 18 million in
1955, is planned to reach 28 million in 1960,

Mechanization of agriculture is to be accelerated.
After allowing for depreciation, the stock of tractors is
evidently scheduled to be doubled and grain combines
more than doubled in the course of the next five years.*
It is expected that extended use of machinery will
shorten the time required for harvesting and reduce
the substantial losses caused by delayed or premature
harvesting,

No details have been announced for livestock.
Marked increases in output of meat, milk and raw wool

19 Altheugh not explicitly stated, the target for 1956 was
probably set in terms of actual yield, while the goal of 175
million to 188 million tons set for 1955 in the preceding
five.year plan represented biological yield. The plan for 1960
does not state the anticipated rate of increase fer grain output
from 1955 to 1960, and Inck of datn on actual output in 1955
mokes it difficult to estimate the implied rate of increase. The
absolute figures on grain output contained in the reports on
fulfilment of plans in 1950, 1951 and 1952 {131 million tons
in 1952, for exnmple), expressed in terms of biologicrn] yields,
do not coincide with the index for 1950-1955 published in
P_rzlzgda, 15 February 1956, which presumably refers to barn
yield.

20 Deliveries of tractors from 1956 to 1960 are to totsl 1.55
million compared with o stock of 14 million in mid-1955; the
corresponding figures for grain combines are 560,000 and
350,600, respectively.
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Table 104. Union of Soviet Socialist Republics: Government Investment during
Fifth and Sixth Five-Year Plans

Actual (1951-1955)

Planned (1956-1960)

Sector Billions Per cone Billions FPer cent Index
af roubles® of total of roublos® of toial {1951.1955==100)

Industry ...........o.ooln B, 353 59.4 600 60.6 170
Heavy industry ... ..... e o e - 400v 41.6° -
Light industry and food industries .... 51 59 6.0 175
Agriculture . ........iie i 10.7 120 i21 188
Cultural and social servicest ............ 120 20.2 200 20.2 167
Other seetors . ... cvvviuvn v iereuunan 9.6 70 7.1 119
Torar 594 1000 990 100.0 167

Source: Pravde, 22, 23 and 24 February 1956.
o ¥n prices of 1 July 1955,

bt is net clear whather this represents all in-
vestment in heavy industry. According to a report
of N. A. Bulganin, in Pravde, 22 February 1956,
“The muajor part of this capital investment is
scheduled for the construction of electric plants,
enterprises in ferrous and non-ferrous metallurgy,
and the chemical, oil and coal, building materizls
and forest industries, It is planned to invest more
thaon 400 billion roubles in these branches” In

are to be achieved largely through a rise in pro-
ductivity. Special attention is to he devoted to breeding
of hogs, which is expected to make the main contribu-
tion to the sharp increase planned for meat; pork is
to constitute about half of all meat produced by the
end of the period. This reflects the experience of the
past few years, when encouragement given to hog-
breeding, together with a rise in the supply of fodder,
produced substantial results.

National income and investment

The increases projected for industzial production,
agriculture and other sectors of the economy involve
a 60 per cent growth in national income from 1955 to
1960. This rate of increase is the same as that con-
templated in the previous five-year plan, but lower than
the actual increase of 68 per cent recorded from
1950 to 1955. A significant reversal of the trend of
preceding years is implied in the expected rise in the
share of agriculture in the national income, since agri-
culture is scheduled to expand faster than the national
product as a whole.

The new plan provides for government investment
during 19561960 at a rate two-thirds above the level
of the preceding five years in real terms, as shown in
the following data, in billions of roubles at prices of
1 July 1955:

Gavernment
investrent
during poriod

1946-1950 ... 311
19531955 .....oialnn 504
1956-1960 .. ...l 950

Source: Pravda, 22 February 1955,

other statements, this sum was referred to as
“Investment in heavy industry”. It is possibie that
the difference between total investment in industry
and the outlays listed in the table under the head-
ings hesvy industry, light industry and food in-
dustries, amounting to 141 billion roubles, is allo-
cated, at least in part, to investment in engineer-
ing, which was not mentioned in the statements,

¢ Housing, public utilities, schools, universities,
scientific institutions, hospitals and other heslth
services, theatres, kindergartens and other insti-
tutions.

Changes in the distribution of investment among
the various sectors of the economy, though not very
considerable, indicate some shift towards agriculture
and industries producing consumer goods. As in the
preceding plan, the largest share of government in-
vestment is again allocated to industry and, within the
industrial sector, to heavy industry. Investment in
consumer goods industries is scheduled to increase
more than for industry as a whole, though its share
in total investment increases only slightly, Investment
in agriculture is to be almost twice as high as in the
preceding five years, amounting to about 12 per cent of
total government investment, as shown in table 104.*

Two-thirds of investment in industry is allocated to
fuel, power and basic raw materials. The share of
investrment for cultural and socizl purposes remains
the same as in the previous period, but the rate of
housing construction is to be nearly doubled. Invest-
ment in transport and communications is planned to
increase by 70 per cent.

Although the five-year plan does not contain data
on the rate of increase anticipated in investment from
1955 to 1960, the share in national income is appar-
ently scheduled to rise during this period.* This
would be in contrast with the developments of the
previous five years, when national income xose by

21 Collective farms nre expected to invest 100 billion roubles
during the five-yenr period. This would raise the share of
agriculture in total investment to about 20 per ceat.

22 An estimste based on the planned aggregate investment
during the five-year period, the planned investment for 1956
and the pctual investment in 1955 suggests a 70 per cent
incresse from 1955 to 1960, compared with & 60 per cent
increase in national income.
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68 per cent and government investment by about
57 per cent.

The emphasis placed on more rapid development of
the eastern territories is reflected in the allocation of
one-half of total investment to them. While total in-
vestment during 1956-1960 is to be two-thirds higher
than in 1951.19853, investment in western Siberia is
to increase 2.5 times, in eastern Siberia 2.8 times and
in Kazakstan 2.7 times.

Consumption and real wages

The only indication of the planned increase in con-
sumption of goods. is the target set for retail sales in
government and co-operative trade, which is to Increase
by 50 per cent from 1955 to 1960, This could be con-
sidered as roughly indicative of the expected change
in the consumption of wage and salary earners, though
not of members of collective farms.*

Planned increases in real wages and in real peasant
income, including both money income and income in
kind, seem to indicate that total personal income and
consumption are expected to rise by about 50 per cent
by 1960. Real wages and salaries are to increase in
the next five yeais by about 30 per cent, which, together
with a growth of 15 per cent in total employment,
implies an advance in the total real wage bill of about
50 per cent. Average peasant incomes are to inciease
about 40 per cent in real terms. Sinee the number
of working peasants is likely to increase by more than
5 per cent, the general order of increase in peasant
incomes will also be about 50 per cent,

Although the average real income of peasants is to
rise faster than that of wage and salary earners, the
hourly wages of workers are expected to increase much
moie because of gradual reduction in hours of work
from eight to seven, or less, in the course of the five-
year peried, without loss of pay® Shortening of the
work week will Hmit the extent to which the prices
of consumer goods can be reduced. This represents a
significant departure from the policy pursued hereto-
fore. Previously, increases in productivity were trans.
lated into higher real income through price reductions;
during the next five years part of the rise in the level
of living is to take the form of an increase in leisure,

23 The date on retail trade include a certain amount of
investment poods, such as tools and building materials, sold
mostly to peasants, and do not reflect changes in consumption
of their own produce by peasants. Retail safes do not include,
moreover, sales on colleclive farm markets, which, in 1954,
represented about 10 per cent of ithe totl

24 Deginning in 1956 working hours are 1o be reduced to
six hours on Saturdeys and the day preceding an official holi-
dey. The six-hour working day is to be re-established for youths
between sixteen and efghteen years of age. Beginning in 1957,
a seven-hour working day is to be introduced in all industries,
except in underground work in mining, where it will be six
hours In those industries in which it is found econvenient, a
five-day forty-hour work week is te be introduced (Pravda,
26 February 1956).

SECOND FIVE-YEAR PLAN OF ROMANIA

The new five-year plan for Romania is similar in
many respects to the first plan, and differs from it more
in the rates of growth projected than in terms of
structural change. As indicated in table 105, the rate
of increase in industrial output is to be appreciably
less from 1955 to 1960 than in the preceding five years.

The targets set for industry indicate an effort to
reduce the gap which had developed during the past
few years between ocutput of fuel and basic materials
and that of the engineering industries. Thus, while
the target rates of increase set for engineering are much
lower than those recorded from 1950 to 1955, those
for coal and steel are much higher. Planned increases
in the production of textiles and shoes are substantially
sbove those recorded from 1950 to 1955, As in the
Soviet Union, 75 to 80 per cent of the inerease in
production is to be achieved through a 1ise in output
per man of 45 to 50 per cent over the five-year period.
Industrial employment is planned to increase by about
10 per cent.

Available information on specific agricultural targets
suggests a relatively small expansion; grain output
is to increase 25 per cent, the number of cattle 4 per
cent and hogs 7 per cent. The main effort in agriculture
is to be concentrated on secwring a substantial in-
crease in marketable surpluses, especially through
acceleration of production on collective farms and

extension of the collectivized sector of the economy,

National income is planned to increase 50 per cent
from 1955 to 1960. Government investment is to
increase by 65 per cent, the share of agriculture and
residential construction rising, while the share of
consumer goods industries and building industries de-

Table 105. Romania: First and Second
Five-Year Plans®

1955 1960
Item Planned Aetuat Plarmed
{1950==101) (1955100}
Industrial production ....... 244 221 16010 165
Producer goods .. .. ... ... ... . 17040 175
Consumer goods .. .. . e 150 t0 155
Employment in industry . .. 140 150 110
QOutput per men in industey .. 175 148 145 to 150
National income ...... .... ... 198 150
Realwapes . ......... ... ... ... 128 130
Retail sales ... .. ......... 217 200 160
Investment in fixed capital .. ... . 165

Source: Based on reports to the Second Conpress of the
Romanien Workers' Party (Bucharest, 1955) and on decisions
of the Congress reparding the five-year plan of development of
the national economy in 1956-1960.

" Several of the indices reproduced in this table were given
s approximations.
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clines (table 106). While no data were announced for
planned increases in consumption, retail sales in
government and co-operative trade are to expand by
60 per cent.?

FIRST FIVE-YEAR PLAN OF MAINLAND CHINA®

The central theme of the first five-year plan of
development of mainland China is concentration on
investment in large-scale heavy industry, with the
intention of providing a foundation for future rapid
development. About 58 per cent of total fixed invest-
ment, from 1953 on, was to be allocated to industry,
and of this about 89 per cent was to be devoted to the
development of heavy industry, Investment in indusiry
was to be accompanied by rapid development of trans-
port, which was to absorb about 19 per cent of all
expenditure on fixed investment. In contrast, agri-
culture was allocated only asbout 8 per cent of the
total, It was decided to postpone any extensive mech-
anization of agriculture until completion of large-
scale tractor factories during the period of the second
five-year plan.

25 Government and co-operntive trade accounted in 1955 for
sbout 80 per cent of total trade turnover, 90 per cent of trade
in manufectured goods and 75 per cent of trade in food.

26 Though the first five-year plan eovers the period from 1953
to 1057, the full text of the plan was net published uniil 30
July 1955. Previously, apart from a general statement of aims
and policies, the Government had announced only zunual pro-
duction targets. Apriculturel plans were subsequently amplified
and revised in the “twelve-year programme”, published in Janu.
ary 1956, in which production targets were raised and the time
for completing the organization of collective farms shortened
{First Five-Year Plan for Development of the National Economy
in the People’s Republic of Ching (Peking, 1955; in Chinese) ;
and Draft Twelve-Year (1956.1967) National Programme for
Agriculture (Peking, 1956; in Chinese) ).

Table 106, Romania: Govermment Investment
during First and Second Five-Year Plans

{Percentages of total)

. 19511955 1956-1960
eeter Planned Aetual Plonned
Agriculture and forestry ... 10.0 104 125
Industry wiiwsoan ..., Bl4 58O 56.0
Producer goods ..... ..... 421 506 50.0
Consumer goods ......... 9.3 74 6.0
Construction and building
industries ............... 20 4.6 25
Transport and communications 162 112 115
Trade .................... 22 2.5 25
Housing .........oovovvnn. 8.2 38 55
Social, cultural and other
services® ... 15.0 9.5 9.5

Source: Based on reports to the Second Congress of the
Romaninn Workers' Party and on decisions of the Congress
regarding the five-year plan. _

a Including educational, cultural, health and selentific inshi-
tutes; geological surveys, state administration and other services.

Table 107. Mainland China: Planned Changes
in Structure

{Percentage of totals)

Tiom 1952 1957
Production:

Industrial .......... ............ 327 42.9
Producer goods ................ 130 19.5
Consumer goods ... ... ........ 199 23.4

Handicraft® ..................... &8 9.4

Agricultural® .................... 5838 411

Industry:

Government enterprises® ..... .... 56.7 65.7

Joint government-private enterprises 5.0 22.1

Private enterprises ............... 383 12.2

Retail trade:

Government and co-operative ...... 341 549

Joint government-private enterprises 0.3 24.0

Private enterprises .. ... e 65.6 211

Agriculture:?
Producers' co-operatives ... ...... 0.1 57.0¢
Collective farms .......c.oocvaiin e 33.3°

Source: First Five-Year Plan for Development of the
National Economy in the People’s Republic of China; Draft
Twelve-Year (1956.1067) Nationel Pregramme for Agriculture.

2 Output of handicraft co-operatives and individusl handi.
craftsmen.

b Including output of rural handicraftsmen.

¢ Including co-operative sector,

d Figures are in relation to total peasant households.

o Targets for 1956; sccording to the plan, complete collec-
tivization is to be schieved by 1958,

Table 108. Mainland China: Planned and Actual
Rates of Growth in Certain Sectors

{1952:=2100)
1955
Trem e 1957
Plannad®  Acrual Plunned

Agricultural production ...... 113 113 123
TFoodcrops ... .oovovnnnon 110 i11 118
Raw cotton ............... 114 115 125
Industrial production ........ 151 165 198
Producer geods ........... 163 187 227
Consumer goods .. ......... 142 150 180
Employment in industry . ..... 112 Lo 120
National income® ............ 128 131 151
Average earnings? ....... ... 119 114 133
Retail turnover .............. 142 152 180

Source: First Five-Year Plan for Development of the National
Econemy in the People’s Republic of Chine; Memorandum of
the Government of the People’'s Republic of China to the
Feonomic Commissien for Asia end the Far East (ECATFE/
L.103; mimeographed}.

& Calenlated on the hasis of the planned aversge annual rate
of increase between 1953 and 1957.

bThe rise in industriel employment in 1953 and 1954 was
in line with that planned.

¢ Value of production in agriculture and in industry.

d Money wames and salaries in State and jeint State-private
sectors; social insurance benefits not included.
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The pattern of investment of the first five.year plan
was designed to bring asbout by 1957 a marked
change in the composition of total production as well
as in the structure of the economy. The process of
transforming co-operative farming into collective farm-
ing®™ was to be accelerated and the socialized sector
in industry and trade was to be extended (see
table 107).

2 For the difference between co-operative and collective
farming, see chapter 3.

As indicated in table 108, industrial production has
been expanding at a rafe higher than that provided in
the plan. In anticipation that a considerable portion
of investment undertaken during the previous three
years will mature in 1956, the Government decided
to revise upwards the planned rate of increase in in-
dustrial production for 1956 from 15 per cent to 22 per
cent, so as to advance by one year the date of com-
pletion of the first five-year plan.?s

28 The planned rates of increase in output of feod crops and
raw cotton for 1956 were also revised upwards.






