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FOREWORD

This report, World Economic Survey, 1958, is the
eleventh in a series of comprehensive reviews of world
economic conditions published by the United Nations.
It is issued in response to General Assembly resolution
118 (II), in which the Secretary-General was requested
to prepare an annual review and analysis of world
economic conditions and trends. The report is intended
to meet the requirements of the Economic and Social
Couneil and other organs of the United Nations for an
appraisal of world economic conditions which may
serve as a basis for recommendations in the economie
field; it is also designed to meet the needs of the general
public.

The present report is the fourth in the series to con-
tain a special study of an economic question of general
interest. The World Economic Survey, 1955 examined
economic growth throughout the world and its prob-
Jems during the first post-war decade. Drawing in part
upon this study, the World Feonomic Survey, 1956
contained an analysis of post-war international trade
relations and the balance of payments problems of
both the developed and under-developed regions of the
world, The analysis of general problems was extended
in the World Economic Survey, 1957, which examined
the question of post-war inflation in the world economy.
In part I of the present study, altention is focused on
international commodity problems and policies. Chap-
ter 1 reviews both the long-term trends and the
short-period instability in world trade of primary com-
modities. The significance [or the economies of under-
developed countiies of both these aspects of the com-
modity problem is discussed. Chapter 2 examines the
nature of national commodily policies in both the
industrially advanced private enterprise economies and
the primary producing eountries. In chapter 3, existing
international commodily arrangements are reviewed
and various schemes of a more comprehensive char-
acter, which have been proposed rom time Lo time,
are examined. Chapter 4 describes the trends in produc-
tion and trade of primary commadities in the centrally
planned economies. Following a discussion of the shoit-
ages experienced in supplies of primary commodities,
the role of the price mechanism is analysed. The
chapter concludes with a review of the foreign trade
policies of these countries.

Part II of the Survey contains an examinatien of
recent evenls in the world economy. Chapter 5 pro-
vides an analysis of the recent situation in the indus-
trially advanced private enterprise economies, special
attention being paid to the nature of the recovery {rom
recent recessionary trends. Chapter 6 reviews recent
evenls in the primary producing private enterprise
economies in the light of the recessionary trends and
the early phases of recovery in the industrially
advanced economies. An assessment of the economic
outlook at the beginning of 1959 is given for both
these groups of countries; this is based largely on
replies by Governments to a questionnaire on eco-
nomic trends, problems and policies circulated by the
Secretary-General in November 1958. Chapter 7 pro-
vides an account of recent changes in the centrally
planned economies together with a review of recently
announced long-term plans for economic development.

The Introduction to the Survey considers the implica-
tions of the widespread fears of inflation for the eco-
nomic growth of the industrially advanced countries
and examines the significance of the trends in these
countries for eommodity trade and international
halance.

The basic data used in the Survey are, in general,
as published in governmental or inter-governmental
sources, or as officially reported to the United Nations
and its specialized agencies. The significance of the
figures may vary from country to country, depending
on the statistical eoncepts and methods followed and
on the structure and development of the national
economy. For this reason, the compilation of interna-
tional statistical tables requires that attention be given
to any important elements of non-comparability er
qualifications attaching te the data; these are usually
shown in the tables of this report oy in the publications
of the United Nations and ol the specialized agencies
that contain the basic data frem which many of the
tables have been prepared. Some of the data have been
specially tabulated by the Statistical Office of the
United Nations.

The World Feonomic Survey is prepared in the
Department of Economic and Social Affairs by the
Economic Survey Branch of the Bureau of Economic
Affairs.



EXPLANATORY NOTES

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

Three dots (.. ) indicate that data are nol available or are not separately
reported

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

A blank in a 1able indicates that the item is not applicable

A minus sign (—) indicates a deficit or decrease, except as indicated
A full stop () is used to indicate decimals

A comma ()} is used to distinguish thousands and millions

A slash (/) indicates a crop year or financial year, e.g., 1955/56

Use of a hyphen (=) between dates representing years, e.g., 1953-1955, signifies
the full peried involved, including the beginning and end years.

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

The term “billion” signifies a thousand million.

Details and percentages in tables do not necessarily add 1o totals, because of
rounding.

Cerlain abbieviations have heen used: EPU for European Payments Union; FAO
for Food and Agricullure Oiganization of the United Nations; GATT for General
Agreement on Tarifls and Trade; GNP for gross national product; IAPI for Instituto
Argentino de Promocién del Intercambio; IBRD for International Bank for Recon-
struction and Development; IMC for International Materials Conference; IMI for
International Monetary Fund; OEEC for Organisation for European Feonomic Co-
operation; SAMB for State Agricultural Marketing Board (Burma); SITC for Standard
International Trade Classification. “Malaya” stands for Federation of Malaya;
“Rhodesia” stands for Federation of Rhodesia and Nyasaland; “*South Africa™ stands
for Union of South Africa, Wherever the terms “Syria” and "Lgypt” are used,
reference is to the northern and southern regions of the United Arab Republic.

The designation of countries and territories and the arrangement of material in
this publication should not be considered as implying any endorsement or other
judgement by the Secretariat of the Uniled Nations regarding the legal status of any
country or lerritery, or of its authorities, or in respect of the delimitation of its
boundaries.
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Introduction

INDUSTRIAL ACTIVITY AND ITS SIGNIFICANCE FOR
COMMODITY TRADE AND INTERNATIONAL BALANCE

The world economy is still in the process of recover-
ing from its third—and, in some respects, its most dis-
appointing—setback of the post-war period The first
shock—generated by the mild recession in the United
States of 1948/49-—was more violent in ils inter-
national impact, precipitating the currency crisis of
1949 in the then highly vulnerable sterling area. Its
significance for the longer run seemed open to ques-
tion, however; had there been no other recession it
might have been written off as an interlude between
the end of post-war reconstruction and the beginning
of more normal peace-time growth. The second slump
—beginning with the slackening of expansion in
western Europe in 1952 and culminating in the United
States recession of 1953/54—was a relatively mild one,
not only internally but also in its external repercus-
sions. Primary product prices were moderately well
maintained, and the world at large managed to sustain
its rate of economic growth and even to liberalize its
imports in the face of the downturn in United States
economic activily, Perhaps even more than the fust,
the second recession could be attributed to special
phenomena—a reduction in planned and actual mili-
tary expenditure and in related investment and a
liquidation of inventories, associated with the termina-
tion of Korean hostilities,

No such comfort may be drawn fiom the circum-
stances surrounding the latest jolt 1o the woild econ-
omy. No special factors of major significance can help
to explain the downturn in Uniled Stales economic
aclivity in 1957/58 or the virtual standstill in lotal
western European produclion in the course of 1958
The preceding expansion phase had been dominated by
an upsurge in normal civilian demand, and its termina-
tion can only be explained by a subsequent failure in
the growth of such demand to keep pace with the
mounting capacity to produce. Views may differ on the
extent 1o which the gap between effective demand and
productive capacity was fashioned by ordinary market
forces or was shaped by restrictive, anti-inflalionary
government policy; in either case, however, the set-
back raises problems of major importance for long-term
economic growth. Regardless of the extent to which the
recession may have been inherent in the huildup of
excess capacity or might have been accelerated by
government restriction, it is evident that the world
has not yet learned how Lo avoid the costs of recurrent
induslrial slumps.

It is naturally gratifying that all three post-war reces-
sions have been of short duration, and that none—not
even the latest and deepest—has assumed the propor-
tions of a major pre-war depression. In the two earlier
instances the downturn lasted about a year, and in the
latest, output began to revive even more guickly—in
the second quarter of 1958-—only nine months after
the initial decline. Early in 1959 industrial production
in the United States regained the recession loss and
indeed rose to a new all-time peak. It is necessary to
observe, however, that owing lo continuing increases
in productivity, unemployment in April 1959 was still
significantly above pre-recession levels, despite a less
than normal rate of growth in the labour force.

More disturbing is the world-wide character of the
latest 1ecession. Whereas in the two earlier periods the
downturn in activily was limited to the United Siates,
with the rest of the world continuing to expand and
thereby lending support to the United States recovery,
in the latest phase, the sconomic decline in the United
States was accompanied by a slackening of production
in other industrial countries. Indeed, on this occasion
therte was even a striking improvement in western
Furope’s balance of trade with the United States, as
western Europe’s imports {ell sharply, while those of
the United Stales were maintained. But while this
manifestation of the external strength of western
European economies is encouraging, the weakening of
theis internal forces of sconomic growth cannot but
be a matter of setious international concern. Though
by early 1959 western Europe was beginning to show
signs of recovery in the rate of economic activily, it
was as yel uncertuin whether or how soon the dynamic
pace of the earlier years would be resumed.

A far more serious aspect of the industrial recession
was ils impact on markets {or primary produets, par-
ticularly in view of an associated expansion in produc-
tive capacily in many parts of the woild. The conse-
quent decline in primary product prices, together with
the continued inching up of industrial prices, repre-
sents a loss of over $2 billion in hoth the real income
and the capacity to import of primary preducing coun-
tries in 1957/58. The extent of recovery in this area
will be conditioned almost entirely by the strength of
the upswing in economic activity of the industrial
countries.

Hewever much encouragement may be derived from
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the rate of recovery so far attained, it would hardly be
prudent to underestimate the cost of even such rela-
tively mild setbacks as have alteady heen experienced
in the post-war period. While the repercussions upon
the under-developed countries may be more serious
and more lasting, the internal impact on the industrial
countries themselves cannot be altogether dismissed.
The three recessions of the United States, mild as they
were, have involved an aggregate loss of $35 to $40
billion in gross national product valued at end-1958
prices, as compared with pre-recession levels, and of a
considerably larger sum if allowance is made for the
normal rates of increase in the labour force and in
average output per man. Moreover, the reduction of
investrnent during a recession is not only a loss of
current income but, through its effect on productive
capacity, also constitutes a check on potential future
growth.

Nor would it be wise to assume, on the basis of the
post-war experience, that in the future all recessions
are bound to be short and mild. It is true that an array
of automatie stabilizers, including progressive tax
gystems, social security, and farm support programmes,
has considerably strengthened the industrial econo-
mies since the depression of the nineteen thirties. It is
important to bear in mind, however, that stabilizers
can only slow down a rate of decline; they cannot in
themselves initiate an upturn. Unless, therefore, other
forces are actively at work to reverse a downtuin,
economic activity could continue to decline over a
relatively long period and by very sizable amounts.
While depressions of the order of magnitude of the
nineteen thirties have become unthinkable both on
social and on political grounds, recessions of greater
duration and depth than those heretofore experienced
in the post-war years cannot be prevented by exclusive
reliance on any automatic stabilizers. As long as the
underlying market forces continue to push private
investment and consumption upwards, recessions may
be mild and of short duration. But in the absence of
adequate effective demand making for a sustained and
cumulative upturn, vigerous government intervention
may be necessary, not only in the feld of monetary
and credit policies, but also in the fiscal area.

Recent experience suggesis, however, that eeono-
mists may have underestimated the difficulties that
might inhibit forcelul government action. These inhi-
bitions stem laigely from the fear of inflation that has
become so widespread and deep-seated in industrial
countries. None of the three recessions has dissipated
or even significantly lessened these fears, since it has
gradually become apparent that inflationary and de-
flationary forces are noet necessarily mutually exclusive
and that prices may continue to rise even during
periods of unemployment and under-utilization of pro-
ductive capacity. The factors making for the coexist-
ence of inflationary and deflationary influences, to-
gether with the consequences for government policy,

during the expansion phase were examined at length
in the World Economic Survey, 1957.* The basic prob-
lem analysed in that report did not disappear during the
1ecession, however; indeed, long before output had
made good the recession loss, Governments became
increasingly concerned with the potential inflationary
dangers that might inhere in the process of recovery.

Although credit restraints were eased in the course of
the United States recession, the downward course of

bank rates was reversed at the very eaily stages of the
economic upturn.

In the fiscal area the inhibitions against a sustained
expansionary policy have perhaps been even more
powerful. Though a sizable budget deficit developed in
the United States in 1958/59, most of it was due to the
action of automatic stabilizers, to temporary emer-
gency aid, or to measures described as taken without
regard to the recession. And even though unemploy-
ment at the twin of the year remained at near-peak
levels, the budget submitted for 1959/60 was intended
to restore a full balance between government expendi.
ture and revenue.

In part, the inhibitions against an active anti-reces-
sion fiscal policy stem from concern over possible
difficulties in reversing spending and taxation measures
once the recovery has been completed. In part, the
built-in stabilizers, by their very effectiveness in auto-
matically generating a substantial budget deficit during
the recession, undoubtedly contribute to the relustance
of Governments to undertake additional measures
which will only inciease the deficit, Basically, however,
the objections to budget deficits originate in widespread
public concern over their role in inflation.

Fear of a long-term threat of inflation has not only
influenced anti-recession policy but may also be com-
ing to have an important bearing on long-term economic
growth. An interesting contrast seems to be developing
in current thinking on the relative dangers of inflation
and deflation: the tendency is to fear the worst with
respect to inflation but to hope for the best as regards
deflation. The mounting concern over creeping infla-
tion lest it quicken to a trot and the trot to a gallop
seems to be accompanied by a growing inclination to
discount an economic slowdown as a phase of rest,
and a recession as a mild economic ailment for building
up immunity against a major depression. The result
has been a deepening bias in the targets set for eco-
nomic stability; the target for price stability has in-
creasingly come to be interpreted as allowing for ne
upward trend in prices of any magnitude, while the
target for full employment is helng gradually re.
interpreted to allow net enly for seasonal and frictional
factors, but also to include sufficiently high or sufh-
ciently recurrent levels of unemployment se as to
ensure the absolute stability of price level.

L {Tnited Nations, Forld Econemic Survey, 1957 (sales number:
S8 CLH.



INTRODUCTION

5

Policies in restraint of demand for the prevention of
inflation have accordingly been given greater and
greater emphasis in recent years. Such policies have
been justified on various grounds. Some have equated
inflation with excess demand, maintaining that prices
could not rise unless demand were excessive. On this
reasoning it would follow that excess demand could
always be eliminated and inflation always avoided with-
out necessarily exerting any adverse effect on output
and employment. This hypothesis, as was explained at
length in the World Economic Survey, 1957, not only
seems an over-simplification of economic analysis but
is also inconsistent with recent events. There is now
virtually unanimous agreement that a substantial
building up of excess capacity throughout the economy
in 1955-1957 was a major factor in bringing on the
recession in 1957/58. Since 1955-1957 was a period of
intense anxiety aboul inflation and of progressive
tightening of anti-inflationary policy, this can only
mean that the inflationary pressures were being
generated in a context of a growing general excess of
capacity rather than excess of demand. And, as is well
known, prices continued to rise well on into the reces-
sion after unemployment had already reached a peak
post-war level. It has been noted by some that a con-
tinuation of the rise in prices in the early phase of a
recession is no new phenomenon but rather typical of
past recessions. But this can only mean that price
inflation in the midst of income deflation is no new
phenomenon; it cannot mean that price inflation
originates only in excess demand.

Most economists are now agreed that inflationary
pressures may stem not only from a general excess of
demand bul also from bottlenecks in key sectors of the
economy and {1om pressures on the cost side. Policies
in restraint of demand are supperted instead on the
grounds that even when the pressures do not stem
from a general excess of demand they can nevertheless
be eliminated by a reduction of demand, and that even
if such curbs lead to lower employment and output,
the price will not be too high to pay for the prevention
of inflation. This conclusion is predicated on the
assumption that only a modest check to employment
and output will suffice to eliminale creeping inflation
and preserve long-lerm price stability, and that it is
mere important to avoid creeping inflation than to
strain after a higher rate of growth,

No one will quarrel about the dangers of an infla-
tionary trend, whatever ils origin—whether it stem
from the pressure of a general exeess of demand or
from bottlenecks in key areas of production or from
cost pressures. The concein over even the creeping
variety of inflation is also understandable. Apart from
the ever-present threat that the pace of inflation may
not remain permanently slow, it is self-evident that
even a modest 1ate of inflation cumulated over a long
peried of time will involve a substantial 1ise in price

levels; even a 2 per cent increase in prices cumulated
over a lifetime of earnings and savings—say, thirty-five
years—means 4 loss in the purchasing power of money
of about one-half, Of course, the loss in the renl value
of savings over the lifetime of any individual will be
much less than indicated by the rate of increase in
prices, since money savings will themselves be enlarged
as rising prices are translated inlo higher money earn-
ings. Indeed, for the economy as a whole there can be a
loss in the real value of saving only to the extent that
rising prices should lead to a long-term decline in the
proportion of real income devoted to investment;
otherwise any loss in the real value of savings of one
group must be offset by a corresponding gain for other
groups in the economy. But though inflation——particu-
larly if it can be kept within limits—need not neces-
sarily involve any loss of real savings to the economy
as a whole, it may, of course, sericusly harm certain
groups of society. Since not all types of money income
can be adjusted equally readily to changes in price, it
is clear that even modest rates of inflation may distort
the distribution of real income, working hardships on
salaried workers and on other people dependent upon
incomes or assets that are relatively stable in money
terms. Lconomic policies could undoubtedly be devised
to lighten the burden of inflation on these groups by
linking their money incomes and savings Lo an index
of the cost of living, but in that case there is a greater
risk that the rate of inflation might be accelerated.

Creeping inflation also has its dangers for the econ-
omy, apart from its impact on the distribution of
income. Inlernally, if the inflation appears to be con-
tinuing indefinitely, it may affect the public’s willing-
ness to save or at least to hold cash and fixed income-
bearing assets. Presumably, such a change in the
public’s liquidity preferences might be offset by an
increase in imterest rates, but this might adversely
affect the rate of investment. There are many who
helieve that the higher interest rate would merely can-
cel out the stimulating effect of a rising price trend so
that investment demand would be no less than under a
lower interest rate with a stable price trend. To the
extent to which prices ure pushed upwards [rom the
cost side, however, creeping inflation may not be
accompanied by a shift in the distribution ol income
towards profits; and, consequently, an increase in inter-
est rales mighl, on balance, be a deterrent to invest-
ment. Externally, there is perhaps an even more imme-
diate danger that creeping inflation may render exports
less competitive and imports more attractive——thereby
crealing or aggravating balance of payments problems
unless the rest ol the world is alse inflating at com-
parable 1ates.

Without in any way minimizing the importance of
these considerations in favour eof price stability, it
seems necessary to note, however, thal anaiogous coft-
siderations also apply to the alternutive of restraining
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the rale of economic growth as a means for preventing
inflation. Crawling deflation also has its dangers, no
less than does ecreeping inflation. Even if i1 should
prove easier to control unemployment than te control
inflation, it needs to be borne in mind that the cumu-
lative sum over a period of time of any item growing
at a given rate is the same, whether that item is the

loss of purchasing power of money or the loss of

national output. If the rate of growth of production is
slowed down by 2 per cent per annum to prevent a
corresponding price rise per annum, the price paid by
the econamy for aveiding a 50 per cent loss in the
purchasing power of money in thirty-five years’ time
is an identical percentage loss in the total volume of
goods and services available {or consumption and
imvesiment.

Nor is it even certain thal a modest check to output
and employmenl weould, in fact, suffice to eliminate
creeping inflation. While galioping inflation is clearly
inconsistent with major industiial depressions, the
thesis that creeping inflation can be eliminated by
crawling deflation seems to be based on a stalic con-
ception of cconomic aclivity, However valid such a
thesis might be in an economy in which the labour
force, employment, productivity and the stock of plant

and equipment are all siationary over long periods of

time, it appears ol more doubt{ul validity in relation to
a dynamic econonmy in which these phenomena are all
characterized by continuous growth, It may be true
that beyond a certain degree of utilization of the man-
power and productive capacity available at any given
time, costs will tend to 1ise, both because of the need
1o employ less efficient and therefore mere costly man-
power and productive capacity, and beeause of the
strengthened bargaining power of labour and the weak-
ened resistance of employers to higher wages. Bul this

static point of view overlooks the powerful influence of

economic growth, It focuses upon the law of diminish-
ing returns from more intensive utilization of existing
resources, overlooking the inercasing returns which
the industrial countries have achieved through the
cumulative advances in technelogy and productivity
historically associated with their economic develop-
ment, It dwells upon the conflicting pressures for
higher relative shares of the national income accom-
panying high levels of employment, while failing to

note the resulting rise in growth trend of the total
national income available for distzibution. If account
is taken of the impact of this trend on the stock of pro-
ductive equipment, on the rate of advance in tech-
nolegy and in productivity and on the increase in
volume of goods and services available both f{or con-
sumptien and for investment; it may well be that a
high, rather than a low, rate of economic growth would
in the long run provide for greater price stability.

It is well to bear in mind that contrary to a wide-
spread illusion about the magnitude of the 1955.1957
boom—ied in part by the self-same fear of inflation—
the true dimensions of the expansion were modest
indeed. In the United Slates, even in the peak guarter
of 1957, the volume of industrial production did not
exceed the pre-recession peak level of 1953 by more
than 6 per cent, and at the low point of the 1957/58
recession the volume was only 3 to 4 per cent above
that of the corresponding period of 1951—(ully seven
years earlier. Qwing lo increases in productivity, the
level of manufacturing employment has never been

restored to that of 1953, and indeed the number of

wage earners employed in manufacturing during 1958
was below that of any war or post-war year with the
exceplion of the recession year 1949. Although the
1ate of growth has been higher on the average in other
industrial countries, most notably in France, Haly, the
Federal Republic of Germany and Japan, it has been
quite modest in a number of them, especially in the
United Kingdom. In the face of intense concern with
the fear of inflation, industrial produetien in that coun-
try remained almost stationary after 1955, despite con-
tinued investment and expansion of productive capac-
ity. Such limited rates of growth in eutput and income

can provide little incentive for f{urther expansion of

basic industry and are of little help in relieving the
constant pressures of all income-earning groups to lift
their levels of living, In so far, therefore, as rising
ptices stem not from a global excess of demand for
goods and services over tolal available capacity bt
from mutually incompatible demands of labour and
business for higher earnings or from temporary bottle-
necks in specific basic indusities that are subject to
fluctuating demand, policies which check the long.term
rate of growth may tend to aggravate rather than to
alleviate long-term inflationary pressures.

Impact on under-developed countries

One of the most disturbing aspects of the recent
industrial downturn is that it has once again high-
lighted the vulnerability of under-developed countries
to even moderate shifis in world economic activity.
If, as has been frequently noted, the developed coun-
tries can be congratulated upon ne lenger catching
pneumonia when the United States sneezes, the under-
developed countries are still far from having acquired

any natural immunily o even {rom having discovered
an eflective vaccine against the virus of industrial

recessions. Though the total volume of net imports of

primary commodities into the industiial areas was
barely aflected, the sensitivity of commodity markets
to the changing economic climate in the major buying
countries was sufficient 1o reduce prices and export
earnings of the under-developed countiies by 7 to 8
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per cent from mid-1957 to mid-1958. This drop, rein-
forced by a continuing, albeit slight, rise in the import
prices of manufactured goods in the face of the indus-
trial recession, represenis a loss in import capacily
equivalent to about six years’ lending to the under-
developed countries by the Inlernational Bank for
Reconstruction and Development at 1956-1957 rates.

The direct impact of the recession was perhaps more
limited than might have been assumed. The decline in
the total volume of commodily imports of the indus-
trial countries was almost imperceptible, with a redue-
tion in United States imports of industrial raw mate-
rials and semi-finished goods being largely offset by an
increase in its imports of foodstuffs. In part this result
stems {rom the fact thal personal incomes and con-
sumption were relatively well maintained during the
recession. An equally important element in the stability
of the volume of exports of primary producing coun-
tries was the fact that confidence in western Europe
did not weaken to the point at which major inventory
liquidation would have oceurred. Moreover, western
Europe, as already noted, sharply reduced its imports
from the United States, and it succeeded in increasing
rather than decreasing its gold reserves. In the absence
of pressure on their balances of payments, these coun-
tries were able to maintain the volume of their imports
approximately in line with the rate ol their own manu-
facturing activity. Nevertheless the continuing growth
of productive capacity—the fruit of maturing invest-
ment brought about by earlier high prices and by spe-
cial government measures—combined with the weak-
ening of industrial demand, produced widespread de-
terioration in commodily markets. Prices would un-
doubtedly have sagged even earlier under the weight
of expanded capacity, had it not been for United Stales
accumulalion of large stocks in support of farm prices
and for slralegic purposes; but this prop, too, was
greatly weakened after 1956 by a cutback in the stock-
piling programme and by a vigorous drive for disposal
of surplus farm stocks. Despite the recovery of econom-
ic activity in the United States and to a lesser extent
in western Europe, prices of primary commodities have
shown enly a slight improvement since the middle of
1958, Evidently the accumulation of large stocks com-
bined with the continuing growth of productive capac-
ity has prevented any significant recovery in prices,
despile the cessation of inventory liquidation in indus.
try and recovery in manufacturing output.

The magnitude of the price movements bearing on
individual countries was f{ar greater than might be
assumed from the drop in average prices. As always—
including even periods when the averages are stable—
export prices of individual countries moved over a wide
range-—from a rise of over 40 per cent in the cocoa-
exporting group to a decline of over 20 per cent in the
group exporting sugar. Since an under-developed ecoun-
iry typiecally exports only a handful, rather than a laige
variely, of commedities, reductions in average prices

ohscure the degree of deterioration in exporl earnings
of individual countries. The difficulties of a country
whose export emnings have fallen by 20 per cent are
not reduced by one-hall because export earnings of
another country have not fallen at all.

It is not alone the vulnerability of primary markels
to industrial fluctuations that has been spotlighted by
the recent recession. Of even greater significance we
the longer-lerm implications. It is now clear that the
expansion of world capacity has become sufficient to
eliminate any shortages, and indeed to create problems
of surpluses, in most major commodities entering into
world trade. For the foresceable future, export pros-
pects of the under-developed countries have thus come
to depend largely upon the long-term growth of demand
in the industrial countries. It is this element which
makes the long-term rate ol growth of the developed
countries so vital {or the world economy as a whole.
The capacity for growth of most under-developed coun-
tries is limited at least as much by external as by inter-
nal {orces. In the absence of domeslic industry, these
countries must rely upon imports of capital goods for
their investment; without adequate foreign demand for
exports lo finance essential imports, domestic saving
may produce unwanted accumulation of inventeries
in under-developed countries or lower oulput, rather
than capital formation and growth. Thus the major
industrial countries, in shaping their own long-term
rates of growth—and thereby the growth in their im-
port demand for primary commodities—in fact deter-
mine the potential rate of expansion of the world
economy as a whole.

The gravity of this problem is underlined by the lack
of symmetry in the relation of import requirements to
rates of growth in economic activity between developed
and under-developed countries. On the one hand, in
industrial ecountries the rate of expansion in total
demand for imports of primary products has tended to
lag behind the rate of general economic growth. To
some extent this reflects the rise in the proportion of
world industrial production accounted for by the
United States, whose dependence on primary imporis
is reiatively small; this tendency, greatly accelerated
during the Second World War, has been partially
reversed, however, In post-war years. A {ar more impor-
tant element in the lag is a growing tendency for the
pattern of production in developed countries to shift
towards industries with low input of primary products
per unit of eutpul—evidenced by rising proportions of
consumer ocutlays on personal services, and on durable
goods requiring a greater degree of processing than the
simpler non-durable goods. Of no less importance has
been a constan! drive lowards economy in the use of
raw malerials. Vast and ever-increasing sums are being
spent on industrial research for reducing the amount of
waste, for 1eprocessing of scrap, for decreasing the raw
materials content of the final product, and above all,
for the manufacture of synthetic substitutes for pri-
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mary products. Though, in principle, economies in
using up natural resources must be no less beneficial
to mankind than savings in manpower or capital, in
practice it appeas that this saving in raw materials
has greatly contributed to limiting the potential rate
of growth of under-developed countries in relation to
industrial expansion,

Apart from the market forces making for lagging
consumption, the policies of industrial countuies have
alse contributed significantly to retard the rate of
growth of import demand for primary products. In
western Europe policies designed to achieve a greater
meastie of self-sufficiency in f{oodstuffs, and in the
United States price support policies te protect the
farmer’s share in the national income have led to an
increase in production of primary commodities in ex-
cess of the rise in their rates of consumption. The
result has been a sharp check in the growth of import
demand of primary products in western Eurepe and a
rise in export supply in the United States, so that the
net demand for imports from primary producing coun-
tries has not kept pace even with the lagging consump-
tion. It is true that much of this additional burden
has been borne by the high-income countries exporting
such commodities as grain and livestock products, and
that part of the increased export supply of the United
States has in fact been made available to under-
developed countries on favourable terms or as ountright
prants. Nevertheless, the cost of the increased produe-
tion in some commodities, notably sugar, tohacco and
oil-seeds, bas been borne largely by under-developed
countries in the form of reduced market exports. In
addition, export earnings of many under-developed
countries have been curtailed because commodities

such as tobaceo, coffee and tea have traditionally been
singled out as suitable objects for revenue tariffs or
domestic excises. Indeed, during the war and early
post-war years taxation of these items was frequenily
stepped up in industrial countries in order to help curb
inflation and protect the balance of payments,

In contrast to the lag in import demand of industrial
countries, the import demand of most under-developed
countries has tended to rise in excess of the growth in
their domestic production. Where economic develop-
ment has proceeded very slowly or where it has heen
possible to curtail or displace imports of consumer
goods sufficiently, total imports may have been kept
in line with domestic economic growth.? In most

" inslances, however, economic development has neces-

sitated so large an expansion of imports of capital
goods as to raise lotal imports in relation to the
national product. Generally the expansion of imports
was too large to be financed by the increase in exports;
instead the balances of payments of primary producing
countries have changed from the surpluses of pre-war
years to deficits. If these deficits have been kept within
more or less manageable bounds to date, it needs to be
borne in mind that in part this was due to non-recurrent
factors such as the war-time and early post-war repatri-
ation of foreign capital and the effect of rising export
prices on the real cost of servicing the remaining
foreign debt. Iven so—and despite a measure of
recavery in private foreign capital and significant sums
of public grants and loans—it has proved necessary to
run down foreign exchange reserves and to impose
severe restraints on imports.

2 See United Nations, World Economic Survey, 1956 (soles
number: 1957.11.C 1), chapter 3. '

Significance for economic development and international balance

Were the import requirements of both the developed
and the under-developed countries to rise in the same
proportion as their national incomes, their trade with
one another would at least provide the external re.
sources necessary to enable the under-developed coun-
tries to keep in step with the rate of growth of the
developed countries. Given, however, the disparity in
relation of import requirements to national income, it
is evident that international trade may not provide the
under-developed countries with the external resources
they 1equire, if only to prevent a relative widening of
the gap between their incomes and those of the devel-
oped countries. Instead, in order to maintain inter-
national economic balance, the relative rates of growth
in the two groups of countries would have to be in
inverse propoztion to the relative degrees of responsive.
ness of the demand for imports to changes in income,
Should the income elasticity of import demand—the
term used to designate the responsiveness of import
demand to changes in income—be twice as high in

under-developed as in developed countries, then the
under-developed countries would have to grow at half
the rate of the developed countries in erder to keep
their trade in balance. Should the under-developed
countries, on the other hand, seek to expand at the
same rate as the developed countries, they would then
be faced with a permanent and growing deficit in their
balance of payments; their imports would expand
faster than their exports in direct proportion to the
relative import elasticities of demand of under-devel-
oped and developed countries. With an import elasticity
twice as high as that of the developed countries for
their exports, the under-developed countries would find
their imports increasing at twice the zate of their
exports. The resulting trade gap would be permanent
and it would grow not only in absolute, but even in
percentage terms.

The notion of a permanent and growing gap in the
balance of payments is one which traditional economics
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has found difficult to accept. It is commonly assumed
that international disequilibrium stems from internal
imhalance, namely, that a couniry has a balance of
payments deficit either because it permits internal
inflation or because the rest of the world is undergoing
deflation. In the first case it is assumed that the deficit
stems from inadequale savings in relation to investment
in the deficit country, and in the second, that the
deficit stems from inadequate investment in relation to
saving in the rest of the world. While either of these
conditions may certainly lead to international dis-
equilibrium, it {ollows from what has been said above
that inflation or deflation are not the only condilions
which may produce external imbalance. Instead, a per-
manent and ever-growing gap may be generated in the
balance of payments without any internal inflation in
the deficit country or deflation in the 1est of the world.
Any permanent disparity in the income elasticities of
import demand of trading partners may generate a per-
manent gap in the balance of payments, even with all
countries maintaining stable prices and all expanding
at the same rate.

The existence of a gap in the balance of payments
does, of course, mean that investment exceeds the 1ate
of saving in the deficit country and falls short of saving
in the surplus country. But in the circumstances under
consideration it is not the discrepancy between savings
and investment which gencrates the deficit in the bal-
ance of payments. Instead it might be said, with greater
accuracy, that it is the conditions which generate the
deficit in the balance of payments that lead to the dis-
crepancy between savings and investment. Given the
disparity between income elasticities of import demand,
uniform rates of growth are consistent only with an
imbalance between expoits and imporls and therefore
with an imbalance between saving and investment.
Should the deficit country under these circumstances
seek to close its trade gap by increasing the rate of sav-
ing or decreasing ils investment, this could result only
in a state of inadequate cfective demand, leading to a
reduction in its rate of growth or perhaps even in the
absolute level of its economic activity. Conversely,
should the surplus country seek o eliminate the trade
surplus by increasing its investment o1 reducing its
saving, this would lead only to excess effective demand
and to price inflation.

But—it might be asked—if the deficit in the balance
of payments reflects neither inflation at home nor
deflation abroad, must it not be duc to the maintenance
of an improper exchange rate? Cannot such a defieit
be eliminated by a change in exchange rates? The
answer, unfortunately, secems to be in the negative.
If the problem were a static one—if incomes remained
unchanged—it would presumably be possible to find an
exchange rate that would equale experts and imports
and eliminate the gap in the trade balance permanently.
The dificulty is that the problem under consideration
is a dynamic one. Even if the exchange rate were

altered to eliminate the trade deficit in any one period
of time, a new deficit would re-emerge in the following
period as incomes rose once again, and the country’s
imports again rose faster than its exports. The only
possibility for achieving a lasting balance between im-
ports and exports under uniform rates of growth in
ecconomic aclivity lies in permanently eliminating the
disparities in income elasticities of import demand.
Even though it may always prove possible to establish
a rate of exchange to equate imporls and exports at
given levels of income, there is no reason to expect to
be able to establish a rate of exchange which can equate
the income elasticities of import demand and can
thereby eliminate any imbalance between imports and
exports over all perieds and for all rates of growth of
incomes. [t follows that a lasting balance of payments
problem may reflect neither internal imbalance nor
improper exchange rates, but only a disparity between
income elasticities of import demand that is inconsis-
tent with the relalive rates of growth of economic
activity of the trading partners.

It has frequently been cited as one of the merits of
the traditional gold standard that it required countries
to keep in step with one another in their rates of eco-
nomic expansion in order to preserve external balance.
In making this statement, however, it is necessary to
guard against the illusion Lhat keeping in step means
that all countries can expand al the same percentage
1ate without encountering balance of payments difficul-
ties, This will be true only if import demand is equally
responsive to percentage changes in income in all
countries. Otherwise, international equilibrium re-
quires that countries whose elasticities of import
demand exceed the income elasticity of the world’s
demand for their exports should expand their income
and production al a rate appropriately below that of the
average for the world as a whole.

If the problem of lagging demand for primary prod-
ucts cannot be permanently solved by adjustment of
exchange rates~—it may be asked further—might it not
be overcome by changes in the terms of trade? Much
effort has gone into study of the question of past and
prospective trends in the terms of trade between pri-
mary commodities and manufactured goods. Available
data on exports and imports of the industrial countries
suggest that up to the Second World War, at least, the
Jong-run trend was adverse lo the under-developed
countries. The significance of these findings has become
the subject of a highly controversial literature, how-
ever, owing to serious limitations inherent in the
statistical data. Moreover, the recovery in the terms of
trade of primary products during the war and early
post-war years has led some observers to maintain that
even il the past trends were against under-developed
countries, the prospective long-term trends might
nevertheless be in their favour. The data assembled in
chapter 1 do show a considerable improvement in the
terms of trade of primary products in relation to manu-
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{actures {rom the lale nineteen twenties to post-war
years, The improvement is much less for under-
developed in relation to developed countries, however,
than for primary products in relation to manufactures,
since the under-developed countries are also importers
of many primary products; indeed, according to some
estimates based on export and import prices of the
developed countries, the lerms of trade in the late
nineteen fifties appear to be about the same as in the
late nineteen twenties. Moreover, all of the recovery
or improvement in the aggregate terms of trade had
already taken place by 1948; further gains from the
depreciation of sterling and other currencies in 1949
and from the Korean raw materials boom in 1950/51
were completely dissipated by 1958 alter several years
of cumulative worsening of the terms of trade.

Quantitative projections of the terms of trade into
the future are beyond the scope of this Survey, not
merely because of the shakiness of the historical data
on which the cstimates would need to be based, but
even more because to project the terms of trade is
virtually to project the future of the entire world
economy. Something may, however, be said of the
possible contribution of the terms of trade to inter-
national economic balance, without entering into spe-
cific quantitative projections. Since exports to under-
developed countries are generally smail in relation to
production, export prices of developed countries may
be assumed to be determined by domestic forces, in-
dependently of the state of demand in the under-
developed countries. On the other hand, since primary
products are produced laigely for export, their export
prices do depend upon the rate of growth of f{oreign
import demand in relation to domestic export supply,
Under these circumstances, changes in the terms of
trade will be largely determined by the relative rates
of growth in export supply and import demand for
primary products at constant prices. I{ the two 1ates
are equal, the terms of trade will remain unchanged.
If, however, export supply rises faster than import
demand, the terms of trade will become adverse to
primary preducts, and conversely, if export supply lags
behind import demand at constant prices, the terms of
trade will change in favour of primary produets,

What happens to export earnings valued in purchas-
ing power over imports will in turn depend upon the
elasticity of the foreign demand for the primary prod-
ucts with respect to their prices. If the demand is
elastic, export earnings from primary products will
change in the same direction as the export supplies
and in the opposile direction from the terms of trade.
Conversely, il foreign import demand is inelastic,
export earnings will move in the same direction as the
terms of trade but in the opposite direction {rom ex-
port supplies.

As already explained, the import demand of devel-
oped countries for primary products lends to lag

behind the rate of growth in their national income and
product, If export supplies of under-developed coun-
tries at constant prices should match the rise in import
demand, the terms of trade would remain unchanged,
and export earnings from primary production would
then lag behind income of developed countries as much
as does the import demand. Should export supplies in
under-developed countries match instead the rise in
national income of the developed countries, the terms
of trade would then move adversely to primary produc-
tion, and export earnings of primary producers would
still lag behind the rate of growth of income in the
developed countries. The only possibility for export
earnings from primary products to keep pace with the
rate of growth in developed countries when export
supply grows faster than import demand at constant
prices is for the import demand to be sufficiently
elastic and for export supply to be sufficiently flexible
to permit trade in primary products to expand even
faster than the rate of general economic growth in
developed countries. Except in special cases, the pros-
pects for such expansion do not seem promising,

The opportunities for benefiting from a lag in supply
and improvement in the terms of trade could conceiv-
ably be more favourable. If export supplies lag behind

import demand so that terms of trade rise, and if

import demand s sufficiently inelastic, export earnings
of primary producers might rise as rapidly as income
and production in the developed countries. Unfor-
tunately, commodities with a very low elasticity of
demand with respect to price, such as staple foods, are
also those for which import demand is likely to lag
not only very considerably hehind the rate of sconomic
growth in developed countries but even behind the
1ate of growth of export supply in under-developed
countries, so that the prospects for an improvement in
their lerms of Lrade are not very favourable,

Just how unfavourable are the prospects for export
earnings from primary products to keep pace with the
rate of economic growth in the developed countries—
whether for commodities with inelaslic or with elastic
demand-—emerges very clearly from chapter 1. Whether
1ecent years are compared with the late nineteen forties
or with the late nineteen twenties, it appears that
relatively few commadities, among which were petro-
Ieun and some o1es and non-ferrous metals, produced
export earnings whose purchasing power over imports
matched the rate of economic growth in the developed
countries. Bearing in mind that, in contrast to the lag-
ging import demand of developed countries {or primary
products, the import demand of under-developed coun-
tries for manufactures tends to outstrip the ate of
ecenomic development, theie seems to be little basis
for optimism that trade between developed and under-
developed countries is likely in itself to provide ade-
quate external resources to enable the under-developed
countries to match the rate of growth of the developed
countries.
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Even these considerations understate the magnilude
of the problem of international balance. For the dis-
cussion thus far has related only to absolute rates of
income growth and has taken no account of striking
disparities in rates of increase of population of the
developed and under-developed regions of the world
Accordingly, even if external resources were, in fact,
adequate to permit matching the absolute rates of
income growth, there would still remain an acute prob-
lem of matching the per capita rates. Not only is
population already expanding faster in under-developed
than in developed countries, but, owing to the remark-
able drop in infant mortality now taking place in the
poorest regions of the world, the spread between rates

of population growth is likely to widen significantly.
This seems inevitable, at least for the near future,
before birth rates can decline sufficiently to compensate
for the striking decline in death rates. Accerding to
recent United Nations estimates,® population in North
Ameriea, Europe and Oceania is likely, under the
“seemingly most plausible assumplions”, to increase
by about one-third from 1950 to 1975, whereas popu-
lation in Alrica, Latin America and Asia is expected to
rise by over 60 per cent, or nearly twice as [ast. Thus,
only o equalize per capita rates of income growth, the
absolute rate would have Lo be about 20 per cent
greater in under-developed than in developed countries.

National and international commodity policy

Commodity policy, in recent years, has increasingly
come to engage the attention of Governments at both
the national and the international level. There is wide-
spread recognition of the strategic importance of eco-
nomic activity in the developed countries for the
growth and stability of export matkets in primary prod-
uets, The most important contribution the developed
countries can make o the solution of the commodity
problem is, without a doubt, to preserve high and
stable rates of growth in their own economies. Though
import demand for primary commodities has lagged be-
hind the rate of general economic growth, it has, none
the less, risen very considerably, and it has provided
the bulk of the external resources on which the post-
war growth of the under-developed countries has been
based. Similarly, though the degree of stability achieved
in commodity markets in the post-war period has by no
means been commensurate with that achieved in eco-
nomic activity in the industrial countries, it has never-
theless been significantly improved as compared with
the depression yeais of the nineteen thirties. Moreover,
the commodities for which the grealest improvement
in stability has been achieved have generally been those
for which the long-term tremds have also recorded the
largest incteases.

But, though high and stable 1ates of industrial
growth are necessary conditions, they are not in
themselves suflicient to provide lor adequate growth
and stability in under-developed countries. What can
be done, both nationally and internationally, to cope
with the perplexing commodily problem? At the level
of national policy, the developed countries could help
materially if they were prepared 1o moderate the degree
of protection they grant to domestic piimary produc-
tion. A 1eduction in the degiee of protectionism might
be expected to contribute not only towards long-term
expansion of exporl markets of primary producers but
also towards an increase in their stability. The volume
of trade in many commodities has, in fact, exhibited
a greater degree of instability in post-war years owing

1o a considerable narrowing of the margin between
production and consumption. If this margin were
widened, the impact of fluctuations in production upen
variations in import demand would, of course, be
lessened. In the United States, where agricultural
policy has led to accumulation of large surplus stocks,
moderation of prolectionism or modification of its form
might also make a significant long-term contribution to
stability by avoiding a buildup of burdensome surpluses.

As already noted by the panel of experts whe made
this recommendation,t however-—and as is further
developed in chapter 2—it may be well to guard against
exaggerated notions of the probable contribution of
such measures. The most important commadities sub-
ject to high protectionism, it appeats, are those export-
ed primarily by the industrial countries themselves
or hy highly developed primary producing countries.
Moreover, agricultural protectionism in the Uniled
States, while increasing competition with exports of
other countries, has also served as a vehicle for aid in
kind 1o many under-developed countries.

Ii nevertheless remains important to explore the
possibilities [or a selective moderation of protection-
ism, with emphasis on commodities impoitant in the
trade of under-developed countries. Tu addition, as the
panel also noted, it would seem eminently desitable,
from the standpoint of international balance, Lo lower
the high rates of revenue tariffs and domestic excises
whiel have been traditionally imposed in the industrial
countries on a number of primary commodities such
as collee, tea and tobaceo. L is necessary to bear in
mind that however valid may be the national eonsidera-
tions governing the tarill and tax policy of the indus-
trial counlries, it still remains true that, to the extent
that the burden of such measures falls on under-

2 United Nations, The Future Growth of World Populatios
(sales numbers 58 XIIT .2},

4 General Aprecment on Turiffs amd Trade, Tremds in frter-
pational Trade (Geneva, 1958},
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developed countries, they constitute a tax by high-
income countries upon those with low income. The
world has come to recognize not only the futility but
also the international impropriety of cyclical *"beggar.
my-neighbour” policies. Tariff policies are of long-term
rather than cyelical character, and they have behind
them the weight of history and tradition. Butin a worid
in which the iesponsibility of the more developed
countries to assist in the economic development of the
poorer countzies has been recognized, it may he proper
to ask whether taxes levied by industrial countries on
products of the less developed countries are not, in
essence, a form of long-term beggar-my-neighbows

policy.

It is true, of course, thal the under-developed coun-
tries also levy tariffs on the products of the industrial
countries. But neither the costs nor the possible bene-
fits of Larifls are symmetrical as between developed and
under-developed countries. As regards the burden on
the exporting counliies, it is clear that domestic eco-
nomic activity in the industrial countiies is, or can he
made to be, virtually independent of the rate of exports
to under-developed countries, whereas, as has been
previously emphasized, the rate of growth of under-
developed countries is vitally dependent upon their
expotls to the developed countries. Similarly, as re-
gards possible benefits of tariffs to the importing
counlries, it is again evident that in industrial coun.
tries, under conditions of full employment and high
mohility and adaptability of resources, the net long-
term national benefits from tariffs are at least doubtful,
wheteas in under-developed countries with low rates of
utilization and inadequate mobility of resources, appro-
priately selected tariffs could play a significant role in
development of industry.

The basic solution to the commaodity problem, how-
ever, cannot be sought in national economic policy of
the developed countries. In the long run a solution can
only be achieved by rendering the economies of under-
developed countries less dependent upon the level o1
fluctuations of earnings from a handful of primary
products. This can be accomplished only through
general economic development, This means develop-
ment of domestic resources and industries to the point
where export proceeds from one or two commodities
cease to be the strategic limiting factor upon the rate
of total economic activity—where the national income
is limited by the available manpower and productive
capacity rather than by the ability to finance import of
raw materials; where investment is limited by the rate
of savings and not by the ability to finance import of
capital goods; and where consumption is limited by the
national income and not by the ability to finance im-
port of foodstuffs. Ultimately, it means not only dis-
placing some of the imports of capital goods, raw
materials and foodstufls by domestic production, but
even expanding production to the point of exporting

some of the very goods now appearing only on the
import list.

Of course, such a fundamental transformation of the
economic landscape would greatly alter existing trading
relations. And, assuredly, it would call for wisdom and
flexibility in the adjustment of internal and external
economic policy in all parts of the world. Given, how-
ever, a readiness to co-operale, there need be no fear

that such development would reduce the volume of

world trade or be detiimental to production in the
developed countries. There can be no question but
that the resulting gain in economic strength of the
under-developed countries, enabling them to partici-
pate in world tiade on the basis of steadily rising levels
of income, would redound to the benefit of all man-
kind-—economically, no less than socially and politically.

Unfortunately, economic development is a cure
which in its early stages is likely to aggravate the
patient’s illness. For to hasten the process of economic
development means to accelerate the rate of capital
formation and, in the present stage of economic
development, this can be done only by increasing the
rate of imports of capital goods. It also means to in-
crease the 1ate of utilization of energy and, in countries
not adequately endowed with such resources, this may
involve a substantial increase in imports of fuel. Nor
is it always possible to limit development to industries
requiring only domestic raw materials, so that import
requirements for raw materials are also likely to rise.
Rising incomes and uibanization brought about by
economic development may also add significantly to
requirements for food, which, if not satisfied, may
inhibit further development through inflation and
social unrest. The grave responsibility which this prob-
lem places on under-developed countries to utilize
their resources 1ationally so as to achieve maximum
production and income, and Lo employ sound fiscal and
monetary policy so as to combine maximum growth
with economic siability, has been examined and dis-
cussed at length in both national and international
forums.

At the same time it is clear that even with the best
and wisest of national pelicies, progress is bound to be
disappointingly slow in the absence of adequate sup-
port from the entire world community. It cannot be
said that the present level of international aid is a
negligible contribution to the development of the
pooter countries; in the aggregate it fully offsets the
decline in the share of private foreign eapital in rela-
tion to the exporls of primary produceis since the
nineteen twenties, Yet it needs only to be realized that
ont a per capita basis the total assistance amounts to
only $5 per annum {or the contributing countries and
to ne more than $2 per ennum for the receiving areas,
to see how grossly inadequate is the sum to permit a
significant break-through in economic development.
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If an adequate degree of diversification and develop-
ment of the under-developed countries could be
achieved, not only would the problem of lagging de-
mand for commodities be solved but the problem of
instability would alse be automatically reduced to
manageable proportions. The importance of govern-
ment policies in the field of taxation, social seeurity
and agriculture in helping to stabilize the economies
of tiie industrial countries in the post-war years has
been repeatedly underlined in the economic literature.
Perhaps the most efficient and the most completely
“built-in” automatic stabilizer of the industrial econo-
mies, however, is their thoroughgoing diversification.
ft is this diversification which provides so much scope
for adverse changes in one sector of the economy to
be offset by favourable changes in other sectors. If the
extreme one-sided dependence of the under-developed
countries upon onme or lwo scctors could also be
broken, the problem of instability in such individual
sectors would cease to loom as large as it now does
in the total economy.

Economic development cannot be achieved over-
night, however, and in the meantime the problem of
commodity instability continues to beset the world
economy. The difficulties for policy in this area are
well known. The review of national policy in chapter 2
makes it abundantly clear that there is very little
Governments can do, acting independently, to stabilize
export proceeds from individual commodities. A grealer
measure of success has been achieved by Governments
—through such measures as national marketing boards
or, to a lesser extent, through taxation—to insulate
incomes of domeslic producers against fluctuations in
world market prices. But even where domestic incomes
of primary producers have been laigely stabilized, it has
not proved possible to insulate the economy as a whole
against sharp variations in foreign exchange earnings.
So overriding is the need for foreign exchange gener-
ated by economic development programmes that it has
not generally proved possible to set aside adequate x¢-
serves in periods of rising earnings to finance the neces-
sary impoits in periods of declining earnings. The post-
war years have accordingly been marked by a high de-
gree of correlation between fluctuations in export pro-
ceeds and those in imports and investment.

At the international level, progress has been limited
by the conflicting short-term interests of producers

and consumers, consumers being primarily concerned
with aveiding excessive increases in prices and pro-
ducers with avoiding excessive decreases. A consider-
able measure of success has been achieved in provid-
ing a forum for international confrontation of national
policies, in establishing commadity study groups and in
developing statistical information and promoting re-
search. There has also been significant progress in
formulating the basic principles that should govern
international stabilization, first, in the recognition that
commodity agreements mus! embrace consumer as well
as proeducer interests, and second, in the growing un-
derstanding that price objectives must not be divorced
from undeilying market realities if they are to serve a
useful purpose. On the operational level, however,
progress has been painfully slow, perhaps owing in part
to the corollary following from these principles that
stabilization must be approached on a commodity-by-
commodity basis. Bolder propesals for dealing with
commoditics on a more comprehensive basis—ie-
viewed in chapter 3—have gencrally failed to strike a
responsive chord in government thinking,

The many difficulties surrounding international com-
modity stabilization pelicy are tending 1o focus atten-
tion anew on proposals {or strengthening the liquidity
position of the under-developed countries. The Inter-
national Monetary Fund has played an increasingly im-
portant role in recent years in helping Governments to
cope with short-term balance of payments difficulties,
and il is to be expected that, with the recent increase
in the Fund’s resources, this role will conlinue to grow.
But the Fund’s activities have only a marginal, zather
than ceniral, bearing on the problem of commodity in-
stability. The time has perhaps come to consider
whether measures to mitigate the impact of commodity
instability per se—be it through suitable international
arrangements to assist under-developed countries to
strengthen their national liquidity reserves, or through
some form of intermational cormmodity insurance to
provide partial compensation for fluctuations in foreign
exchange earnings—might not be deserving of consid-
eration. If the problem of commodity instability came
10 be viewed not in a narrow context of price haggling
between producer and consumer interests, but in the
perspective of the need to place economic development
on a more stable {ooting, there can be little question
but that solutions could be found for many of today’s
apparent insolubles.
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Chapter 1

TRENDS AND FLUCTUATIONS IN WORLD TRADE OF
PRIMARY COMMODITIES
Trends in world demand and supply

THE GROWTH OF WORLD PRODUCTION AND TRADE IN
PRIMARY COMMODITIES

In the three decades since the lale nineteen twenlies
the total output of goods from the factories, farms and
mines of the woild, excluding the centrally planned
economies,! approximately doubled. While production
advanced in each decade, the growth was not uninter-
rupted; the first half of the nineteen thirties, in par-
ticular, was a time of profound and world-wide eco-
nomic malaise. Nor was the expansion at all evenly
distributed among the different branches of the world
economy or among the various regions. On the con-
trary, as emphasized in recent issues of the Forld
Economic Survey, the divergences in rates of growth
have been wide indeed, both as between primary and
manufacturing production and as between the indus-
trial and the less developed areas.

One of the characteristic features of the long-term

t Unless otherwise stated, "world" in this chapter excludes the
centrally planned cconomies of eastern Furope and mainland
China, The development of primary commodity production and
trade in these two areas is discussed in chapter 4.

growth of the woild economy has been the persistent
widening of the gap between the rates of expansion in
the indusirial and the primary producing countries. It
is true that the patterns of growth as between the major
sectors of the economy have been broadly the same in
both regions; while output of foed and raw materials
showed a substantial rise between 1928 and 19551957,
the increase was only two-fifths of that achieved in
manufactures. But, since output of food and raw ma-
terials is a much higher proportion of total economic
activity of the primary producing countries than of the
industrial countries, there has been a continuing lag
in the total output of goods in the primary produeing
countries. Moreover, the growth of primary production
in the two regions has been dissimilar in composition.
While production has expanded more 1apidly in raw
materials than food in both industrial and primary pro-
ducing countries, the discrepancy has been much more
pronounced in the latter regions owing to an extraordi-
nary expansion in petroleum output; in the shorter
post-war period, this difference in growth rates has con-
tinued in the primary producing regions, but it has vir-
tually disappeared in the case of the industrial coun-
tries (see table 1).

Table 1. Indices of World® Production and Quantum of Exports of Primary Commodities and Manufactures,
1928 to 1955-1957

rLnary
Warld producing coanlriest Industrial counlriese
Tlem 1928w 100 1348 = 10 1928 =400 1048 =100 1928 100 1848 =100
Production
otal oo v oot e e e e e e 204 144 178 138 213 146
Manufactaring. ... ... ooae s 246 158 260 151 245 159
Primary. . o o oeeramne e e 155 127 156 135 155 121
Tood, oils and tobacco . ...... .. 149 123 146 129 153 120
Rawmaterials . ..o i ein v 112 136 201 168 163 121
Primary, excluding petroleum . ... .. ... .. 145 124 146 132 144 1n
Exports
F | R NN - 1: 116
Manufactures. ... ..o v i i i ia e 203 195 e . N e
Primary commodities¢. ... ... ... ... 132 144 153 136 102 155
Primary commodities excluding petroleum. ... 114 134 123 124 101 157

Source: United Nations Bureau of Economic Affairs, based on
League of Nations, World Production and Prices and Review of
World Trade (Genava), and data supplied by Statistical Office
of the United Nations and Food ang Agriculture Organization
of the United Nations.

» Excluding eastern Europe, USSR and mainland China,
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5 All arens other than North America, western Europe nnd
Japan, end those listed in footnote a.

o North America, western Europe and Jopan.

4 Based on sample of thirty-four major internationally traded
primary commodities.
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The changes in the structure of world production
have greatly altered the structure of world trade and
the trading relations between industrial and primary
producing countries. While, over the past thiee dec-
ades as a whole, rising levels of income and output have
resulted in an expansion of world trade in hoth primary
commodities and manufactured goods, the growth of
economic activity has been appreciably greater than the
growth of trade.? Moreover, while total world trade has
fallen in proportion te total output, world trade in
primary commodilies has also fallen in proportion to
total world trade. The increase in total trade of primary
commodities was less than one-third of that in manu.
factures hetween 1928 and 1955-1957; furtheimore, if
petroleum is excluded, the growth amounted to no more
than one-seventh of that in manufactures. Conse-
quently, trade in primary commodities has failed to
keep pace with the expansion in world production of
these commodities, and even less with the expansion
in world manufacturing output. Such growth as has
taken place in trade of primary commodities has, in
fact, been confined to the post-war decade. This recent
expansion has been buoyant, though in part it has re-
flected the recovery of production and trade from war-
time disruption and devastation. Although in the post-
war period world trade in primary commeodities has ex-
panded at a somewhat higher pace than primary pro-
duction, its tendency to lag hehind world manufactur-
ing production has persisted.

While it is true that this lag has affected the exports
of both the industrial and the primary producing coun-
tries, it has had much greater significance for the latter,
for their ahility to achieve higher levels of income is in
large measure conditioned by the trends in their export
matkets. Although the exports of the less developed
regions between 1928 and 19535-1957 did not lag to the
same extent as world trade in primary commodities—
in fact the growth in their exports was about 60 per
cent greater than total world expoits of primary prod-
ucts—they nevertheless expanded by some two-thirds
less than world manufacturing production. In the post-
war period, between 1948 and 1935~1957, however,
exports of the primary producing countries also grew
less rapidly than world exports of primary commodities.

The magnitude of the lag in total tiade of primary
commodities, considerable though it has been, under-
states the unfavourable expetience of most primary
producing countries. For, the rates of growth in world
trade of the major groups of primary commodities tra-
ditionally exported mainly by the less developed areas
have been very uneven (table 2). By far the largest in-

2 While it js true that the difference in the rates of growth in
total economic activity and total trade is in part due to the smaller
share of primary commodities in total output (abeut 40 per cent)
as apainst their larger share in totad trade {ahout 70 per cent), it
is clear that, even if manufactures and primary commodities had
had equal shares in both total output and total trade, the lag in
tota] trade would still have been markedly present.

Table 2. Indices of Woreld Frade in Primary
Commodities, 1928 to 1955-1957

Tem 1928 =100 1048 = 100
Total, primary commodities
Quantum. . . . ., . .o 132 144
Unit value. C e 127 111
Foad, vils and tobacco »
Suantum - O 1 14 134
nit value o 106 78
Beverage crops
8uzmtum ¥ 1 114
nit value e 146 163
Agricultural raw materials
Quantum . . . ... 105 137
Unit value. .. .. .. ... . . . 120 117
Ores and non-ferrous metals
8uantum . S 179 160
nit value . ... .. 13 120
Fuels
Quantum e 241 197
Unit value. .. . . o Y 103
Petroleum
Suantum ‘ ‘ . . T 235
nit value . ‘ o 133 104
Purchasiuig power b
Tatal, primary commodities. .. . 176 158
Total, excluding petroleumm . . 151 148
Terms of trade b
Total, primary commodities. . 133 110

Source: Statistical Office of the United Nations and Bureau of
Economic Affairs.

» Excluding beverage crops.

b Based on unit values of world manufactures.

crease took place in petroleum. Of the 32 per cent ex-
pansion in the volume of world trade in primary com-
modities over the past thirty years, the inciease in
petroleum exports accounted for nearly three-fifths;
petroleum, in fact, was the only one of the major primary
commodity groups whose growth outstripped the ex-
pansion of world manufacturing production. As a con-
sequence, between 1928 and 19551957, the expansion
in volume of primary commodity exports of the less
developed regions, exclusive of petroleum, amounted
to 1o more than one-sixth of the advance in world
manufacturing output,

Although the growth in volume of world trade in the
various commodity groups, other than petroleum, has
lagged behind world manufacturing production, the
expansion in some groups has been quite stiong. The
increase in world trade of ores and non-ferrous metals
has compared not unfavourably with the growth of
wotld manufacturing output. Trade in beverage crops
has also shown a substantial increase. Indeed, it is in
the basic foods and agricultural raw materials, notably
textile fibres, that the lag has been most heavily con-
centrated. In fact, the levels of trade in these two
groups were not much higher in 19551957 than they
had been in 1928.
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Underlying the lag in trade of primary commodities
has been the persistent tendency of demand for these
commodities to grow less rapidly than economic ac-
tivity in the industrial countries. To some extent, the
gap in rates of growth between primary trade and manu-
facturing output reflects the rise in the share of werld
manufacturing production of the United States, whose
requirements for imported primary commodities are
smail in relation to output, and the decline in the share
of Europe, where the raw material import content of
output is relatively high. The inereased sell-sufficiency
of both regions in primary commodilies has been an-
other depressing factor. As will be seen helow, however,
powerful forces associaled with industiial growth in
each of the two regions have been more jmportant in
accounting for the relatively slow expansion of trade
in primary commodities since 1928.

Although sluggish demand is the principal reason for
the relatively slow growth of trade in primary commodi-
ties since the late nineleen twenties, it nevertheless
seems thal the increase in world supplies has not kept
page with demand. The comparatively low elasticity in
supplies available for export has been refllected in a
marked rise in prices ol primary conumnodities 1elative
to those of manufactines. This sluggishness in export-
able supplies has been due only in part 1o the {ailure
of production to grow. The slower gr owth of exports
as compared with production has alse to some extent
been due to increased home consumption in the ex-
porting counlries.

The t1ends in the terms of trade have in large meas-
ure determined the extent to which the sluggish growth
in primary commodily exports has been reliected in the
ability of exporting countries to acquire imports.® It
may be seen [rom chast 1 that the sharp increase in
export unit values of primary commodities in relation

3 The estimated magnitude of the change in terms of trade
varies, of course, with the choice of commodities included in the
index of primary commedities. Estimales of changes between
1998 and 1055-1057 in the terms of trade between primary com-
modities and manufuctures, expressed as the ratio of their export
unil vaines, range from an improvement of 25 per eent to one of
33 per cent

{1} Using average unit values for thirty-four major commodi-
ties, on which the present analysis is chiefly baged, the improve-
ment amounts Lo 83 per cent, between 1928 and 1955-1957

(2) Linking primary commedity export unit vutues for 1928
and 1938 computed by the League of Nations with the primary
commodity index recently computed by the Statistical Office of
the United Nations, the improvement is somewhat smalles,
namely, 27 per cent from 1928 to 1055-1957.

(3) "An estimate published in the GATT 1eport, Trends in fnter-
national Trade, shows a smaller increase in primary commodily
export wnit values than those used in (1) and (2) ahove. The
Gz{'l'T series implies o corvespandingly snsiles improvement in
terms of trade, amounting to 235 per cont between 1928 and 19553

(1) An estimate of (he Fumli and Agriculture Organization
{published in the State of Food and Agriculiure, 1956} shows an
increase of 23 por cent in the terms of trade of agricultural prod-
ucts between 1927-1030 and 19541955,

It may be noted that the estimate used in the present study
aives the largest inerease of all hese alternative estimates. As a
resull, it minimizes 1he extent of the lag in purshasing power of
primary commaodities

to manufactured goods has tended to compensate in
part for the lag in volume of primary commedity trade.t

Over the past thitty years as a whole, the combined
effect of the changes in export volume and terms ol
trade resulted in an advance in purchasing power of
primary commoditics as a group of only half as much
as world manufacturing production. But even this rela-
tively small expansion was considerably augmented by
the rapid growth in expotls of petroleum and, if pelro-
leam exports are excluded, the expansion in purchasing
power of primary commodilies amounled to no more
than one-third of the increase in world manufacturing
output. Over the post-war period between 1948 and
1955-1957, petroleum exports still considerably aug-
mented the growth in lotal purchasing power; the lag
in purchasing power of primary commodities excluding
petroleum nevertheless persisted, although, largely
hecause of special ciicumstances in the early post-war
years, it was apparently of smaller dimension than was
evident over the whole thirty-year period

While the lag in exteinal purchasing power of the
less developed countries was nol as pronounced as that
in world primary commeodity exports as a whole, it has
nevertheless been considerable. Thus, if pelroleum is
excluded, the increase in the external puichasing power
of these couniries belween 1928 and 1955-1957 was
only two-fifths of the advance in world manufacturing
activity. In the post-war period, the conlribution of
petroleum Lo the expansion in tetal external purchasing
powel was again marked; in fact, it was sufficient 1o
close the gap between the increases in external pur-
chasing power and in manufacturing oulpul. If petio-
leum is excluded, however, Uie lag in external purchas-
ing power continued 1o be of significant dimensions.

TRENDS IN CONSUMPTION OF INDUSTRIAL COUNTRIES

The trends in the volume and unit values of world
trade in primary commodities since 1927 have laken
place against a background of profound demographic,
scientific and economic change. The eflects of these
developments upon commodity markets and upon the
countries producing primary commodities have been
far-reaching.

Retween 1930 and 1957 the population of the United
States and western Europe, which are the largest con-
sumers of primary commodities, increased by 39 and

411 should not be thought, however, that the export unit
values of primary producing countries have risen to the same
extent in relation to unil values of the industrial countries. Inas-
much ss many indusirial countrics export significant quantities
of primary commodities, the export unit values of the leas de-
veloped countries have nol risen in relatiorr te the industrial
countries’ exporl unit values to the extent that they bave in-
creased relatively to manufaciured goods

5 Dwing to the relatively slow recovery of primary produclion
from the devastatinn and disruptien cansed by the war, trade in
primary commodities was still dc]aress.cd in 1948 and rose at an
unusually high rate in the immediately snceeeding years.
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Chart 1. Selected Indicators of World Production and Trade: Average Annual Rates of Increase
(Percentage)
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Source: Toble 1.

23 per cent respectively. At the same time, effective
demand expanded at a vigorous, though uneven, rate.
OQutput grew rapidly in western Europe between 1927~
1929 and 1936-1938 though, in the United States,

recovery from the depression of the early nineteen
thirties was slower. In the following decade, however,
manufacturing production in the United States, which
was spared the physical destruction of war, rose rapidly.
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In both regions, post-war growth in manufacturing
production has been very substantial, though the es-
pecially rapid expansion in western Furope has, in part,
reflected recovery from war-time destruction. Further,
with the rapid growth in general economic activity, per
capita real incomes have generally advanced strongly
since 1927, In the United States, for example, the rise
of per capita incomes between 1927-1929 and 1955-
1957 amounted to 57 per cenl, For the post-war period
alone, there was an increase in per ecapita incomes of
14 per cent in the United States and 32 per cent in
western Europe.

Expanding economies, growing populations, and
higher levels of per capita income have resulted in the
use of increasing amounts of industrial raw materials
and foodstuffs. Thus, in the two major industrial re-
gions, the absorption of raw materials grew consider-
ably between 19271929 and the nineteen hfties. How-
ever, the advance in consumption of primary commodi-
ties has not been in proportion to the expansion in total
econtomic activity. Between 1927 and 1952, United
States consumption of raw materials ns a whole rose
by only half as much as manufacturing production
while consumplion of food lagged even moie; these
developments represented the continuation of trends
which have been visible since the beginning of the cen-
tury.s Although comparable data ave not available for
the western European countries, it may be safely as-
sumed that, in view of their advanced stage of economic
development, the same broad tendencies have also been
present. Moteover, it appears that, in both the United
States and western Burope, this tendency has been
considerably accelerated during the post-war period, A
partial indication of this phenomenon is provided by
the trends of apparent consumption of the principal
groups of primary commodities. Consumption in all of
the major commodity groups, shown in chart 2, which
comprise the major primary commodities exported by
the less developed countries, lagged behind the growth
of closely related manufacturing sectors. This was true
even in the case of such a dynamic group as the non-
ferrous metals, where the increase in use of the com-
modities outpaced the growth in manufacturing output
of the entire economy.

A number of factors have contributed to this per-
sistent tendency of consumption of primary commodi-
ties to grow less rapidly than economie activity in the
industrial countries. It is well known that, while the
quantity of food demanded grows with rising levels of
real income, the increase in per capita demand tends to
be less than proportionate to the advance in incomes.
Indeed, at high income levels, consumption of many
staple foods may stagnate or even dedline,

As regards industiial raw materials, several impor-

8 See World Economic Survey, 1933, pages 33 and 37; also,
United States Depariment of Commerce, Raw Materials in the
%fnsitc)d States Economy, Working Paper Neo. 1 (Washington, D, C;
954},

tant factors have contributed to the declining raw ma-
terial content of finished output in the industiial coun-
tries. A factor which has operated with greatly increas-
ing force in the past decade has been the growing use
of synthetic raw materials, But two other developments
appear to have had an appreciably greater impact upon
raw malerial markets. One has been the change in the
structure of industrial production and, in particular,
the rapid growth since the war of those industries which
consume fewer raw materials or fabiicate them to a
greater extent. The other has comprised the whole
range of new industrial techniques that have emerged
from the scientific advances of recent decades; consid-
erable economies, for instance, have been achieved in
the utilization of some materials thiough the introduc-
tion of new processes, such as electrolytic plating of tin.

These factors, which have depressed demand for
primary commodities as a whole, have caused the trends
in demand for individual commodities to diverge widely
{rom each other and from the general pattern. For one
thing, the 1ising level of consumer incomes has wrought
substantial changes in consumption habits and this has
favoured some commodities, often at the expense of
others; the tendency towards greater equalization of
personal incomes has similarly modified the paltern of
consumption. As a result, the demand {or more expen-
sive goods, such as automobiles, home appliances and
other durables, has grown at a relatively {ast pace, while
the consumption of such non-durables as clothing and
food has expanded much less rapidly. In addition, the
increased role of governments, and especially the great
expansion in the size of military establishments, has
had a significant impact on the demand {or certain raw
materials. The metals in particular have benefited {from
the expanding production of military hardware as well
as from the building up of strategic stockpiles. Further,
over the past three decades, there have heen innumer-
able scientific and engineering developments which,
through transforming industrial techniques and creat-
ing a wide range of new products, have greatly altered
the composition of demand f{or primary commodities.
Examples are the advances in inleinal combustion en-
gineering which have led 1o a widespread introduction
of gasoline and diesel engines in industry and transport;
the development and preliferation in the use of syn-
thetic fibres; advances in mining and metallurgical
techniques; the vast changes in food processing and
storage; and the development of the synthetic rubber
industry.

As a consequence of these changes in demand, the
rates of growth in the various sectors of the economies
of industrial countries have extended over & wide range.
In the United States and western Evrope, as shown in
chart 2, such indusiries as textiles and food have grown
relatively slowly since 1927, while the industries pro-
ducing melal products and chemicals have advanced
much moze rapidly. For the post-war period, the more
vigorous expansion in output of heavy goods as com-
pared with non-durables has persisted. That this uneven
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pattern of industrial growth has directly influenced the
rates of utilization of diffetent primary commodity
groups is evident from the changes in consumption of
the several major groups of commodities. It is also 1e-
flected in the varying rates of growth of per capita con-
sumption of individual commodities, as shown in table

3. The sharp 1ise in consumption of petroleum and the
non-ferrous metals and, at the other extreme, the stag-
nation in consumption of natural fibres provide striking
examples of these patterns of growth. But these dispa1i-
ties in the advance of consumption in individual com-
modities have not only reflected the different rates of

Chart 2. United States and Western Europe:* Indices of Manufacturing Production by Industry,
and of Apparent Consumption of Selected Groups of Primary Commodities®
Indices of Menufacturing Production, 1927-1929 to 1955.1957

United States

Textiles

Total, manufacturing production

Western Europe

Indices of Apparent Consumplion, 1927-1929 to 1955-1957

United States

T

Crude petroleum

Non-ferrcus metals Wm
Nateral rubber 3968

Beverages

Food and Tobacco

Textile fibres

Tetal, excluding petroleum

G , |
!

Western Europe

(1,400

1 ! ! ; i

) 100 200 300 400

Source: United Nations, Feonemie Survey of Europe, 1957 (sales
number: 58 11 E1); Food and Agriculture Organization of the
{inited Nalions, Yearbook of Food und Agricultural Statistics;
Organisation for European Economic Co-operation, Indusirial
Statistics, 19001937 and Foreign Trade Statistical Bulletin, Serics
1V; Commonwealth Economic Ceommitiee, Industrial Fibres,
World Consumption of Wool and Plantation Crops; International
Cotton Advisery Commiltee, Cotton Quarterly Statistice! Bulletin
and Cetton World Statistics; Internationad Rubber Study Group,
Rubber Statistical Bulletin; Metallgesellschaft Ai{iiengescllschalﬁ,
Metal Statistics; United States Department of Agriculture,
Statistics an Cotton and Related Data, Consumption of Food in the
Uanited States, und Consumption and Utilization of Agricultural

955.1957 (19271929 = 100)

500 0 100 200 300 400 500

V7777 19551957 (1948-1950 == 100)

Products; United States Department of Commerce, Poreipn
Commerce Yearbook, Survey of Current Dusiness and Business
Statistics

s Member countries of the Organisation for European ¥eo-
nomie Co-operation

Y Crude petroleum; non-ferrous metals: aluminium, copper, lead,
tin, zine; naturel rubber; textile fibres: cotton, wool, silk, jute;
beverages: coffee, lea, cocoa; food and tobaceo: wheat, Tice,
maize, barley, beef and veal, mutton and lamb, sugar, copra and
coconut oil, banenas, tobacco. Group averages were computed
on the basis of 1935-1938 average world import unit values.
Figures for the food and tehaeco groups and the total for western
Futope exclude meat
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Table 3. Indices of Per Capita Consumption® of Selected Primary Commodities
in the United States and Western Europe, 1927-1929 to 1955-1957

United States

Western Europe

Commodity

1507192 e= 160

F948~ 1550 = 100 F927-152Y == $O0  LHB-1950 = 100

Crude petroleum .. . U £ 15
Non-errous metals
Total ... .. ... ... 223
Aluminiom ... . ... ... L0l
Lead. . ... . ... oo 223
TG o e 131
Copper ... o 102
Tin . .. . R 50
Natvral rubber ... . . 99
Textile fibres
Total . .. e, 75
Cotion ... .. ... ... S Q3e
Waool (clean basis) ... ... ... .. 76
Jue .. . o L Co 604
Silkk .. . 14
Beverages
Towml.. . . . .. ... ... .. . 122
Coflce ‘ ..o 128
Cocoa . DR & ¥4
Tea.. .. ... ... . . C 89
Food and tobacco
Totwal. . ... ... . S 97
Beel znd veal R L1 |
Tobaceo (unmanufactured) . . 131
Sugar R C 97+
Barley . ...... ..o o agu
Maize s e e e e 85t
Matton and lamb T 80
Bananag ... ... . oo 75
Copra and coconut oilf o 65
Wheat . P, 645
Rice . ... v e e 53h

124 1,311 259
139 183 165
198 675 203
91 100 134
102 107 143
99 150 150
75 0 131w
80 192 132
84 81 101
9] 81 107
53 87 91
60 76 160
134 17 171
89 99 123
87 104 153
93 120 112
160 90 108
95 121- 1250
129 e 130
98 2194 115
101+# 130 123
1120 155 159
90n 91 156
100 e 08
93 149 215
66 100 139
64 108 113
a1 96 133

Source: Chart 2.

» Apparent consumption with adjustments for
stock changes where possible. Estimates for com-
modity groups based on 1935-1038 weights, using
import unit values for agriculteral products, aver-
age prices in London for metals and average prices
in the United States for petroleum.

* 1048-1949 = 100.

growth in the various sectors of industry, but also the
varying influence of other {actors, such as the substi-
tution of synthetics, changing price relationships and
technological advances

Among the non-ferrous metals, for inslance, chang-
ing price relationships have been of some importance in
influencing the trends in consumption of the individual
commodities. Thus, a progressive fall in the price of
aluminium relative to copper and steel has favoured its
increasing use as an electrical conductor and as a strue-
rural material, Partly for the same reason, aluminium
has gained at the expense of timber as a structural ma-
terial, of tin in the manulacture of foil, of lead in the
manufacture of cables and of zinc in the casting of dies.
Copper, in tuin, has been increasingly substituted {or

£ 1065-1956.

4 1955.

¢ Excluding meat.

11925~1929 =100,

« Refined sugar only.

b Including military food and nen-food consump-
tion,

i Net imports.

lead in plumbing materials partly because of the rela-
tive rise in the price of lead. Substitution has also
played some part in accelerating the growth in con-
sumption of petroleum. Consumption of petroleum in
western Europe has advanced at a relatively more rapid
pace than consumption in the United States and, in
part of couise, this has reflected the much lower levels
of European consumption in 1927-1929. But this ad-
vanee has also been stimulated by the progressive ex-
haustion of easily accessible coal seams and by labour
shortages. These have contributed to the rising price of
coal 1elative to petroleum, encouraging the use of the
heavier grades of petroleum as a source of energy.
While Luropean consumption of all petroleum prod-
uets grew swiftly between 1948 and 1957, the share of
fuel and diesel oils rose from 51 to 62 per cent of the
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total. Thus, changing price relationships coupled with
technological advances have worked in favour of some
raw materials at the expense of others,

in some instances, the process of substitution
favowred synthetics, rather than other natural raw
materials. This, for example, has been evident in the
case of natural rubbe:. Total consumption of 1ubber,
like that of petrioleum and non-ferrous metals, has
shown cousiderable growth during the post-war years.
Yet the trends in consumption of natural rubber in
western Kurope and the United States have been quite
different. While the expansion in consumption has
been at a high rate in westein Europe, consumption
has actually declined in the United States. The pice
of natural rubber has not only tended to rise in relation
to synthetic rubber since 1950 but has been far less
stable; and as a result, there has been large-scale sub-
stitution of synthetic for natural rubber, But, as the
synthetic rubber industry has so far been laigely con-
centrated in the United States, the displacement of

natural by synthetic rubber has gone much further in
the United States than in western Europe. This is
illustrated by the following figures which express
synthetic rubber consumption as a percentage of
natural rubber consumption:

1948 1955 1957
Western Europe .. .. — 14 32
United States . ... ... 71 141 172

Saurce: International Rubber Study Group, Rubber Statistical
Bulletin (London).

The impact of technological progiess and substitu-
tion has been of even greater significance for some
major textile fibres. While world consumption of
apparel fibres as a whole grew by about 50 per cent
between the immediate pre-war years and the mid-
nineteen Aifties, and by about 30 per cent during the
post-war petiod, the consumption of cotton, wool, jute
and silk advanced much less rapidly (see table 4). In

Table 4. Estimated World Consumption of Apparel Fibres

{Percentage distribution)

Rayen Rayen Othar Tatal,

Sfilament sfaple man-made apparel

Yeur Collans Woalt Stk yarn? fibires Sibrest Sibres
1934-1938 ... ... ...... 801 11.4 0.64 5.6 23 - 160
1954-1956. ..., ... .... 689 10.2 0.2 83 104 22 160

Source: Commonweslth Economic Committes,
Industrial Fibres (London, 1958),

» Consumption in seasons {1 August to 31 July)
commencing in year shown,

both the United States and western Europe, for ex-
ample, total consumption of the natural fbres has
scarcely grown at all since 1927, and, on a per capita
basis, consumption has actually declined, In these
countries, indeed, consumption of natural fibres has
stagnated more than that of any other commodity
group. The inherent properties of synthetic fibres have
been important in promoting their use at the expense
of cotton, wool, and silk, while the development of
bulk handling and paper packaging has checked the
consumption of jute. The competitive success of the
synthetics has also been due in part to a considerable
fall in their prices relative to natural fibres.

While technological change and competition have
also shaped the growth in consumption of foods,
tobacco and beverage crops, perhaps the most powerful
influences operating upon these markets have been
associated with the general advance in levels of living.
With 1ising levels of real income, theze is a progressive
relative shift in consumer demand towards durable
articles and certain services and away from foods.
Within foodstufls, moreover, the change in demand
patterns tends to favour the more expensive foods such

b Clean basis.
¢ Production,

#1938,

as dairy products, meat, fruit, sugar and beverages, and
to affect adversely such staple foods as the cereals.

These tendencies in food consuraption operated with
considerable force between 1927 and 1957, While sub-
stantial increases in the quantum of consumption of
some foodstuffs have taken place, this has not been
tiue of food consumption as a whole. In western
Europe, the principal world importer of many food
crops, and in the United States, a major market for
many tropical products, food consumption has lagged
significantly behind the 1ise in real income and econo-
mic activity. Reinforcing the effect of these trends upon
demand for foods have been the growth in use of such
beverage substitutes as soft drinks and the reduction
in losses made possible by advances in the handling
and storage of food.

ImpacT ON MPORTS

The sluggish growth in world demand for those
primary commodities exported by the less developed
countries has been clearly manifest in the declining
share of such commodities in the total imports of the
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major industrial areas. While the share of all primary
products in the value of total imporis of the United
States and western Europe combined hardly changed
between 1927-1929 and 1955-1957, this was in large
measure due to the strong growth in petroleum im-
ports, as well as to the increase in value of trade in
forest products and solid fuels among the industrial

countries, In sharp contrast to the experience of fuels
and forest products, the share of twenty-three major
primary commedities exported by the primary produc.
ing countries declined heavily, not only in relatien to
the value of total merchandise imports, but, as shown
in table 5, also in relation to their total imports of
primary products.

Table 5. United States and Western Europe:® Gross Value of Merchandise Imports

(BilEons of dollars; as percentage of total imports)

1927-199% 1955-1957
Uniled Weslern Uniled Western
Iem Stutes Europe Talal Stales Eurape Tolal
Total merchandise (billions of dollars®) 7.1 20.1 33.2 124 40.3 52.8
Total merchandise (per cent). .. .. ... 100 100 100 100 100 106
Primary preduets. ... . ..., ... 69 69 69 68 71 70
Twenty-three selected commodi-
HEBY. . v e e 41 34 36 32 26 27
Crude petsoleurmd. . ... .... 3 3 3 7 6 6
Others. ........... ... ... ... 25 32 30 29 39 37

Source; Statistical Office of the United Nations,
Yearbook of International Trade Statistics; Leegue of
Nations, Statistical Yearbook, 1930/31 {Geneva);
Internntional Monetary Fund, International Finan.
cial Statistics (Washington, D.C.}; Organisation for
European Economic Co-operation, Foreign Trade
Statistical Bulletin, series 1V (Paris); United States
Department of Commerce, Foreign Commerce Year-
book, vols. I and IF, 1930 (Washington, D.C)}.

The slow expansion in world trade of primary com-
modities has been occasioned only partly by the laps
in consumption described above. For the impact on
imports of these trends in consumpltion has been con-
siderably reinforced by the movement towards in-
creased self-sufficiency in the indusirial regions as a
whole. In the United States, for example, the volume
of total imports of the primary commodities included
in table 6, excluding petroleum, increased between
1927-1929 and 1955-1957 by 17 per cent, whereas
consumption of the same commodities advanced by
35 per cent. In western Europe, consumption of these
commodities similarly rose by 35 per cent, but the
volume of imported supplies increased by only 9 per
cent. If the imports of these commodities inlo both the
United States and western Europe are added together,
their total increase between 1927-1929 and 1955-1957
amounted to about 11 per cent. As this was approxi-
mately equal to the increase in the volume of world
tiade as a whole in these commodities, these data
indicate the considerable influence that the trend
towards greater self-sufficiency has had upon world
trade in primary commeodities.

The impact of the inerease in self-sufficiency can
also be strikingly demonstrated, in value terms, if it is
supposed that domestic production had not increased

t Member countries of the Organisation for
Eurcpean LEconomic Co-operation, excluding Ire-
Iand, Turkey and Switzerland.

L 1927-1929 figures adjusted for develustion of
dollar in 1934.

= For list, see chart 2.

4 Tor 1927-1929, crude petroleum and petrolenm
products.

relatively to consumption but had remained a constant
proportion and that the trends in consumption had
nonetheless been the same. In the event, if thé share
of net imports of the twenty-three primary commodi-
ties and petroleum into the United States and western
Europe had been the same in 1955-1957 as it was in
1927-1929, their value would have been more than two
billion dollars greater than it actually was, owing, for
the most part, to laiger imports of western Lurope.
These various measures amply indicate that the changes
in western Europe’s ability to meet its requirements of
primary commodities from domestic resources have
been of particular importance, {or this region is the
world’s largest market for most of the primary com-
modities considered here. It is, moreover, the principal
market in nearly every case where imported com-
modities are also domestically produced in the in-
dustrial countsies. In {act, of the twenly-two primary
commodities shown in chart 3, imports of western
Europe in 1927-1929 occupied a predominant position
in world markets in sixteen cases; United States im-
ports were larger than those of western Europe only
in petroleum, natural rubber, bananas, coffee, supar
and tin. Moreover, the relative dominance of western
Europe in many world commodity markets has tended
to increase during the post-war period. Thus, in
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Table 6. Apparent Consumplion and Imports of Selected Primary Commodities® into the United States and
Western Furope, 1927-1929 to 1955-1957

Enited Slales

Western Europe

: Net imports .
(as pereendage of apparent consumplion}

Commodity Total c Totul = G . United States Western Europe
an ;:;;lt}:)r: £ mr:;sts . 4 r[::);:!-ion ¢ m;:?rsts - 1827 1947 1955 b 92?%5~
{indices, 1937-1930 = 100) 1928 {98y {957 1929 q0am 957
Commodities, world exports of
which have risen by more
than 25 per cent
Petroleum ... . B63 526 1,600 1,500 B 6 12 95 90 91
Alaminium . ... 1,348 776 - 840 1,148 ... - ... - e ..
Rubber = ... 325 126 - 356 286 100 109 100 100 100 90
Zingd | 181 393 159 82 a 24 48 70 69 63
Copper ¢. 142 252 184 183 d 24 12 97 93 9%
Barley. .. .. 160 118 2 8 33 15 15
Copra and coconut il 91 - 91 122 122 100 100 100 100 100 100
Coffee o 178 187 - 128 123 100 100 100 100 100 100
Bananas. ... 114 « 114 194 194 100 160 100 100 100 100
Cocoa.... . .. 121 121 - 151 ¥k} 100 100 100 100 100 100
Commadities, world exports of
which have risen by less than
25 per cent
N’iutton and lamb . 111 - 70 . 123 1 - e . 48 44
Lead ¢ ‘ . 107 687 - 123 116 9 48 55 81 78 77
Wheat. . .. ........ 91 54 132 75 a s o 43 28 21
Tea. .. . . 115 116 112 101 100 100 100 100 100 100
Sugar. ... ... oo 1330 0100 159 142 64 52 49 40 35 27
Wool (clean basis) . 107 . 169 105 62 62 80 83 80
Commodities, world exports of
which have declined
Jute . o 80t . 80 89 62 100 100 100 160 100 100
Tobaeeos. . . .. . 181 166 - 131 99 9 7 9 55 40 36
T .. ... ... .. T 77 97 a8 100 100 160 95 96 95
Beef and veal 222 139 - .. 69 3 2 2 e 13 10
Cotton..... ......... 138 36 99 8% 6 2 2 100 92 - 87
Maize. ... . .. ... . 87 57 118 58 " a o 71 49 37
Riee. ...... . ...... .. - 118 53 o ° 44 14 14
Sitk.. ... 12 12 18 17 100 100 106 . 51 32
ToTAL, EXCLUDING PETROLEUM 135 1173 1358 1004

Source: See chart 2,

= Arranged in descending order of magnitude of the change
in world exports between 1927-1929 and 1955-1957.

b 1948-1950 is used for European countries since data for
earlier post-war years are to a preater degree influenced by the
effects of the war,

« Congumption refers to total consumption of rubber, whereas
gross imperts refer to natursl rubber only.

4 For metals other then aluminium, data on imports refer to
net imports of metals plus ores. For sluminium, imports refer

petroleum, natural rubber and sugar, western Europe
has become the world's largest importer.

As shown in table 6, since 1927-1929 there has been
a persistent tendency in western Europe as a whole
towards inecreased self-sufficiency in many commodi-
ties.” While this trend is evident even among such
minerals as petrolenm and zine, it has been mest pro-
nounced in the case of agricultural commeodities,
notably {ood. Tncreases in relative self-sufficiency of

TIn most cases, total consumption refers to apparent con-
sumption; that is, domestic production plus imports and minus
exports. The data have been adjusted for changes in stocks
whenever avoilable.

to metal imports. Consumption data refer to primary metal.

* Net exporter.

11955.

& For weatern Europe, consumption and imports are for 1952~
1956 and 1925-1929 instead of 19551957 and 1927-1929.
However, net imports/consumption ratio is for 1955-1957.

L 19541956,
! Excluding meat.
i Excluding mineral ores.

two or more times have been achieved in such cases as
barley, wheat, maize and rice; smaller, though still
substantial incrcases, have taken place in other in-
stances, for example, in sugar, tobacco and cotton.

It can be readily seen f1om table 6 that the commaodi-
ties experiencing no lag or the smallest lag in volume of
total world trade between 1927-1929 and 1955-1957
are for the most part those for which the imports of
western Burope or the United States, or both, expanded
at relatively high 1ates. They include petroleum, a num-
ber of non-ferrous metals and rubber, whose consump-
tion, as already seen, grew comparatively rapidly in
either one or both of these industrial areas. It might
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Chart 3. Shares of Imports of United States and Western Europe in World Trade of
Selected Primary Products,” 1927-1929 and 1955-1957

{Percentage)

Aluminium Crude petroleum

Natural rubber

Nl

v
A e o o d POl &
1927, 1955-1957 1927- 19551957 1927- 1955-1957 1927 1955-1957 1927- 1955-1957
1929 1929 1929 1929 1929
Coffee Copra and Coconut oil Banenas Segar

0

Tea

Toboceo

Beef and Yeal

Share of western Eurepe

Source: United Nations Bureau of Economic Affairs. Width of
bar for 1955-1957 in relation to bar for 1927-1929 is in propor-
tion to change in quantum of world trade For aluminium and

be thought that the United States would have con-
tributed more strongly to the trends in world trade of
these commodities, since the movement towards greater
self-sufficiency in these commodities has usually been
stronger in western Europe than in the United States.
For example, United States trade in copper and zinec
metals has been strikingly transformed in the past thirty
years; mainly because of the depletion of domestic ore
deposits, the country changed from a net exporter of
these metals in 1927-1929 to a large net impotler in
post-war years. But, in fact, despite the growing self-
sufficiency, western Europe’s consumption of these
products has expanded so rapidly that its imports have
also risen at relatively higher rates than those of the
United States.

% Share of United Stafes
Z)

D Share of rest of world

petroleum (including refined products), the increases were 070
and 512 per cent respectively.

» Ratios for metals are based on imports of primary metal; for
copper and lead, imports include refined metal.

Similarly, the commodities whose volume of world
trade hos grown least over the past three decades as a
whole are those agricultural commodities for which im-
poris of the United States and western Lurope have
declined or advanced only slightly. The dominant im-
portance of western Europe in determining the course
of world trade is again evident in this group, as may be
seen {1om table 6. In a number of these commodities,
the United States is a minor importer and, notwith-
standing a considerable degree of self-sufficiency, west.
ern Europe remains the major market. Generally, there
has been but moderate growth in western European
imports of these commodities; and it is clear that the
tendency towards a relative decline in western Euzo-
pean dependence on imported supplies has been a fac-
tor inhibiting the expansion of world trade.
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This general patlern, which emerges from a review
of the period from 1927 to 1957, has been no less evi-
dent during the post-war period. Starting from the
reconstruction of war-devastated cconomies, western
Europe has experienced a rapid expansion of manufac-
turing production. Incieasingly, in the nineteen fifties,
incomes have expanded, import capacity has risen, and
restrictions on imports have been relaxed. The conse-
quent growth of effective import demand has led to
large increases in imports of primary commodities in
those instances wheie supplies responded to growing
demand; and where supply availabilities have been
limited, as for example, in cocoa, buoyant European
demand has centributed to inducing relatively large in-
creases in prices.

In view of the generally greater dependence of west-
ern Europe as compared with the United States on im.
ported supplies of primary commodities, it is natural
to expect that western Europe should play an important
role in the development of world trade in primary com-
modities. But what is so striking is the extent of its
influence. Two factors which might have suggested a
more prominent role for the United States in compari-
son to western Lurope in the case of the most expansive
commodities are its more 1apid growth in manufactur-
ing production between 1927 and 1957, and the in-
ereased relative self-sufficiency of western Europe in
many commodities. Yet so rapidly has consumption in
western Europe expanded that its imports have zisen
sharply. In the least expansive group of commodities
on the other hand, both the less rapid growth of con-
sumption in western Europe and its increased self-
sufficiency have strengthened the tendency for world
trade to stagnate.

The significant deciease in western Europe’s relative
dependence on imported supplies of primary products
has without doubt considerably intensified the effect
on primary product trade of those major developments
in the demand of industrial countries for primary prod-
ucts which were discussed earlier, The influence of the
changing pattern of industrial growth, economies in the
use of raw materials and the displacement of natural
raw materials by synthetics, together with the increased
self-sufficiency of the industrial countries, have in large
measure been responsible for the failure of primary
commodity trade to keep pace with the growth of wozld
industrial activity.

THE CHANGING PATTERN OF SUPPLY

While the volume of world trade in primary com-
modities has lagged behind the growth in world manu.
facturing production over the whole period since the
late nineteen twenties, the effect of this lag upon the
expansion in external purchasing power of the primary
producing countries has, to some extent, been alle.
viated by the rise in price of primary commodities rela-
tive to the price ol manufactures. This relalive increase

in price has been indicative of some measure of inflexi-
bility in supply conditions in relation to the growth in
demand outlined above.

Over the past thirty years, the conditions of supply
surrounding numercus primary commodities have
undergone changes hazdly less far-reaching than those
indemand. The marked expansion in the volume of trade
noted in the previous section has revealed considerable
flexibility in the adaptation of production and exports
of most primary commodities to the changing level and
pattern of demand. Nevertheless, a rise in the real
prices of primary commodities has genexrally been nec-
essary to induce the expansion in output.® While the
growth in demand has stimulated substantial new in-
vestment in many branches of primary production, the
conditions of supply have not been such as to permit
an expansion int cutpul or exports at unchanging real
prices.

This has been broadly true of the commodity groups,
such as the minerals, beverages, tobacco and eertain
non-staple foods, for which there has been a strong
growth in world demand. For example, while world pro-
duction of minerals in general has risen strongly since
1927-1929 in response to expanding world demand,
this has usually been associated with an advance in real
prices. Similarly, though the export supply of bever-
ages, tobacco and such foods as bananas and sugar has
inereased in response to rising levels of world demand,
there has been a concurrent advance in real prices.

But this has by no means been evident in all com-
modity markets where demand has risen strongly, In
aluminium and petroleum, for example, changes in sup.
ply conditions have clearly permitted substantial in-
creases in outpul or exports in response to rising de-
mand without any appreciable advance, or even with a
fall, in real price (see table 7). Further, in those mar-
kets, such as for cereals and textile fibres, which have
been characterized by the comparative stagnation of
demand, long-term changes in supply conditions have
largely served to depress real prices. Changes in supply
conditions have thus independently affected the long-
term trends in price and volume of the various primary
commodities, At the one extreme, there have been mar-
kets where the expansion in demand has been con-
fronted by relatively inflexible supply conditions and
real price has risen no less strongly than volume. At the
other extreme, there have been markets where a rela-
tively stagnant demand has been associated with dy-
namic changes in supply conditions, and real price,
rather than the volume of trade, has consequently been
depressed. The extent of the changes in supply condi-
tions surrounding individual commodities has thus had
congiderable influence upon the trends in their export
proceeds.

8 “Real prices”, as used in this section, refers to import unit
values of commodities deflated by prices of manufuctures.
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Table 7. Changes in World Exports, Real Unit Values and Production of Major Primary Commodities®

(Percentage)
Ezporls Neal unit value Produclion
From 19271929 From 1946-1948 From 19271929  From 1946~1048 From 1527-1928  From {846-1848
Hem lo 19551957 lo 19551957 to 19551557 (o 1855-18570 {o 1955-4957 fo 19551557
Petroleums. ... ... ... ... 512 145 33 2 343 90
Non-ferrous ores and metals?
Bauxite and aluminiom. . . 725 90 —26 19 850 157
Copper. v vvamvncinnannan 82 43 62 71 68 51
ZANC .« e e 75 49 32 -3 65 60
Lead... .. 21 24 67 —-17 11 53
T o e venmnnnarenaann —11 25 34 1 -3 46
Agricultural raw materials
Rubber......ocvencvans 131 42 -31 47 . 87
Jute . . e -3 141 -7 —34 26 74
Coton. ... ovveennvaunn 31 23 —6 —5 66 3
Woole. ... onininnnnan 4 10 24 55 40t 2G¢
Beverages
CoffeB. .. conineenennnn 47 21 41 104 44 29
C0C0B . . v vnennn e 34 26 44 4 57 24
4 L T 13 37 14 21 70 54
Foed
Cereals:
Barley. ....ovvvvianaans 85 187 —20 -32 135 68
Wheat. .0 oovvninnnnn- 7 37 —15 —32 54 25
Rice....covvvivnan e —38 66 29 —24 45 27
Maize . .voon i —4] 18 5 — 24 48 21
Meai:
Mutton and lamb. . .. .. 23 —16 1 49
Beefund veal . ......... —22 18 19 30
Odhers:
Bananas. . cvecniau. inn 41b 42b 118 4
Butter........counoeo s 20 54 —34 -7
SUEAr . v i e e 26 65 20 —2 50 25
Tobacco. ... oo v 51 25 31 8 124 17

Source: Statistical Office of the United Nations, Statistical
Yearbook aud Yearbook of International Trade Statistics; Metall-
esellschaft Aktiengesellschaft, Metal Statistics (Frankfurt am
Eﬂain); International Tin Study Group, Statistical Bulletin
(Hapue); United States Bureau of Mines, Minerals Yearbook
{Washington, D.C); United Kingdom Colonial Geological Sur-
veys, Statistical Summary of the Minerals Industy &endon);
United Kingdom Imperial Tnstitute, Mineral Industry of the
British Empire and Igurcign Countries {London); Organisation
for Buropean Economic Co-operation, Industrial Statistics, 1900
1957 (Paris, 1958); Leugue of Nations, Industrialization and

Foreign Trade (Geneva, 1945). .
“lﬁcports refer to actus] guantity. Real unit values refer, in

For many primary commodities, the extent Lo which
supply conditions have been adaptable to the changing
level and pattern of demand has been limited by the
availability of known and accessible natural resources.
In minerals, for example, the discovery or development
of rich, new ore deposits has been a condition of the
expansion of supplies. Similarly, in some tropical or
semi-tropical agricultural crops, increased output has
partly depended upon the availability of suitable soils
and climatic conditions in areas to which the market
economy can be extended. Wherever such natural con-
ditions have been favourable to an expansion of output,

general, to import unit values deflated by world manufacturing
unit value. However, in the case of non-ferrous metals, unit
value refers te export unit value.

b Because of lack of data, base period is generally 19471948,

® Including exports of refined products.

¢ Base periods for exports and real unit value, 1928 and 1948
respectively. Production refers to production of ores.

* On clean basis,

! Base peried, 1925-1929.

¢« Base peried, 1948.

L Referrin(;{; to quantity of total world imports.

t Obteined by means of linking two different series; may not,
therefore, be strictly comparable.

productive capacity has generally been increased
through the attraction of new investment capital. Not
all primary commodities, however, are subject to such
restrictive conditions, The acreage planted to the major
staple grain crops or to some fibres has been readily ex-
pansible in response to favourable price movements.
Further, the output of mest primary commodities has,
in varying degree, been increased through the utiliza-
tion of more capital-intensive methods or through
technical advances such as improved methods of ore
extraction or processing or the development of higher
yielding plants. In many commodities, governmental
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policies have also played an important yole in modifying
supply conditions; generally, these have been designed
to encourage the expansion of outpul bul sometimes
they have exerted a restrietive influence on the adapta-
tion of supplies to demand.

These several factors have been of widely differing
importance in shaping the changes in conditions of
supply for the various primary commodities over the
thirty years since the late nineteen twenties. In the
main, the expansion in supplies of minerals and bever-
age crops has been achieved through the development
of new sources of supply, while, in most staple foods
and textile fibres, inereases in acreage and productivity
have been the dominant features of the changes in sup-
ply conditions. Such changes have been of great im-
portance, not only hecause they have contributed to
shape the trends in volume and real price in individual

commodity markets, but also because they have olten
favoured the irends in export proceeds of new, exporl.
ing countries at the expense of the traditional sup-
pliets. But these are bioad generalizations to which, as
discussed in moie detail below, there have been {re-
quent exceplions.

Among the non-ferrous meltals, the most striking de-
velopment, as may be seen from table 7, has been the
very 1apid growth which has taken place in output of
aluminium concurrently with a decline in real price.
Technological advances within the industry have con-
tributed to the lowering in cost of aluminium, but, by
compatison with other nonderrous metals, the relative
decline in price has also been facilitated by the abun-
dance of new ore deposits. The mining of bauxite in the
ptimary producing regions has, for example, been of
fairly recent origin and, as may be seen from table 8,

Table 8. Production of Non-lerrous Ores by Regions®

{As percentage of total world production in 1927-1920)

Commodily and region

Change from
19271929 1o
10551557

19271925 1955-1957

Buauxite

World. .........

Industrial countries . . I, .
Primary producing countzies. . ... ...

Latin America
Others .
Capper
World ..
Industrial countries ‘
Pr xmnrmeduung, countries

Latin America ..
Africa
Others,
Zinc
World.

Industrial countries S
anazyﬁroducmg countries
Latin America. ... .
Africa .
Others. .

Lead
World, ... ... ‘
Tndustrial countries N
Primary producing countries. . .
Latin Xme:iczz
Oceania
Others

Tin concentrates
World . ... . ‘

Industrial countnes .

anur{ producing countries. .
Southern and south-eastern Asia .
Latin America.
Africa .
Others

100 950 850
7 271 196
25 679 654
24 600 576

1 9 78

160 168 68
62 a3 21
38 85 47
25 34 11

8 42 34
6 9 3

160 165 65
72 95 23
28 69 41
H 32 21

2 17 15
14 20 6

100 111 1
6l 47 — 14
39 63 24
17 25 8
12 19 7

9 19 i0
100 97 -3
3 3 e
97 95 —2
64 62 -2
24 17 -7
7 15 8

2 i -1

Source: Statistical Ofice of the United Nations,
Statistical Yearbook; International Tin Study Group,
Statisticnl Bulleting Metallgesellschaft Aktienpgesell-
sohaft, Metel Statistics; United Kingdom Colonial
Ccologlcu! Surveys, Statistical Summary ef the

Minerals Industry United States Bureau of Mines,
Minerals Yearbogk.

& Excluding centrally planned economies. Indus-
trial regions comprise North America, western
Europe and Japan.
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has recorded spectacular increases. Most impressive has
been the increase in Jamaican production which was
begun as recently as 1952 and which, by 1955~1957,
accounted for about one-quarter ef the world total.
Trends in supply conditions of the older non-ferrous
metals have contrasted sharply with bauxite and alu-
minium, The real prices of tin and lead, for example,
have risen strongly, although technological advances in
the more economic ulilization of these metals together
with competition from other malterials have heavily im-
paired the growth in demand. The traditional major
producers of tin have been centied in south-eastern
Asia and Lalin America, and both regions sustained
some reduction of their share of world production be-
tween 1927-1929 and 1955-1957. In Asia, this partly
reflected the effect of war devastation, while, in Latin
America, Bolivia hus suffered {rom a partial exhaustion
of deposits. To some extenl, however, the stagnation
of output in these regions has been offset by the ex-
ploitation of new deposits in Africa. The expansion in
output of other non-ferrous metals, such as copper and
zine, has been appreciably greater. But again, it has
been facilitated by the development of new sources of
supply. In particular, Africa, which is of recent origin
as a major source of non-ferrous metals, has markedly
increased its share of world production in copper and

zine as well as in tin. In copper, however, the increase
in Africa’s share of world production has not simply
reflected the partial exhaustion of older mines in other
areas. Chile, which is one of the largest producers of
copper, is siill well endowed; but heavy taxation of the
copper companies in the post-war period untii 1955 de.
terred new investment and caused output o stagnale,

The availability of suitable nalural resources has
similarly played a part in shaping the changes in supply
conditions surrcunding some beverages, particularly
cocoa. But, for the beverages, particular care must be
exercised in drawing any inference {rom a comparison
of the change between the two terminal periods 1927~
1929 and 1955-1957 in output and exports on the one
hand and real price on the other (see table 7). For, in
these commodities, the response of outpul to changes
in price generally lags by a few years, since the augmen.
tation of output depends upon the maturation of new
trees. In the middle and later years of Lhe nineteen
twenlies, for instance, coflee prices were relatively high
and this stimulated an expansion in new plantings;
when the new irees came to maturity in the nineteen
thirties, the decline in prices occasioned by the depres-
sion was seriously apgravated by over-production. A
similar pattern has been repeated in the nineteen fifties

Table 9. World Exports of Coffee, Cocoa and Bananas
{As percentage of total world exports in 1927-1929)

Commadity und country

Change from
19271529 fo
10551457

1527190 19561957

Caoffee
World ........ .
Major traditional exporters
Brazil .

Colombiz .

Other exporters
Kenya and Uganda
French West Alrica

Cocou
World o o ‘

Major traditional exporters .
Ghana
Brazil

Other exporters ... .. .. .
Nigeria and Biitish Cameroons
French West Africa .

Bananas
World .o S

Major traditional exporters
Honduras . .
British West Indies
Colombia
Costa Rica .
Guatemala
Pansma
Cuba

Other exporters
Feuados

100.0 147.1 47.1
68.6 80.8 12,2
57.9 59.8 1.9
10.7 21.0 10.3
31.4 66.3 34.9

0.8 6.5 5.7
o 7.6 7.6

100.0 143.6 136
245 655 11.0
41.6 43.8 2.2
12.9 2L.7 8.8
45.5 78.1 32.6

8.3 210 12.7
25 13.5 11.0

100.0 161.9 619
79.3 4.2 —~5.1
23.7 16.6 -T71
21.0 10.8 -~ 10.2
10.7 10.6 ~0.1

7.4 15.2 7.8
7.0 6.8 —0.2
6.0 14.2 8.2
3.5 e —-35
20.7 87.7 67.0
0.8 32.5 3.7

Seurce: League of Nutions, Statistical Yearbook;
Food aund Agriculture Organization of the United
Nations, Yearbook of Food and Agriceltural Statis-

tics {Rome); International Institute of Agriculture,
International Yearbook of Agricultural Statistics

(Rome).
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Table 10. World Production and Exports of Cereals, Sugar and Cotton®
{As percentage of total world preduction in 1927-1529)

Production Ezxporis
Change from Change from
Commodily and couniry 19274829 19551857 19271928 19971989 19554957 19871929
{0 4955-4957 to 1955~1957
Wheat
World. ................. .. .. 1000 154.2 54.2 227 24.4 1.7
Major traditional exporters. ...  54.7 58.6 3.9 214 24.9 3.5
nited States . .. .. ... . .... 280 311 3.1 3.8 11.2 T4
Cenada...... ... . ... .. 145 15.7 1.2 89 7.8 —11
Argentinn. . .. ... .. ... 7.8 7.2 —0.6 6.4 3.5 —-2.9
Australia. ... . . .. . ... 4.4 4.6 0.2 2.3 2.4 0.1
Other countries. . . ....... 453 95.6 50.3 13 —0.5 —1.8
Maize
World. . ........ .oovuenv.... 1000 147.7 471.7 9.2 5.5 —3.7
Major traditional exporters. ... 797 94.7 15.0 7.7 5.2 28
I?Jnited States. ............ 7110 87.4 164 0.6 3.5 29
Argentina. . ... ........, 6.8 3.9 —2.9 6.7 0.8 —5.9
Union of South Africa. ... .. 19 3.4 15 04 0.9 0.5
Other countries. . ........... 203 53.0 32.7 15 0.3 —12
Barley
World. . ............. . ...... 1000 235.1 135.1 10.5 19.3 8.8
Major traditional exporters. .. 354 59.0 236 7.6 15.0 7.4
ljjnited States. . .. ... ... 247 32.2 7.5 3.2 55 2.3
Capada......... .. . .. . 8.9 19.5 106 23 55 3.2
Argentina. ..... .. . ... 1.3 4.0 2.7 0.9 2.0 11
Awvstralia. . ... .. ... ... 0.5 3.3 28 1.2 2.0 0.8
Other countries. .. ... .. ... 646 176.1 1115 29 43 1.4
Rice
Word........o..oo oo 1000 145.0 45.0 8.7 54 —-33
Major traditional exporters. . . e 23.8 o " 3.6 ;

VS ¢ 1) S 7.0 .. . 2.0
Thailand ......... ... .. 48 8.2 3.4 1.5 1.6 0.1
Indo-China. ....... .. o 7.0 5.3 i L7 — —1.9
Korea................ ... 3.1 3.3 0.2 1.0 — ~1.0

Other countries. . ........ .. - 121.2 .. .. 1.8 e
Sugar
World. ... ... .. ....... .. 1000 150.9 50.9 56.0 70.4 144
Major traditional exporters. ... 27.6 33.5 5.9 249 31.1 6.2
()lubn L. 21 24.1 3.0 19.9 24.4 4.5
Philippines ... ........... 3.5 52 1.7 26 3.8 12
Puerto Rico. . ... ....... 3.0 4.2 1.2 2.4 2.9 0.5
Other countries ... ... ... 72.4 117.4 45.0 31.1 39.3 8.2
Indonesia. .. ............. 123 3.7 —8.6 10.4 0.7 —9.7
Cotton
World. . .. ... ... . . .. 1000 166.0 66.0 72,6 50.4 —22.2
Major traditional exporters ... 94.4 97.7 3.3 61.8 34.4 ~27.4

nited States . .. ... ... . 636 58.9 —4.7 41.2 220 -19.2
India and Pakistant, . .. . 214 23.0 1.6 13.1 4.3 —8.8

eypt {UAR) ... ... ... 7.0 7.4 0.4 7.0e 54 —~1.6
Brazil ... ... .. .. ... 24 8.4 6.0 0.5 2.7 22

Other countries .. ... ..., 5.6 68.3 62.7 10.8 16.0 5.2

Mexico.............. ... .. 11 95 8.4 — 8.7 8.7

Peru......... . ... ... ... 0.8 2.3 15 1.14 1.9 08
Source: Source for table 9. b Excluding trade between India and Pakistan.

s World totals exelude centraig planned countries, Countries
are arranged under esch commodity in the descending order of
their share in world preduction of that commedity in 1927-1929. 4 1927-1928 average.

¢ Excluding trade with Anglo-Egyptian Sudan.
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when the rising prices of preceding years stimulated
widespread new planting. The new trees have recently
begun to bear fruit and world coflee prices once again
have been tending to follow a cyclical downturn under
the weight of increasing supplies. Thus, supply condi-
tions, while delaying the response of production to
prices, have not limited the growth of world output.
Such conditions have, however, aflected the rate of
growth in individual producing counlries. Brazil’s share
of world exports of coffee, for example, declined from
58 per cent in 1927-1929 to 41 per cent in 1955-1957,
partly because of the exhaustion or full utilization of
climatically best-suited areas. On the other hand, the
share of other minor coffee exporters in the world mar-
ket rose sharply in the post-war years. I'or example,
new investment has resulted in a large expansion of
production in Kenya and Uganda and French West
Africa, and, consequently, these areas have emerged as
important new suppliers (see table 9).9

The limiting influence of natural conditions has been
mtore apparent in the case of cocoa. Particularly in the
post-war years, production in Ghana, which is the
world’s largest supplier of cocoa, has been adversely
affected by the extensive utilization and partial exhaus-
tion of the best-suited areas and by various pests and
diseases. This has been offset to some extent by the
development of production in new areas of other coun-
tries where, incidentally, producers have the special
advantage that their trees are young and therefore have
not only better resistance 1o pests and diseases but also
higher yields. Thus, the share of Nigeria and Irench
West Africa, tor example, in woirld cocoa exports rose
from below 11 per cent in 1927-1929 to about 24 per
cent in 1955-1957, while Ghana’s share declined dur-
ing the same period {rom 42 per cent to 31 per cent.

In contrast to most non-ferrous metals and tree
crops, the growth in world production and exports of
a number of staple foods and textile fibres since the
late nineteen twenties has served to depress their real
prices in international trade. In part, this has been an
outcome of major changes in world import demand for
these commodities. As illustrated by the giowth in
world production relative to world experls which is
shown in table 10, there has been a marked trend to-
wards greater self-sufficiency in many of these com-
modities. This has been clearly manifest in the decline
since 1927-1929 in the shares of the major exporting
countries in world production of cereals, sugar and
cotton (see table 10). At first sight, it may seem contra-
dictory that world production of such commeodities has
generally risen quite strongly although their real prices
in international trade have declined. For the output of
these commodities is {airly responsive in the short run
to changes in price, since the acreage under crop can
be readily varied. But it has te be recalled that the link

9 Needless to say, these and similar shifts were not exclusively
supply determined. For example, the growing demand for instant
coﬁge has grectly benefited the African robusta-type coffec.

between international prices and prices paid to {anmers
has been severed in many countries by means of sub-
sidies, import duties and other official devices. Thus,
under the stimulus of favourable domestic prices, the
acreage planted to crops has increased in many
countries concurrently with declines in real prices in
international trade.

However, the comparative stagnation in world im-
port demand, though accounting for the lack of growth
in volume of trade, does not fully explain the changes
it real international prices. For the conditions of sup-
ply, particularly those surrounding cereals, have also
been considerably altered by increases in productivity.
Long-term changes in yield have been at least as impor-
tant as changes in acreage in accounting for the ad-
vances in world production, Chart 4 compares the
changes in yield between 1927-1929 and 1954~1956
with the changes in output for major exporting and im-
porting producers of wheat, maize, rice and cotton. As
may be seen, the most conspicuous feature is the gen-
eral increase which has taken place in the yields of all
four commodities in exporting as well as importing
countries. For all four commodities, yields in some
countlries increased by an even larger proportion than
output, This was the case in all the major wheat-export-
ing counlries wheresubstantial inct cases in yield sufficed
to raise output in spite of declines in acreage. In wheat-
imperting countries, increases in domeslic production
were mostly the result of a combinalion of increases in
yield and expansion in acreage.

The fairly general Jopg-term 1ise in yields of field
crops in exporting as well as in importing counlries,
and in primary producing as well as in indusirial coun-
tries, was largely the result of substantial technological
improvements in agricalture associated with marked in-
creases in investment. Of particular importance have
been increased mechanization and the rapidly expand-
ing application of fertilizeis in both industrial and pri-
mary preducing couniries during recent years. As
shown in table 11, the use of tractors and major fer-
tilizers in the nineteen fifties frequently more than
doubled in the space of five years, and even the more
modest increases were in the region of at least 7 to 8
per cent per annum. It will be noted that the countiies
listed in 1able 11 are the same—with a few omissions
owing to lack of data—as these whese yields, as shown
in chart 4, had increased rather substantially.

The recent rapid advance in the use of tractors and
fertilizers in many primary producing as well as indus-
trial countsies indicates that subslantial new invest-
ment in field agriculture has taken place. Undoubtedly,
new investment has been stimulated in many countries
by the favourable prices received under governmental
programmes for agriculture. Furthermore, in some in-
stances fertilizers and farm equipment have been sub-
sidized either direclly or by means of such devices as
favourable exchange rates for imports.
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Chart 4. Indices of Production and Yield of Wheat, Maize, Rice and Cotton in Seclected Countries, 1955-1957 [
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Table 11. Indicators of Agriculiural Investment in
Certain Countries between 1950 and 1956

Pereenlage change in

Troclors Nilrogen Potask
052 $950-4952  1950-1452
to {0 . o
Country 1856 19541956 10541856
Primary producing countrics
Argentina... ... . .. .. .. 38 -7 G2
Australia . .. ... .. .. 41n 45 121
Brazil . e ks 74 198
Burma. ........ ... 806 800
India o S 121e 101 151
Mexico.. . ... ... . .. 38 572 26
Pakistan.. . ... oo 193e 271 .
Union of South Africa 964 90L 180
Industrial countries
France . . . . .. .. 139 415 41
haly....... ... .. 108 52 110
United Kingdom ., . .. 964 35 40
United States . . .. ... 13 34 33k

Sonrce: Food and Agriculiure Organization of the United
Nations, Yearbook of Food and Agricultural Statisties: Production.

= 1951-1955.

b 1949-1951 to 19353-1955.

¢ 1951-1956.

4 1950-1955.

These developments have resulted in the accumula-
tion of agricultural commodity surpluses in several
exporting countries. In the United States, of couise,
where strong support has been given to farm prices,
the problem has been particularly serious; even sub-
stantial reductions in acreage have often failed 1o offset
the sharp rise in yields. Thus, between 1954 and 1956,
stocks of wheat held by the United States Commodity
Credit Corporation were roughly equal to one year's
production and to three years’ exports; stocks of maize
in 1956 were 20 per cent of domestic production or the
equivalent of five years’ exports, while stocks of cotton
were about 45 per cent of preduction or 132 per cent
of exports. In the face of such developments in sup-
plies, real prices in international trade have inevitably
tended to be weak.

This tendency towards the accumulation of excess
exportable supplies of primary commodities has been
particularly evident in the industiially advanced
countries. In many primary producing countries, how-
ever, the expansion of exportable supplies has been
limited by greater home absorption of output as popu-
lation and per capita incomes have risen. This effect
has been conspicuous in the case of rice expoilers in
the Far East; for example, recent rice produclion in
Thailand by far exceeded pre-war levels, yet exports
have remained much lower. These developments have
contributed to the appreciable decline since 1927-1929
in the share of primary producing countiies in world
exports of some agricultural commodities such as

wheat, maize and rice. Thus, exports of wheat from
primary producing countries as a percentage of world
exports declined {rom 43 per cent in 1927-1929 to
30 per cent in 1954~1956, while exports of maize fell
from 91 to 50 per cent and of rice, from 91 1o 78
per cent.

In sum, although the supply conditions underlying
primary commodities have generally undergone con-
siderable change over the past thirty years, some degree
of inflexibility has been evident in the majority of
markets. While the encouragement given by govern-
mental policies to new investment in most cereals and
textile fibres has depressed the real prices of these
commodities in the international markets, real prices
of mest commodities for which demand has 1isen more
strongly have increased. In addition, part of such
flexibility in output or exporis as has been present has
{requently been achieved through the development of
new sources of supply, so that the traditional exporters
often have not shared fully in the upward trends in
demand for their major exports.

CHANGES IN EXTERNAL PURCHASING POWER

At the beginning of this chapter, it was observed that
the expansion of world income and outlput over the
past thirty years since the late nineteen twenties has
failed to induce a commensurate growth in the external
purchasing power of primary commodities as a whole.
But it has since been shown that the trends in demand
and supply for the individual primary commodities
have been widely different. It takes no more than a
glance at chart 5 to realize that the consequent changes
in the external purchasing power of the various eom-
modities have ranged over a very wide scale. At the
one extreme, the external purchasing power of petro-
leumn inereased between 1928 and 1955-1957 by no less
than elevenfold, while, at the other extreme, the
exteinal purchasing power of maize declined by almost
one-third.

Chart 5 clearly reveals that, as described in the pre-
ceding section, the long-term growth in world demand
for most primary commodities has been associated with
some inflexibility in supply conditiens. Thus, the
commodities whose volume of trade has increased have
generally experienced even grealer increases in ex-
ternal purchasing power; advances in real prices have
reinforced the effect of increases in velume upon
external purchasing power. This has been true ol most
of the commodities in the upper three-fifths of the
chart, such as the minerals, beverages and non-staple
foods. On the other hand, among many of the com-
modities in the lower patt of the chart, which include
most of the staple foods and textile fibres, either the
volume of trade and real prices have both fallen below
the levels of 1928 o1, il the volume of trade has in-
creased, it has been associated with a decline in real
price. In cotton, jute, maize and cheese, for example,
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Chart 5.
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the eflect of declines in the volume of trade hetween
1928 and 1955-1957 upon external purchasing power
was reinforced by falls in real prices. In wheat, barley
and beef, although the volume of t1ade was higher in
1955-1957 than in 1928, it was not matched by a
cortesponding change in external purchasing power
gince real prices had declined.

While diflering supply conditions have aflected the
relative changes in volume and real price, the changes
in external purchasing power that are shown in chart 5
have broadly reflected the trends in world consumption
of individual commodities between 1928 and 1955-
1957. Commodities in the upper part of the chart
include most of the minerals, beverages and non-staple
foods; these are the commodities for which, as indi-
cated earlier, there has heen a buoyant giowth in
world demand. On the other hand, the commodities in
the lower part of the chart, such as the staple foods
and textile fibres, which have traditionally been the
most important commodities in international trade,
have invariably suffered from the weakness of trends
in world demand. When the changes in purchasing
power of individual commodities during the post-war
period are compared with those for the period since
1928, some shifts in the relative positions of the various
commodities are evident. But, broadly, these have re-
flected the acceleration duzing the post-war period of
the changing pattern of world demand; they have not
altered the general character of the longet-run
developments.

Although between 1928 and 19551957 only about
one-fifth of the commodities actually suffered an
absolute fall in external purchasing power, the number
of commodities whose purchasing power rose at a
higher 1ate than world manufacturing production was

nol much larger. Crude petroleum, aluminium and
bauxite, copper, nickel, zine, iron ore, bananas and
wood-pulp, have composed the small group of com-
modities having such favouinble experience. Although
these commodities had accounted for only a small pro-
portion of the value of total primary trade in 1928, the
sharply 1ising trends in their external purchasing power
combined with the relative stagnation in that of many
other commodities have produeed important shifts in
the commodity composition of primary trade. And this
has caused a marked redistribution of external pur-
chasing power among the individual primary exporting
countries. As summarized in table 12, the increase in
external purchasing power of crude petroleum and
othe fuels, which constituted only 9 per cent of total
primary trade in 1928, accounted for about 37 per cent
of the tolal increase in purchasing pewer of primary
exports between 1928 and 1955-1957. Another one-
fourth of the total increase went lo exporters of ores
and metals, the share of which in total primary trade
in 1928 had been the same as fuels. Thus, these two
groups of exports together accounted for about three-
fifths of the total increase in purchasing power of
primary exports from 1928 to 1955-1957. However,
while the increase in external purchasing power of
petroleum accrued almost entirely to the primary
producing countries, both the primary producing and
the industrial countries benefited equally from the
expansion in world demand for ores and non-ferrous
metals. To a much smaller extent, exports of beverage
crops and fruits also gained. On the other hand, ex-
porters of agrieultural 1aw malerials and staple foods
suflered a marked deterioration in their relative posi-
tion. The small increase in the external purchasing
power of staple foods, moreover, acciued entirely to
industrial countiies.

Table 12.  Composition of Primary Commodity Trade and Changes between

1928 and 1955-1957 in Terms of Purchasing Power

(Percentage of total primary trade in 1928)

Change from 1388 lo 1955-1957

. Ezports from
Commodily Composition in primary Ezxporis fron

e — Total praducing indusirial

1928 1955-1957 exporis connlries couniries
Fuels. . ... ... ........ . 9 37 28 25 3

Oresandmetals. .. ... .. ... 9 27 18 9

Agricultural raw materiala. .. .. 36 417 11 12 !
Beverages and fruits .. ... ... 12 28 16 16 —
Staple foods, oils and tobacco. . . a4 37 3 — 3
Toran 100 176 76 62 14

Source: Source {or chart 5.
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The instability of world trade

INTER-WAR AND POST-WAR EXPERIENCE

The problem of the long-term lag in world trade of
primary commodities which confronts most under-
developed countries has invariably been compounded
by the problem of short-period instability. Experience
throughout the post-war years has forcibly demon-
strated that shorl-period instability in world trade of
primary commodities has persisted as a major flaw in
the {abric of the international economy. It has been
shown in the preceding section that the long-term
growth in income and outpul of the industrial countries
has not been associated with a comparable advance in
world trade of primary commodities. But it is no less
true that the great improvement since inler-war years
in the internal economic stability of the industrial
countries has not been matched by a commensurate
gain in the stability of primary commedity trade.

It is true, of course, that there has been some lessen-
ing of the short-period instability in world trade of
primary commodities since the inter-war years. In the
post-war years between 1948 and 1957, the value of
world trade in individual primary commodities fluclu-
ated, on the average, by 12 per cenl per annum, while in
the inter-war period, these fluctuations had amounted
to 17 per cent. These figures signify that—in the post-
war years, for example~the value of trade in most
commaodities could be expected Lo be some 12 per cent
greater or smaller from year to year, solely because of
short-run changes in the market situation and quite
apart from the influence of longer-run developments in
depressing or raising the trend in value over the whole
period. When it is recalled that world economic
activity in the post-war period has not suffered uny
setbacks at all comparable in magnitude to the great
depression of the early nineteen thirties or even Lo the
severe recession of 1937/38, the gain in the stability
of trade in the post-war years appears small.

This moderate improvement in the stability of trade
since the inter-war period has, moreover, by no means
been shared equally by all commodities {see table 13).
Among foodstuffs, {or example, the instability in value
of trade in grains as a whole has shown little change
from the inter-war Lo the post-war period; on the other
hand, trade in the beverages and non-staple foods has
enjoyed a considerable gain in stability. Again, among

18 Throughout this section, alt the meusures of shert-period
instability mentioned in the text or in tables have been caleulated
in the way deseribed in the souree for table 13. Tt should be
noted that the short-period fuctuations in primary commodities
which are discussed in this section differ, in principle, {rom the
fluctuations reviewed in an earlier study, Umted Nations, Insta-
bility in Export Markets of Under-developed Countries (sales num-
ber; 19521&\&1). In this earlier study, attemtion was [ocused
upon the instability in volume, price and export proceeds of the
commodities exported by individual countries. In the present
gsection, the discussion centres upon shert-period instability in
the value, volume and price of world trade in individual com.
modities.

i}

the raw materials, the value of trade in fibres has been
hardly less unstable in the post-war period than in the
inter-war years; but fluctuations in trade of the non-
ferrous metals or petroleum have appreciably dim-
inished. It will be observed that the commodity groups
which have experienced some improvement in the
stability of trade have also been those which, as noted
earlier, have been confronted with the most favourahle
long-term trends in external markets.

These short-period fluctuations in value have, of
course, been compounded of fluctuations in both
volume and price. In the post-war years, when the
short-period variations in value of trade amounted, on
the average, to 12 per cent, the volume of trade
fluctuated in the shoit period by 8 per cent while price
fluctuated by 11 per cent. This comparison of value,
volume and price indicates that the short-period
fuctuations in volume and price have by no means
always reinforced one another, but have frequently
changed in opposite directions; and the same was true
in the inter-war peried.

When the post-war fluctuations in volume and price
of primary commodities as a whole are compared with
their fluctuations in the inter-war period, one striking
similarity emerges. While the short-period instability
in prices of primary commodities as a whole amounted
to 16 per cent in the inter-war period, the instability in
volume was again 8 per cent; in other words, although
price has been less unstable in the post-war years, the
instability in volume of trade in primary commodities
as a whole has remained unchanged. Table 14 shows,
however, that this absence of change in the average
has been compounded of diverse changes in individual
commodities. Quite a number of commodities, such as
most non-ferrous metals, experienced a decline in in-
stability; and in view of the greater post-war stability
of manufacturing production in the industrial coun-
tries, this is hardly surprising. At the same time, how-
ever, there has been a considerable number of com-
modities, consisting mainly of foedstuffs and textile
fibres, whose post-war fluctuations in the volume of
trade have increased.

The explanation for these increases in instability
lies partly in the major structural changes which have
taken place in production and trade of many foodstuffs
and textile fibres since the inter-war peried. As has
been discussed in the preceding paragraphs, there has
been a considerable growth of national self-sufficiency
in many of the commedities within these groups; and,
among the textile fibres, this tendency has been
accenluated by the development of synthetic substi-
tutes. As a consequence, the volume of world trade in

1 In this section, price usually refers to world import unit

values expressed in dollars, data on export unit values not being
generutly available.
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Table 13. World Trade in Primary Commodities:* Short-Period Fluctuations in Value,
Unit Value and Volume
(Averages, 1920-1938 and 1948-1957; percentapges)

19201538 1948-1957
Commodily und commadily group
Value Unitvalue  Volume Value Unitealue  Volume
Beverages
Cocoa. ..... e 19 19 5 17 19 7
Coffee ...... ... . ... ....... 16 15 5 9 11 7
Tea........ 11 10 3 12 9 11
Average. . .. _..... . ....... 16 15 5 10 12 8
Cereals ‘
Barley. ... ... .. ... ..., 18 14 10 25 15 14
Maize. .. .. . ... ... .. .... 18 14 17 15 i3 10
Wheat. .. ... . ... .. ... 16 12 8 15 8 12
Rice....... . ... .......... 13 12 6 12 11 8
Average.. ... ... .. ... . 16 12 9 15 10 11
Non-staple foods
Butter . ... .. ... ... ....... 15 14 4 10 i 10
Beefand weal. . .. ... . ..., 15 12 7 10 8 13
Sugar.. .. ... ... ool 13 16 g 6 6 4
Cheese. ... ....... .......... 12 11 b 10 7 ki
Mutton and lamb. .. ... . . 11 9 6 14 7 10
Bananas. ... ............ ... 3 10 8 4 2 4
Average .. ... ... ... 13 14 8 7 0 6
Oils and tobaceo
Coconutoil, . ... ... .. ... . 20 18 11 17 17 10
Copra. ... ............ ... .. 19 18 8 19 16 10
Tebaceo . ... ... .. . . .. 12 g 5 G 4 6
Average . ... ... ... ... ..., 14 12 6 10 8 7
Fibres
Silk, ... 21 18 3 18 9k 1gv
Wool ...... .. ... ... . ... 19 21 8 17 17 10
Tate. ... L 18 15 13 21 16 16
Cotton. .. . . .. . .. ..., .. 15 15 5 14 13 8
Average . ......... ..... .., 17 18 7 16 15 9
Metals } . ‘
Aluminivm . ... ... L. 28 6 25 12 G 9
Tin. . ... .. 20 16 17 14 10 15
Tead .. . . L. 35 20 g 16 18 14
Copper... .. ... ... .. ....... 23 16 12 15 15 6
Zinc. . ... ... ... 23 15 13 17 18 9
Average .. ... ... ... ... 24 15 14 16 i4 9
Ores
Bauxite R, 22 8
Zine ore and concentrate . . . . . 20 5
Copper ore and concentrate . . . 20 7
Ironore.... ... ... ... .. 17 11
Tinconce_ntrate,.‘,..m.., 16 3
Other materials
Natural rubber L 33 29 13 30 25 7
Crude petrolevm ... . .. .. 18 17 7 4 5 3
Average, all groups. .. ..., ..., ... 17 16 8 12 11 ]

Source: United Nations Bureau of Economic
Affairs, based mainly on datu supplied by the Food
and Agriculture Organization eof the United Na-
tions; Statistical Office of the United Nations,
Statistical Yearbook and Yearbook of International
Trade Statistics; League of Nations, Infernational
Trade Statistics (Genove}; Orpunisation for Euro-

ean Leonomic Co-operation, Industrial Statistics,
1900-1957; Metallgesellschaflt Aktiengesellechaft,
Metal Statistics; Deutsches Institut fiir Wirtschafts-
forschung, Fierteljahrshefte zur Wirtschaftsforschung
(Berlin, %952); nited States Department of Com-
merce, Foreign Commerce Yearbook; Bureau of
Mines, Minerals Yearbook; United Kingdom Im.-
perial Institute, Mineral Industry of the British Em-
ire and Foreign Countries, .Etyatistical Summary;
nternational 'an Study Group, Statistical Bulletin,

To compute the short-period fluctuations, raw

data were first eonverted into index mumbers and

trend was eliminated by the least squares method;
the annual percentage changes in the series—with
trend eliminated—were then computed and aver-
aged. In caleulating these annual percentage
changes, the higher of cach pair of years was taken
as the denominator in order to eliminate the bias
inherent in the more conventional procedure for
caleulating such percentage changes; this method
is the same as that employed in Instability in Export
Markets of Under-developed Countries ~ {op. cit.),
which, in appendix B, contains a fuller discussion
of this procedure.

The total and group averages were obtained b
weighting the short-period fluctuations in individ-
ua] eommodities by their value in world trade in
1953

s Excluding cemtrally planned economies.

b 1948-1956.
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Table 14. World Trade in Primary Commoditics: Changes in Magnitude of Average
Short-period Fluctuations in Volume from Inter-war to Post-war Period

Difference in pereentage fluctuations

0to2 2Ltok ENiY] Gllo8 Crer 8.4
Increase in instability
Cheese Barley Butler Tea Silk
Cocoa Mutton and lamb Lead
Coffee Wheat Beef
Rice Jute
Tobzaceco Cotten
Copra
Wool
Decrease in instability
Tin metal Bananas Copper metal Maize Aluminium
Coconut oil Petroleum Iron ore Bauxite

Zine metal
Sugar

Natural rubber

Copper ore and concentrale
Tin concentrate
Zinc ore and concentrate

Source: See table 13,

many agricultural commodities has contracted in rela-
tion to world production and consumption; and the
same perceninge variations in output of these com-
modities in the major importing countries has there-
fore tended to induce larger percentage variations in
the volume of trade.* This goes some way towards
explaining why, as noted above, the instability in value
of world trade in such commedity groups as the cereals
and the fibres has not declined since the inter-war
period.

It would, however, be erroneous to suppose that the
growth in self-sufficiency or the development of
synthetic substitutes have necessarily been the only
reasons for the increases in instability in volume.
Numerous other factors, whose importance could only
be assessed by detailed commodity studies, may also
have contributed to this result. For instance, there are
doubtless some commodities for which the greater
post-war instability has been an accidental consequence
of abnormal events, such as exceptionally poor har-
vests in some years;1 the greater instability of beef,
for example, has been related mainly to the serious
post-war droughts in Argentina. It is also noteworthy
that, among a number of commedities, the practice of
holding stocks in the exporting countries has become

12 For example, i domestic output normally supplies 50 per
cent of domestic requirements, tgen a 5 per eent decline in
domestic output in any year would require a 5 per cent increase
in imports. %ut if domestic output i3 ex nm?ed refatively to
domestic consumption and normally supplies 75 per cent of
domestic requirements, then a 5 per cent decline in domesiic
outgut would require a 15 per cent increase in imports,

18 On the other hand, the rclative absence of setbacks te
production from natural events may have tended to stabilize
trade. This has probably had some bearing on the grenter post-
war stability of trade in bananas; improved control over diseases
affecting the banana plant, tegether with greater geographical
dispersion of the industry, have tended to reduce the instability
of output.

more widespread in the post-war years, largely because
of the intervention of governments in the export trade.
And, for some commodities, such as wool or rice, since
the annual exportable surplus is no longer wholly
exported, the supplies entering international markets
may vary more widely from year to year in accordance
with changes in the marketing policies of producers or
governments. 14

For these several reasons, the average short-period
fluctuations in volume of trade of primary commodities
as a whole have not been diminished in the post-war
years. The short-period instability in price, on the other
hand, has declined; and this has been true, not only of
the average instability of prices of primary commodities
as a whole, but also of most individual commodities

{see table 15),

Though the price of primary commodities as a whole
has declined in instability and velume has not, the
instability of price has nevertheless continued to be
greater than the instability of volume. This conforms
with the general impression that demand for, and
supply of, primary commedities both tend, in the short
period, to be rather insensitive to changes in price;
an inerease or decrease in demand tends to induce a

4 Wool-growers, for example, in the major exporting coun-
tries have treditionely tended to dispose of their total annual
output on the international market, withholding only negligible
amounts in the form of stocks; and wool outgut has tended to
vary less in the short period than has demand. in the post-war
Eears, however, in Argentina end Uruguay, large supplies hove

con withheld from foreign markets in some years; and this has
been reflected in wider post-war fluctuations in_the volume of
total trade, But, of course, this effect may alse have worked in
the opposite way. Among commoditics whose snnual exportable
surplus is more unstable than werld import demand, the willing-
ness of exporting countries to absorb the variations in domestic
output through holding stocks may have dampened the fluctua-
tions in volume of tra%e, This, for example, has probubly been
true of bread grains.
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Table 15. World Trade in Primary Commoditics: Changes in Magnitude of Average
Short-period Fluctuations in Unit Value from Inter-war to Post-war Period

Difference in percenlage fluctvalions

Ot 2 2t 4 4.0 fo 8 Gilo 8 Over 8.4

Increase in instability

Barley Zine

Tute
Decrease in instability

Aluminium Beef Tin metal Bananas Sugar

Cocoa Cheese Tobaeco Butter Petroleum

Copdpcr metal Coffee Silk

Lead metal Natural rubber

Muaize Wheat

Rice Wool

Tea

Mutton and lamb
Coconut oil
Copra

Cotton

Source: See tahle 13.

greater change in price than in the quantities supplied;
and conversely, for an increase or decrease in supply.
But numerous exceptions to this generalisation have
emerged in the post-war years whereas, in the inter-
war period, the exceptions were {ew. Tea, wheat, beef,
mutton, butter, bananas and tobacco have all shown
greater stability in price than in volume during the
post-war years; and among the raw materials, the same
has been notably true of aluminium and silk. This
reversal of the relative instability of volume and price
has ensued—in part, at Jeast—{rom the operation of
various special factors in each market. Beef and mutton
prices, for instance, were fixed in most post-war years
by the terms of bulk-purchase agreements between the
United Kingdom and the exporting countries; again,
wheat supplies have been rendered highly flexible by
the existence of surplus stocks in exporling countries,
and price fluctuations have been limited by the pricing
policies of the major exporters working within the
terms of the International Wheat Agreement; o1 again,
aluminium and banana prices have been administered
by a few large concerns in each industiy. The effect of
such circumstances upon the relative fluctuations in
price and volume within each maiket demonstrates
that the link between price and volume of primary
commodities in international lrade is often complex
and indirect; it cannot be safely assumed that, because
output of primary commodities in the short period
tends to be insensitive to changes in prices, the price
of commodities in international trade will therefore
invariably tend to fluctuate more widely than volume.

It is clear from this review of the changes in in-
stability of primary commedily trade between the inter-
war and post-war periods that the decline in instability
has heen small in comparison with the great gain in
the internal economic stability of industrial countries.

Not all commodity groups, moreover, have shared in
the lessening of instability. Although prices have
genetally been less unstable, the instability in the
volume of trade in numerous commodities has in-
creased. This has partly reflected the influence of
structural changes in world production and trade, such
as the growth of national self-sufficiency; but institu-
tional changes in individual markets may also have
played some part. Institutional changes have more
clearly moderated the volatile movements in prices of
some commodities.

THE MAIN SOURCES OF INSTABILITY

The preceding paragraphs have given some indica-
tion of the dimensions of the short-period instabilivy
experienced in the various international markets for
primary commodities. Only a detailed study of each
commodity market could reveal all the forees which
have accounted f{or the instability of trade. But the
main f{orces which have generated the Huctuations,
and some of the subsidiary factors which have accentu-
ated or dampened these fluctuations, may be briefly
discussed.

The main sources of instability in trade of primary
commodities are well known. Of great importance is
the influence exerted on primary markets by the
cyclical Auctuations in income and output of industrial
countries. Superimposed upon these cyclical move-
ments are the sporadic shocks to the economic system
released by such political events as the outbreak of
hostilities in Korea or the Suez crisis. In circumstances
of this nature and in other situations, the fear of future
shortages may provoke an outburst of speculative
activity that impinges sharply on trade in primary
commodities. Other iiregular dislurbances to trade




Cuapter 1. 'TRENDS AND FLUCTUATIONS IN WORLDP TRADE OF PRIMARY COMMODITIES 43

may also atise {rom changes in specific governmental
policies, such as those relating to sirategic stockpiling
or surplus disposal programmes.

Supplementing, and olten interrelated with, these
sources of instability in demand are the disturbances
emanating from changes in the supply situation. Obvi-
ously, suseeptibility Lo climatic conditions and other
natural events inject a large clement of instability into
output of agricultural commodities; droughts, floods,
diseases and other natural calamities can play havoc
with the output of a crop in one year, while favourable
weather conditions can bring forth an over-abundant
supply in the next. Moreover, in many primary com-
modities, the productive structure is composed of a
multiplicity of small-scale produceis or peasants
whose decisions to produce—which have to be made
long in advance of sales—are often based on scant
knowledze about actual or prospective market condi-
tions and tend to be guided by past, nol prospective,
prices. This may give rise to the familiar seesaw pattern
of behaviour between production and prices—pro-
ducers react to high prices in one period by over-
producing in the subsequent period, whereupon prices
fall and producers react by under-producing in the
next period, whereupon prices rise, and so on.

While these several, prineipal souices of instability
have all, [rom time to time, exerted some inlluence
upon trade of the various commodities, it is usually
supposed that the cyclical fluctuations in income and
output of the industrial countiies have assumed a
dominant role. This impression doubtess draws much
of its strength {rom experience in the inter-war petiod
when the very large fluctuations in industrial activity
certainly had considerable impact upon the stability of
trade in almost ail commodities. In the more bueyant
economic conditions of the post-war years, however,
when the fluctuations in industrial activity have as-
sumed much smaller dimensions, the influence of
supply conditions upon the short-peried variations in
price and volume of trade have become much more
readily apparent. This conclusion emerges from the
data illustrated in chait 6, whete the short-period
variations in volume and price of individual com-
modities have been related to the dominant lactor
initiating these variations; unstable supply conditions,
{or instance, obliude quite clearly as the principal
source of instability in trade of foodstulls and alse, to
a considerable degiee, in tiade of textile libres.

Among most foodstufls, trade generally serves as a
supplement to domestic production and it has therelore
tended to be sensitive to variations in the level of
domeslic outpul in the importing countiies. By com-
parison with the fluctuations in domestic output in-
duced by the vagaries ol the weather and other causes,
final demand has tended Lo be faitly stable, at least in
the pest-war years. At the same time, large stocks ol
the principal foodstulls, such as the cereals, have heen

held in the exporling countries and this has permitted
some flexibility in exported supplies.s Thus, the
volume of trade has tended to vary inversely with out-
put in the importing countries. As regards the short-
period variations in price, it might seem reasonable to
suppose that the instability of output in the exporting
countries could have exerted as much destabilizing
influence as the instability of outpul in the imperting
countries. In practice, however, among some of the
major staple foodstulls, a lower limit to price has been
set by domestic price-support schemes, or by inler-
national commodity agreements, and excess supplies
have been withheld from the market.

Some {oodstufls, such as the beverages, are, of
course, not preduced in the importing countries, and
their volume and price have therelore tended to
fluctuate in response to other factors. Where large
stocks are held in the exporting countries as, for
example, in the case of coflee, variations in the volume
of trade have tended to reflect changes in demand in
the importing eountries. But, again, as demand in the
short period has tended Lo be more stable than output,
the varialions in price have primazily reflected the in-
stability of outpul. In some other foodstufls not pre-
duced in the importing countiies, only negligible stocks
are held in the exporting countiies, either for institu-
tional or physical reasons; cocoa beans, for example,
deteriorate if stored in hot climates. The whole of the
annual exportable supply is therefore currently shipped
abroad; and, in these instances, the shoit-period vari-
ations in both velume and price have largely reflected
the variations in outpul in the exporling countries,

By comparison with foodstulls, world demand for
textile fibres has tended to exhibit a more pronounced
and distinctive eyclical pattern, though the fluctuations
in activity of the textile industries in importing
countyies have not always conformed closely with the
cycles in general industiial aetivily, Large stocks of
cotton have been held in the major exporting ecunlries
and the volume of trade has been adjustable to varia-
tions in the fevel of demand. To some extenl, the same
has been true of the other principal fibies, at least in
the post-war years. Laige stocks of wool, for instance,
have been accumulated by Argentina and Uruguay in
some posl-war  years, and, as a consequence, the
volume of trade has tended to vary with demand in the
imposting countries.

Prices of such filies as colton and jute, however,
have generally fluctuated no less because of the insta-
bility of output than because of the instability of
demand. Cotlon prices, {or example—as may be scen
from chart 6, have tended to 1ise and {all, not simply
when world consumption has increased or decreased,

15 Supplies of individual cercals have, of course, been iimited
in some years by low levels of vulput in the exporting countries
bat, since the individual cereals can, to a considerable extent,

be substituted for one another, supplies of cereals ag a whole
have been more flexible than supplies of individual cereals.
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Chart 6. Short-period Fluctuations in Quantum, Price and Related Variables of Major Primary Commodities

{Vertical axis: per cent of trend)
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Legend to chart 6

All cereals

Q= Cereal production in major ceres] importing countries: Burope (excluding Soviet Union) and Japan in the inter-war period;
Europe, Japan, India and Pakistan in the post-war period

q; = Worid trade in wheat

@z = World trade in barley

g3 =World trade in maize

G+=World trade in rice

Beef and veal
0 =Production of beefl and veal in Argentina

Murton and lamb
C =Consumption of mutten and lamb in United Kingdom

Sugar

C # Pre.wer: consumption in United Kingdom and United States; post-war: consumption in Denmark, France, Netherlands, United
Kingdom and United States
§ == Pre-war: ratio of index of Cuban stocks to consumi)!.ion in United Kingdom and United States; post-war: ratio of stocks in major
experting countries (Austrelia, Cuba, Dominican Republic and Peru) to consumption in maojor eane sugar importing countries
{Denmark, France, Netherlands, United Kingdom and United Siates)
Coffee
C =Consumption in United Kingdom and United States
S = Ratio of index of stocks in Brazil to index of consumption in United Kingdom and United States
Cocon
0 = World production
5 == Ratio of index of stocks to index of consumption in United Kingdom and United States

Tea

0 = World production

S = Ratio of index of stocks 1o index of consumption in United Kingdom
Copra and coconut oil

q1= World trade in coprs (net)
pr = Pre-war: export unit value of Ceylon, Indonesia, New Guinea and Philippines; post-war: import unit value of United Kingdom
and United States
0, =Production of copra in exporting countries {pre-war figures not availabie)
gz = World trade in covonut o
2= Import unit value of United States
8:=Pr0duelion of coconut oil in Ceylon, Malaya and Philippines

Cotton

C=World mill consumption excluding United States
S=Ratio of index of stoeks in major exporting countries o consumption in major importing countries {in the pre-war years stocks
refer to total world visible stocks)

Sitk:

€ =Pre-war: textile production in United States; post-war: consumption in major importing countries
5 ==Ratio of index of world stecks 10 consumption

Wool
0 =Produetion in five major su?plying countries
q/0 =Ratio of world trade in wool 1o textile production in OEEC countries and United States
Jute

C=World consumption of jute
8 =Ratio ol stocks in Pakistan to world production of jute manufaetures

Rubber

C=World absorption of ratural rubbe:
§=Pre-war: ratio of index of stocks in Brazil, Singapore, United Kingdom, United States and afloat, to index of world abserption
of natura] rubber; post-war: world stocks

Crude petrolenm

C=Index of world manufacturing production (excluding Soviet Union)

Aluminium

1= World trade in aluminium

O =1Index of output of metal products in western Europe and United States
p =Import unit value of alumininm of Urited States and western Europe
qu=World trade in bauxite

O:=Production of sluminium in western Furope and United States

{continieed on following page)
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but when supplies in the exporting countries—as
measured by the level of stocks—have fallen or zisen
relatively to consumption. This, at least, was largely
true in the inter-war and early post-war yeais; but in
more recent years, as will be discussed later, the in-
fluence of the instabilily in cotton output upon prices
has been heavily modified by the 1ole of the United
States Government in the cotton market. Jute prices
have similatly been greatly influenced by the extieme
instability of jute production. Oulput of wool in the
shoit period, on the other hand, has tended to be
relatively stable, at least in the post-war years, and
wool prices have accordingly been more strongly in-
Auenced by the Huctuations in demand.

It has been among the raw materials other than
textile fibres, however, that the shoit-period fHuctua-
tions in both volume and price have been most clearly
dominated by the cyclical pattern of economic activity
in industrial countries. Chart 6 illustzates that varia-
tions in both velume and price of world trade in the
various ores and metals have, for instance, corre-
sponded closely to the changing level of output of the
metal products industry in the United States and
western Europe. This was especially evident in the
inter-war period, though consumption of each metal
did not, of course, always move exactly in line with
output of the metal products industiy as a whole. In
the post-war years, the relationship has the appearance
of being much looser. But this was mainly because of
exceptional circumstances that arose during and after
the Korean conflict. At the outbreak of hostilities, a
powerful upsurge in speculative aetivity swept the
metals markets, and this was reinforced by the accelera-
tion of governmental purchases for strategic stock-
piles. In 1951, however, various governmental meas-
ures were adopted to limit demand for the non-ferrous

metals—as well as for other raw materials—in order to
modezate the advance in prices and assure supplies for
essential uses. At the same time, purchases for strategie
stockpiles fell heavily. As a consequence, woild trade
in the non-ferrous metals dropped steeply. In 1952,
however, when many of these controls weie dismantled
and purchases for strategic stockpiles reached their
post-war peak, tiade recovered as steeply as it had
fallen. Trade again declined in 1953, partly because the
rate of stockpiling had slackened. In more recent years,
however, both volume and price have again tended to
follow the Huctuations of activity in industrial
countries,

When the principal souzces of instability in trade of
all classes of primary commodities are considered
together, it becomes evident that the instability perx-
vading supply conditions has generally been of greatex
importance than is commonly assumed. In only a
minority of primary commodities, particularly the
mineral raw materials, have cyclical variations in
demand within the industrial countries dominated the
pattern of short-period fluctuations in both velume
and price. The hehaviour of prices and volume of trade
of most foodstufls, and of prices—though not of
volume of trade—of textile fibres, has been heavily
influenced by the instability of supply conditions and
has not conformed to any systematic, cyclical pattern.

THE MAGNITUDE OF INSTABILITY IN VOLUME

As suggested above, the short-period instability in
the volume of tiade of most primary commodities has
been largely induced by either of two factors. Among
most raw materials, the variations in volume have
mainly responded to the eyclical variations int income
and consumption, while, among many foodstuffs, they

Legend to chart § {continued)

Copper

1=Warld trade in copper metal
3;=~Int§ex of output o?

metal products in western Furope and United States

=Tmport unit value of copper metal of United States and western Europe

p :
gamWDrld trade in copper ore and concentrates

a2 ==Production of copper metal {primary) in western Europe and United States

Lead

O =Index of output of meta] products in western Europe and United Statos

Tin
qi = World trade in tin metal

O1=Index of vutput of metal preducts in western Europe and United States
=Import unit velue of tin metal of United States and western Lurope

qa== World trade in tin ore snd concentrates

Oy = Production of tin metal {primary) in western Europe and United States

Zine

SLMWOrId trade in zinc meta

1=Index of output of metal products in western Europo and United States
p =Import unit value of tin metul of United States and western Europe

qz= World trade in zinc metal and concentrates

0= Production of zinc metal {primary) in western Europe and United States

Iron ore
O =Production of crude steel in western Europe
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have primarily reflected the iustability in competing
domestic oulput of the importing countries. It might
therefore be thought that the actual magnitude of the
short-period variations in volume of trade would be
related quite simply to the magnitude of variations in
consumption of raw materials or to the magnitude of
variations in competing domestic output of foodstufls.
In fact, however, the channels through which fluctua-
tions in consumption or demestic output affect the
magnitude of fluctuations in volume of trade, are less
direct. For the volume of imports of both foedstuils
and raw materfals is also influenced by changes in the
level of stocks in the imporling countiries; and, more-

over, many raw malerials, no less than many foodstuffs,
are also produced in the importing couniries. The
magnitude of fluctuations in the volume of trade may
thus be significantly modified by the behaviour of
these factors.

Some indication of the influence of domestic output
on the instability of impozrts can be gleaned from table
16, where the short-period fluctuations in domestic
production and consumption are compared with the
Huctuations in supplies of certain commodities im-
ported into the United States, the United Kingdom and
western Lurope.

Table 16. United States, United Kingdom and Western Furope: Short-period Flactua-
tions in Import Volume, Domestic Consumption and Production, 1948--1957 and Import
Volume as Percentage of Domestic Consumption, 1953-1956; Selected Commodities

{Annual averages; percentages)

Fmpor! volume as

Tmport Domestie Domestic percentage of dormestic
Area and commodity volame consumjfrlion produclion consumplion
United States
Alaminiom .. . ... ... ... 27 12 7 13
Lead, vefined pig. ... ........... .. 20 13 5 35
Tin, refined pig. .. ... ........... 25 15 13 130
Wool... ........ . .. . ... 21 15 4 62
Zing,slab ... . .. .. ... ... 20 14 4 20
Copper, ore and concentrates . .. ... 18 G g 10v
Copper, unrefinede. . .. .. ... . .. 12 18¢
Copper, refined ... ... ..... ..., . 14 11 9 17
Zinc, ore and concentates .. .. .... 9 4 7 45
Rubbere. .. .. ............ . ...... & 9 18 36
Petroleum, crude . o 6 4 5 12
Tobacco i 3 2 7 9
Sugar.. ..., 3 gt 45
United Kingdom
Lead, refined .................... 22 10 13 73
Zine,slab .. ...... ... ........ 19 12 6 62
Copper, refined...... ............. 8 11 8 B8
Western Europe
SUgAr.. . s weae .. 18 4 10 27
Tobacco. ............c.ooov ... 12 1 7 36
Wool ... ..o i e, 12 7 2 80
Grafng. .o i v ee s 1 4 30

Source: United States: Department of Commerce,

Business Statistics, 1957 and Statistical Abstracts of

the United States, 1950, 1954 and 1958 (Washing.
ton, D.C}; United Kingdem: Central Stalistical
Office, Annual Abstract of Statistics (London); and
other publications listed under source for teble 13.
Tor the United States and the United Kingdom,
datu refler to retained imporis; for western Europe,
imports net of exports. Enr description of method
used to compute the short-peried fluctuations, see
source for table 13, For certain commodities, the

The data reveal quite clearly that domestic produe-
tion of most raw materials has tended to be more
stable than either domestic consumption or imports.
The explanation lies partly in the supplementary role
played by imports. When domestic consumption rises,

gercentnges in the lest column refer, not to 1953~
956, but to iater time periods.

* Refinery production.

b Ag percentage of smeller production.

= Including ore and concentrates, regulus, blis-
ter, ote.

4 As percentage of refinery preduction,

© Including symthetic and recleimed rubber.

t Ineluding production in offshore territories.

& Gross imports

it may [irst be met by an expansion in domestic produc-
tion, but as domestic output reaches the limits set by
produclive eapacity, impozts tise sharply. Conversely,
when domestic consumption declines, imported sup-
plies, 1ather than domeslic production, sustain the
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larger reductions. In the post-war years, however,
particularly among certain non-ferrous metals im-
ported inte the United States, the greater instability of
imports was considerably magnified by the exceptional
events associated with the Korean period. Demand
appreciably exceeded normal industrial requirements
in certain years hecause of the large stockpiling pro-
grammes; further, in 1951, controls were imposed on
supplies of certain raw materials for a short period.
The brunt of these exceptional variations in market
conditions was borne by imported supplies, greatly
magnifying their instability. In more recent years, the
instability of imperts of non-ferrous metals relative to
domestic production or consumption has been much
smaller.

It must not, however, he supposed that imported
supplies of all raw materials have invariably tended to
gerve a supplementary role. In some instances, imports
have tended to compete with domestic production
rather than to supplement it,1¢ In the United States, for
example, the output of domestic, high-cost producers of
coppet and zine ores and concentrales has tended to be
sensitive to the variations in world prices; when world
prices have fallen, the propertion of foreign to do-
mestic ores and concentrates utilized in domestic
smelter production has tended to rise, A more extreme

instance is provided by United States imports of

natural rubber, which have been considerably influ.
enced by changes in the relative prices of imported and
domestic supplies. Natural rubber prices have oscillated
widely as total demand for all kinds of rubber has tisen
and fallen. But synthetic rubber prices have remained
very stable. There has consequently been some tend-
ency among manufacturers to substitute synthetic for
natural rubber in periods of rising demand, and con-
versely in periods of falling demand. This has tended
to stabilize consumption and imports of natural rubber
by comparison with consumption and domestic output
of synthetic rubber.

Among most foodstuffs, the relationship between the
magnitude of fluctuations in imports and in doemestic
output has been simpler, having largely conformed to
the mechanism described in earlier paragraphs. While
domestic consumplion has generally been relatively
stable, domestic preduction, being subject lo the
vagaries of climate and other eauses of instability in
output, has tended to Huctuate quite widely. The vari-
ations in impoits, however, have generally been even
greater, since domestic production has accounted for
the major portion of total domestic 1equitements. For
example, while the production of grains in western
Europe has undergone short-period variations of about
4 per cenl per annum in the post-war years, the volume
of imports has varied by 7 per cent; for, in recent years

16 For {urther discussion of this point, in relation to United
States imports during the recent recession, see chapter § and

United Nations, Commodity Survey, 1958 {(sales number:
59.11.10.1}, page 13.

at least, imports have averaged only about one-third
of domestic output.

In both foodstufls and raw materials, the magnitude
of the variations in volume of trade has also been
aflected by changes in the level of stocks in the import-
ing countries. Passing reference has already been made
to the influence of governmental stiategic stockpiling
upon the stahility of trade,!’ but, for mast primary com-
modities, the changes in commercial stocks have been
of greater absolute importance.

Changes in the level of stocks in the importing
countiies have very probably played some part in
accounting for the grealer instability in the volume of
trade as compared with consumption. The evidence
here is, however, much less conclusive and it cannot
simply be assumed that changes in the level of stocks
in the importing countries have invariably exerted a
destabilizing influence on the volume of woild trade.
At first sight, it might appear that changes in the level
of stocks in the importing countries would normally
tend to reinforce the eflect of changes in consumption
upon the volume of imports; as consumption declined,
the level of stocks would be allowed to run down and
as consumption increased, the level of stocks would be
raised. The changes in stocks would thus tend to
magnify the effects of changes in consumption upon
manufacturers’ demand for primary commodities. In
fact, however, this simple mechanism cannot provide
meore than a partial explanation of the actual changes
in stocks. Of course, data on stocks are very incom-
plete, but if the changes in the level of total stocks in
the importing countries of the various commodities
shown in table 17 are compared with the changes in
consumption in these countries, it is found that stocks
frequently moved in the opposite direction to con-
sumption. Part of the explanation lies in the fact that
stocks of imported commodities cannet be quickly
replenished, simply because of the great distances that
separate the producers and the manufacturers, When
consumption of any commodily increases in any year,
it is initially through the drawing down of stocks that
increased supplies are obtained; if the inerease in con-
sumplion is sustained, increased orders will be placed
with suppliers, but some considerable time may elapse
before shipments take place and stocks are finally re-
plenished. This is particularly true of agricultural
commodities whose supplies often cannot be increased
until the next erop year.

But in addition to these lags in the movemen! of
stocks in relation lo consumption, stocks may also vary
because of changing expectations about luture prices.
The prospect of excellent harvests, for instance, may
induce importers to let their stocks run down in the
expectation of lower prices. The decline in importing

17 The effect that strategic stockpiling has had upon trade in
rimary commodities is discussed at some length in Commodity
urvey, 1958, pages 26 to 32,
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countries’ coffee and cotton stocks to lower levels in
1955 and subsequent years, for example, was probably
related to the accumulation of heavy stocks of these
commodities in the principal exporting countries.
Because of these heavy stocks, and in view of the
policy of the United States Government with respect
to the pricing of cotton exports, it seems probable that
importers allowed their stocks to decline in the expec-
tation of lower international prices.

In sum, no simple conclusion can be drawn about
the influence of changes in commercial stocks on the
volume of trade. While the behaviour of stocks has
certainly magnified the fluctuations in volume of trade
in some years, in other years changes in stocks may
have served to moderate the impaet of changes in
consumption on trade.

INSTITUTIONAL FACTORS AFFECTING FLUCTUATIONS
IN PRICE

Fluctuations in prices of individual commodities
have differed no less widely than those in the volume
of trade. Even within similar groups of commodities,
such as the fibres or the non-ferrous metals, there have
been wide differences in the behaviour of prices. For
actual supply conditions in some of these markets have
been distinctively different from conditions in adjacent
markets; and the differences have, to a large extent,
been due to institutional factors. Such institutional
factors as control over the output of an industry by a
few concerns or governmental intervention in com-
modity markets, although only one element in the
explanation of differential price instability among
primary commodities in general, have been of major
importance in accounting for the differences in insta-
bility among similar groups of commodities.

An outstanding example of the influence of institu-
tional factors on price stability is provided by a com-
parison of the natural and synthetic rubber markets.
Thus, among all the commodities shown in table 13,
the widest oscillations in price have been experienced
by natural rubber. The demand for rubber tends to be
very sensitive to the cyclical variations in industrial
activity; and, since the cost of crude rubber constitutes
a very small proportion of the total cost of the manu-
factured products for which it is mainly utilized,
demand tends to be highly insensitive to changes in
price. At the same time, the technical conditions
surrounding the supply of natural rubber militate
against any substantial increase in output whenever
demand is advancing strongly. But it is striking that,
while, in these eonditions, natural rubber prices have
been extremely volatile, synthetic rubber prices have
been extremely stable. It should therefore be clear that
the factors just mentioned do not fully explain the
instability of natural rubber prices. It is true, of course,
that the technical conditions of supply in the synthetic
rubber industry permit considerable short-period flexi-

bility of output, unless—as has happened in some
post-war years--capacily in the industry has already
reached the point of full utilization. What appears
more important, however, is the great difference in the
organisation of the synthetic and natural rubber indus-
tries. The synthetic rubber industry, on the one hand,
is concentrated in the hands of a relatively small group
of concerns, operating mainly in the United States;is
and the price of synthetic rubber is administiatively
determined. The natural rubber industry, on the other
hand, consists of a multiplicity of estate and peasant
producers, each of whom sells his output at whatever
price it can fetch on the market. Although price may
fall well below total costs of production, producers
may nevertheless maintain their output; for, so long as
price is above such variable costs of production as
wages and the costs of transportation to the market, it
will partly defray the overhead costs which have to be
borne 1egardless of the level of current output. The
highly competitive nature of the industry may thus bhe
instrumental in inducing fluctuations in price that bear
little relation to changes in average umit costs of
production.

This contrast between the supply conditions sur-
rounding natural and synthetic rubber illustrates the
influence that institutional circumstances may have
upon the magnitude of price fluctuations. Such circum-
stances have also considerably modified price fluctua-
tions in certain other primary commodity markets.
Aluminium and petroleum prices, for example, are
formed in a manner similar to prices in the synthetic
rubber industry.

In the markets for most agricultural commodities,
however, control over output by a few large producers
is virtually unknown, But, in some of these commodi-
ties, the structure of the market has been considerably
modified by the intervention of governments; and this
has also aflected the fluctuations in prices.

The cotton market provides one of the best known
instances of the eflect that governmental intervention
may have in modifying fluctuations in price. As a
principal supplier of cotton in world maikets, the
United States has exerted considerable influence on
world cotton prices through its price-support scheme.
The minimum prices set by the United States Govern-
ment for domestic cotton have provided a floor for
world cotton prices. This has not, of course, prevented
fluctuations in woild colton prices above the minimum
levels. In the eaily post-war years and during the
Korean period, when world demand was strong in
relation to supplies, cotton prices did change appreci-

18 The synthetic rubber industry in the United States was
owned and operated by the Government, through the apency
of the Reconstruction Finance Corporation, until 1954. When
transfer to private hands was nepotiated, twenty-seven plants
were in existence; but since the transfer there have been sub.
stantial additions to capacity.
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ably from year to year.!® But since the Korean period,
world cotton supplies have been continuously in excess
of world demand because of the heavy stocks accumu-
lated by the United States under its price-support
scheme. World cotton prices have accordingly been
predominantly determined by the policy of the United
States Government with regard to the prices at which
it stands prepared to buy domestic cotton or to sell its
cotton stocks in export markets. Prices have, in fact,
been very stable since 1953, tending to decline after
1956 when the United States Government made some
downward adjustments in its export prices.

Some influence has similarly been exerted by the
Japanese Government in moderating fluctuations in
world silk prices. In the early nineteen fifties, the
enactment of a price stabilization law permitted the
establishment of maximum prices for silk. At first,
however, the law was only partially successful. But it
was later amended and the official agency associated
with its implementation was empowered to buy and
sell stocks. In recent years, the official agency has ad-
justed its buying and selling policy to moderate the
effect of short-run changes and demand and supply
upon market price, and prices have fluctuated within a
range set by the official maximum and minimum prices.

The influence of such governmental policies upon

prices, together with the influence of such inter-
governmental arrangements as the various interna-
tional commedity agreements, are discussed at some
length in chapters 2 and 3. It need only be observed
here that governmental actions have modified the
fluctuations in international prices of only a small
group of primary commodities. Prices of a few other
commoditics have been subject to administrative deter-
mination by the industiies concerned. But, for most
primary commodities, the magnitude of fluctuations in
international prices has continued to he determined
almost entirely by the conditions ruling in private,
competitive markets. In these markets, demand has
generally tended to be insensitive to changes in price.
At the same time, the adaptation of current output or
supplies to current levels of demand at relatively stable
prices has been rendered extremely difficult by the
highly competitive structure of production and, among
agricultural commodities, by the dependence of output
on weather conditions and other natural events.
IFurther, prospective supplies in most commodity
markets have been shrouded in uncertainty and, to-
gether with the uncertainty concerning prospective
demand, this has rendered prices prone to sudden
waves of speculative activity. In these circumstances,
prices of most primary commodities have been subject
to wide short-period fluctuations.

Significance of the commodity problem for the primary producing countries

LonG-TERM TRENDS

Export earnings of the primary producing countries
have commonly assumed major imporiance in setting
the pace of their internal economic growth. In many
under-developed countries domestic income and output
have hardly sufficed to sustain subsistence levels of
living; low rates of saving and investment have re-
stricted the growth of domestic demand, and the slug-
gish expansion in demand has offered little inducement
to invest. In these circumstances, rising foreign
demand for the output of the export sector has
generated expansionary impulses which have stimu-
lated growth in the domestic sectors of the economy.
In the post-war years, of cowse, the process of
cumulative growth in many primary producing coun-
tries has developed its own momentum or has been
strongly impelled {orward by the deleimined actions of
governments. The foreign trade sector has nonethe-
less lost little of its crucial importance; for the rate of
capital formation in these countries has continued Lo
depend heavily upon their ability to import supplies
of capital equipment.

The pace of domestic growth in the economies of
individual primary producing countries has thus been
closely bound up with the trends in their external
markets. Lack of data makes it impossible to express

this relationship in quantitative terms for the whole
period from the late nineleen twenties to the present.
But, in chart 7, the growth in the export sectors of
individual countries since 1950 is compared with the
growth in their economies as a whole; and the close
relationship which is apparent clearly demonstiates the
dominant role that the export sector has played in
determining the rate of growth in the internal economy.
Countries enjoying a high rate of internal growth have
generally experienced favourable trends in foreign
demand for their exports, while countries which have
been faced with comparative stagnation of their ex-
ternal markets have frequently suffered from relatively
slow internal economic expansion. Undoubtedly, other
factors have also shaped the pace of economic growth
in the various primary producing countries, but the
influence of the trends in export markets has com-
monly been dominant.?0 It is therefore evident that the
long-term commodily problem constitutes a crucial
element in the larger problem of the economic develop-
ment of primary producing countries.

1 1n 1951, the United States, however, nlso set a maximum
price {or cotton, which probably limited the advanee in world
prices.

201t should be pointed out that the exceptionally high rates
of growth of exports in Greece and Israel have reflected mainly
the post-war recovery of production. In the case of Rhodesia

and Nyasaland and Venezuela, foreign investment has been very
important in necelerating their total growth in relation to exports.
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Chart 7. Primary Producing Countries: Relationship between Real Exports and Real Product,
1950-1951 to 1956-1957"
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Sonrce: United Nations Burecau of Economic Affairs, based on
national sources.

» For Australia and Burma the period is 1946/50-1950/51 to
1955 /561956 /57; for Hondures, Iraq, Panama, Peru and Tur-
key, 1950-1951 to 1955-1956; for Indis, 1950/51-1951/52 to
1055 /56-1956/57; for Morocee, 1951-1052 ta 1955-1956; for
New Zealand, 1950/51-1951/52 to 1956/57-1957/68; for Frini-

Few countries, of course, are exclusively dependent
upon exports of a single commadity, and it is to be ex-
pected that the trends in their total external purchasing
power would difler from the trends in their major ex-
port commodities. On the whole, as may be seen from
table 18, 1ates of growth in purchasing power have
tended to vary somewhat less ameong the groups of
expoi ting countries than among the commodity groups.
For example, the purchasing power of the major
exporters of food and tobacco incieased hy about one-
Afth hetween 1928 and the mid-nineteen fflies,
although there was virtually no change in the purchas-
ing power of food and tobacco exports. The purchasing
power of rubber exporters, on the other hand, has not
expanded commensuralely with the purchasing power
of rubber, for the slower growth in export proceeds of
tin has depressed tolal proceeds of these countsies.
Such differences belween the growth in major exports
and in the export proceeds of major expoiling countiies
have not, however, significantly altered the relalive
positions of the country and commedily groups.

180

120 200 210 220 230 240

dad and TFobago, 1951-1952 to 1956-1957; for the Union of
South Afrien, 1950-1951 to 1953-1954,

Real product refors 10 gross domestic product in Brazil, Burma,
Chile, Colombis, Mexico and Peru; net national product in
India; national income at faetor cost in Iraq; and gross national
product in all other countries. Export data for fsrael include
service items.

Broadly, then, the experience of the major groups of
countries has reflected the long-term changes in the
pattern of demand in the industrial countries. Only the
pelroleum exporting group has been favoured with an
advance in external purchasing power that has sur-
passed the growth of world manufacturing preduction.
The exporters of other minerals and beverage crops
have {ared less well, while exporters of staple foods
and textile fibres have been confronted with serious
lags in their external purchasing power.

In contrast 1o the insensitivity of primary commodity
expoits to the growth of income in the industrial
countries, the imports of primary producing countries
have tended to be highly responsive to their domestic
economic growth; and the internal growth of the
primary producing countties during the past thirty
years has invariably resulted in a rising trend of im-
ports. While among the various groups of eountries the
trend in imports has been [undamentally determined
by the advances in external purchasing power, the
volume of imports, as shown in table 18, has generally
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Table 18.  Primary Producing Countries: Purchasing Power of Exports®
and Import Quantum,” 1928 to 1955-1957

' 1528 = 100 1550 = 100
Commodily and item
Mujor export Erporting Ezporting
commodity raunlries® counlries®
Petroleum
Purchasing power of exports 1,200+ 669 128
Import quantum .. ... . .. 613 155
Metals and ores
Purchasing power of exports . . . 296 217 140
Import quantum o 341 155
Rubler
Purchasing power of exports 177 128 91
Import quantim. ... . 146 126
Textile fibres
Purchasing power of exports 123 150 100
Import quantum .. . . 190 114
Beverage crops
Purchasing power of exports Cee 215 228 106
Import quantum . ... . .. oo 235 128
Food and tebacco
Purchasing power of exporis 102 119 99
Import quantum .. . . . . 162 120
Total
Purchasing power of exports . . .. 202¢ 183 108
Import quantum . Ca 213 127
Total, excluding petroleum
Purchasing power of exports. .. . .. 162 153 103
Import quantnm S 192 123

Soeurce: Statistical Office of the United Nations
and Bureau of Economic Affnirs.

® Value of exports divided by index of world ex-
port unit value for manufactures.

b Value of imports divided by index of world
export unit value for manufactures,

°The countries inciuded in each pgroup are:
petrolenm, Aden, Iran, Iraq, Netherlands Antilles,
Saudi Arabia, Sarawak, Trinidad and Tobago and
Venezuela; metals and ores, Belgian Conge, Bolivia,
Chile, Mexico, Peru and Rhodesiz and Nyasaland;
rubber, Indonesiz and Malayz and Singapore; tex-
tile fibres, Australin, Egypt, French DLquaterial
Africa, India, New an]an«K Nicaragua, Pakistan,
Paraguay, Sudan, Union of South Africa and
Urugnay; beverage crops, Brazil, Ceylon, Colombia,
Costa Rica, El Salvador, Ethiopia, French West
Afriea, Ghana, Guatemala, Nigeria and Tanganyika;
and food and tobacco, Argentina, Burma, Britich

risen at a higher rate than external purchasing power.
Only in the petroleum exporting countiies has the
advance in external purchasing power more than offset
the very sharp rise in imports.

One important factor responsible for the intensifica-
tion of import demand of the primary producing
countries has been the changes in the pattern of
domestic demand generally associated with economic
development. Since the Second World War, the effort
of many primary pioducing countries lo hasten
economic development has resulted in a substantial
increase in investment not enly absolutely, but also in
relation to the growing total output, Asa consequence,

Guiana, Cuba, Dominican Republic, Ecuador,
Greece, Israel, Jamaica, Mauritius, Morocee,
Punpma, Philippines, Spain, Thailand, Tunisia and
Turkey. These groupings are designed to serve ss
a convenient basis for amalysis of longterm
changes; they may not therefore be identical with
those employed elsewhere in this Survey for study-
ing current ceonomic developments.

¥ Crude petrolewm only. Ineluding estimates of
exports from Buhrain umf Kuwait; if these exports
are excluded, the index of purchasing power of
petroleum experts for 1955-1957 is 966,

© 1927-1929 =100. The figure is 258 on the basis
of 1928, when exports were abnormally low as o
resull of restrictions imposed by the Covernments
of major exporting countries.

! Exports of thirty-four mujor foods, busie mate-
rials and fuels from primary preducing countries.

demand [or imported capital equipment has risen
sharply. Thus, between 1938 and 19551957, imports
of machinery and bansport equipment trebled in
volume while total imports of manufactures barely
doubled.

The relative expansion in imporls of capital goods
has been commonly associated with a relative decline
in imports of manulactured consumer goods; the share
of textiles, for instance, declined [rom 36 per cent of
total imports of manufaclures in 1938 to 19 per cent in
the mid-nineteen fifties. This change in import com.
position has, of course, been facilitated by the develop-
ment of manufacturing industiies within the primary
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producing countries; in particular, there has been
considerable expansion of domestic textile industiies.
In many countries, however, the agricultural sector of
the economy has not exhibited similar flexibility and,
by comparison with the growth of population and the
expansion of per capita incomes, the increase in
domestic food production has been relatively slow. In
some countries, the gap has been met through a redue-
tion in the exportable surplus of foodstufls, but in
many, it has necessitated a marked expansion in im-
ports. For example, gross imports of grains by the
primary producing countries as a whole rose between
1928 and the mid-nineteen fifties by 80 per cent and
gross imports of sugar increased by 130 per cent.

" The more rapid increase in the volume of imports as
compared with the purchasing power of exports has

greatly altered the balance of trade of the primary pro-
ducing countries as a whole, and has exerted increasing
pressure on the balance of payments. In 1928, the
primary producing countries included in the present
study had an expert suiplus in the balance of trade
amounting to 8.9 per cent of the value of commodity
exports. By 1955-1957, this export surplus had been
transformed inte an impoit surplus amounting to 6.4
per cent of exports, In the post-war years between 1950
and 1955-1957, the magnitude of the deterioration was
even greater (see table 19).

The expezience of the petroleum exporters was dis-
tinct from that of all other groups, These countries,
which had an export swiplus amounting to the high
proportion of 17.5 per cent of their exports in 1928,

Table 19. Primary Producing Countries: Exports, Imports and Trade Balances
{Millions of dollzrs}

Counfries grotped by major exporiss 1038 1930 1955-1957
Petroleum exporters
Exports....... . . c.ooiiiioet e 824 3,407 5,257
Tmports ... e e 680 2,123 3,967
Balanee, .. ..o oo e 144 1,284 1,200
Balance as percentage of exports......... .. 17.5 371 24.5
Metals and ores exporters
EXPOIS. . .ooveiiie i v L2BE 1,569 2,634
Tooports. ..o i e 861 1,495 2,777
Belance... ........coo i 420 T4 —143
Balance as percentage of exports. ... ... ..., 32.8 4.7 —~5:4
Rubber exporters
Bxports. ... .o voii e e, 1,890 2,111 2,298
IMPOrts . e e e e e 1,019 1,392 2,109
Balanece. . ..... . . ... i 371 719 189
Balance as percentage of exports. . . 19.6 341 8.2
Textile fibres exporter:
Exports .oooniiiinin . 4,049 5,413 6,476
TIApOrta. oo e e 4,242 5,575 7,655
Balance. .. ... oo e 307 -162 -1,179
Balance as percentage of exports.... ..., .- 6.7 -~3.0 —18.2
Beverage crops exporters
Exports. .. ....oivieaeininiennvee LTBL 2,992 3,799
IOpOrES. . o vv v LTLT 2,515 3,850
Balance.. ....... e e 34 477 -51
Balance as percentage of exports. ....... e L9 159 -1.3
Food and tobaceo exporters
BXPOTH..o . ov e e a e, 4,223 4,038 4,776
Tmports............... s A 4,200 4,520 0,501
Balamce. .. ... . e e 23 —482 -1,725
Balance as percentage of exports . ....... .. 0.5 ~11.9 —36.1
Total
Exports. ... .. coovcoivioieiennienn.. 14,518 19,530 25,240
Tnporis. .o e s 13,219 17,620 26,859
BalEnee. . . e e e 1,299 1,910 —1,619
Balance as percentage of exports .......... 89 9.8 —6.4

Sonrce: United Nations Bureau of Eeonomio
Affairs, bused on Lengue of Nations, Network of
World Trade (Geneva, 1942} and Statistical Office
of the United Nations, Monthly Bulletin of Statistics.

»For countries included in each group, see
table 18, footnote c.

b Adjusted to the post-1934 dollar.
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recorded still larger surpluses in the post-war years. In
contrast, trade balances of all the other groups of
countries between the same two periods deteriorated,
sometimes very sharply. It is interesting to note, how-
ever, that, because of the divergent movements in
import demand, the extent of deterioration did not
always closely 1eflect the export experience of the
various groups. In fact, the exporters of ores and metals
recorded the largest deterioration in the balance of
trade despite a greater increase in their external pur-
chasing power than almost all other groups. Almost as
great a deterioration developed in the group of coun.
tries exporting food and tobacco, which was the least
favourably situated as regards trends in external
markets. In the remaining groups, imports also in-
creased more rapidly than exports, but the disparity was
less matked than in the above-mentioned two groups
and the trade balances consequenily deteriorated less;
the deterioration was, however, more marked for the
textile exporters than for the exporters of beverage
crops and rubber.

No less marked were the divergences in experience
of eountries within some of these groups. While the
long-term improvement in the trade balance of petro-
leum exporters as a whole and the deterioration in the
balance of food exporters as a whole were both gener-
ally shared by all the countries within these groups, the
experience of countries in the ores and metals group
and in the beverage crops group diverged considerably.
As has been shewn, expo:ts of some countiies in both
these groups rose at a much higher rate than exports
of the major traditional exporting counlries, because
of shifts in the sources of supply. It was largely this
factor which accounted for the more favourable ex-
perience in the trade balances of these couniries by
compatison with those of the tiaditienal exporters.
Thus, between 1927-1929 and 1955-1957, the sharp
deterioration in the trade balance of the ores and metals
group as a whole was, to a very large extent, due to the
deterioration in the laiger countries, such as Chile and
Mexico; the trade balances of the newer African ex-
porters of metals improved considerably. Similarly, in
the beverage crops group, while the trade balances of
the major traditional exporters deleriorated substanti-
ally, the position of other exporlers was more or less
maintained. The aclual changes in the trade balances
of these countries may he summarized as follows:

Erpor! Bulance of {rade

proceeds in —
1955-9957  4927-1999 1955-1057
(10271558 = D) tax prer cend of exporis)
Ores and metals group
Major traditional ex-
porters .- ... .. 1l 40.4 =11
African exporters. .. 974 —~58.6 5.3
Beverage crops group
Major 1raditional ex.
Eﬂrters.‘. ... 186 75 5.1
Other exporters. .. 284 -10.1 —10.5

Source: Ststistical Office of the United Nations, Statistical
Yearbeok and Monthly Bulletin of Statistics.

But, for most primary producing countries, imports
have far exceeded the increases in exports and, conse-
quently, their balances of payments have been subject
to continuous and mounting pressure. Under such
circumstances, many primary producing couniries have
found it necessary during the post-war years to tighten
their import controls in erder to protect the flow of
imported capital equipment essential for their invest-
ment programimes. However, in many cases, the pres-
sure on the balance of payments has been, to a varying
extent, alleviated by other factors which have con-
tributed to enlarge the capacity to import.

One factor of importance during the post-war years
has been the reduction in the proportion of export
earnings which have had 1o be earmarked for payments
on account of non-trade transactions, such as foreign
investment Income payments. Before the war,
primary producing countries were ohliged to set aside
substantial amounts out of their annual export earn-
ings for the payment of interest and dividends earned
by foreign capital. For instance, in 1928, the ratio of
payments 1o export emrnings ranged from about 10 per
cent in India to over 40 per cent in Chile and Mexico.
The inflalion of primary commodity prices which
oceurred during the war and early post-war yemrs sub-
stantially reduced this burden; and the war-time
aceumulation of foreign exchange reserves enabled
many countries to retire their foreign debt. As a result,
many primary preducing countries found themselves
after the war with reduced obligations in regard to
earnings of foreign capital, and a much smaller pro-
portien of export earnings has been needed to meet
these obligations.

But of greater imporlance has been the contiibution
made by the inflow of fong-term capital into the primary
producing couniries. During the post-war period, the
flow of long-term private capital Lo the primary produc-
ing countries recovered {rom the slump of the nineteen
thirties, when indusliial countries had repatiiated
substantial sums invested in the primary producing
countiries. But, as shown in table 20, the net inflow of
long-term private capital into the primary producing
counltries in the mid-nineteen hities was at about the
same absoluie level as it had been in 1928; 1elatively to
the enhanced level of export earnings, il had therefore

% Bome impression of the quantitative hnpertance of the
reduction of the ratio of imterest and dividend payments to
export earnings may be derived from the following samples (in
percentages):

1998 19538 15541058
Nine counlrics o 21.8 22.4 9.3
Fifteen countries . . 236 e
Thirty-seven countries. . . 98

Seurce: League of Nations, Balances of Payments {Geneva);
International Monetary Fund, Balance of Payments Yearbook
(Washington, D.C).
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Table 20, Net Outllow (~) of Long-Term Private
Capital and Official Granls and Loans from
Industrial Countrics

(Billions of dollars)

flem PARL fO37-1038 1955~ 1957
Private capital . . .. ~19 1.3 1.9
Denations and official leans .. — — —2.3

Torar. —1.9 13 ~42

Taotal capital as percentage of
exports frem primary pro-
ducing countries o

—10 15 —14

Source: United Nations, International Capital Movements during
the Inter-1War Period (Luke Success, 1949) and The International
Flow of Private Capitel, 1956-1958 (sales number: 59.11.D.2);
International Moenetary Fund, Balance of Payments Yearbook

& Adjusted to the post-1934 dollar.

contracied considerably. In recent years, however, the
flow of official economic aid to the primary producing
countries in both loans and giants has more than offset
the relative shortfall in private capital. Thus, the flow
of capital from both private and official sources has
contributed proportionately more to the expansion of
import capacity of the primary producing countries
than did private capital in 1928,

Lack of data prevents an exact quantitative account
of the distribution among countries of private long-
term capital. But data for the United States, which is
the largest single expoerter of privale long-lerm capital,
provides some impression of the pattern of private
foreign investment. Thus, the incieases since 1929 in
United States private direct investments in primary
produeing countries have been distributed as follows
among major industiial categories (in billions of
dollars):2¢

Change
1920 4929 to 1956 1950 to 1956

Total .. ... . A | 4.1 4.6

Petroleum 14 3.1 2.0

Mining. . ‘ 1.3 0.1 06

Manufacturing. 0.6 1.4 11

Agriculture 1.5

Other. 2“3} —05 1.0

Source: United States Department of Commerce, American
Direct Investments in Foreign Countries, 1930, 1936 and 1940, and
Foreign Investments of the United States, 1950 and Survey of
Current Business

The petroleum industiy in the primary producing
countries has clearly been the largest recipient of
private Uniled States capital; in fact, between 1929 and
1956, over three-guarters of the tolal increase in
United States direct investment in these countries was
absorbed by the petroleum industry. This capital fow

22 These deta refer to changes in the book value of foreign-
held assets, the data for 1929 having been adjusted to post-1934
dollars. They are therefore not directly comparable with the
capital outflows recorded in the balance of payments and serve
only to indicate relative orders of mugnitude. Investments in
Jepan sre included in the data

has been a major ferce behind the great expansion in
exports of the petroleum yielding countries, and it has
thus contributed to the very large growth in import
capacily of these countries. The greater part of the
remaining increase in the outflow of private foreign
capital between 1929 and 1956 was concentrated in
investment in manufacturing industry. Generally, such
investmeni has, naturally enough, gravitated towaids
countiies with large and expanding markets. Conse-
quently, il has not tended to supplement the import
capacity of countries whose domestic and export
markets have been relatively stagnant.

In more recent years, the highly uneven distribution
of private foreign investmenl appears, however, to have
been offset to a significant extent by the pattern of
distribution in official grants and leng-term capital.
In 1955-1957, for example, the distribution of funds
from bhoth private and official sources among different
groups of countries was as follows (in percentages):

Private Oficial grants
long-term and

cupilal tong-lerm loans
Petroleum exporters . 289 8.9
Metals and ores exporters 19.9 18.9
Argentina and Brazil o 235 -7

Australia, New Zealand and Union

of South Africa . 15.9 4.4
India and Pakistan S 0.3 19.G6
Other primary exporters » . 12.4 50.0
Torar  100.0 100.0

Source: Internatinual Monetury Fund, Balance of Payments
Yearbook.

& Consisting of tweaty-four countries: Burma, Ceylon, Colom-
hia, Costa Ricn, Cuba, Dominican Republic, Ecundor, Egypt,
£l Salvador, Ethiopis, Greece, Guatemala, Honduras, Indonesta,
Istael, Lebanon, Nicaragua, Panuma, Paraguay, Philippines,
Sudan, Thailand, Turkey and Uruguay.

It can be seen that official grants and long-term loans
have generally been directed to countries other than
the petrolesm exporting countries or the economically
more advanced couniries which have long been the
major recipients of private long-term capital. India and
Pakistan, for example, received 19 per cent of these
grants and loans during 1955-1957, altheugh the in-
flow of private capital into these countries was practi-
cally nil. More than half of these funds went to the
remaining primary producing countries included in
this table, whose relative share of piivate capital
amounted to only about 12 per cent. But, despite such
broad offsetting movemenls ameng the groups of
countiries, it cannot be said that the distribution of
these loans and grants has been 1elated in any syste-
matic way to the relative tiends in external purchasing
power of the individual primary producing countries.

Broadly speaking, neither the magnitude nor the
direction of international long-term capital movements
in the post-war period has been such as to offset the
gap in the balances of trade of most primary producing
countries that has resulted {rom the changing structure
of world demand. The intensified pressure on external
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balances has been manifest in tightened import con-
trols or in the decline of gold and foreign exchange
reserves relative to imports.

SHORI-PERIOD INSTABILITY

Attention has so far been focused upon the diffi-
culties confronting primary producing countries that
have arisen {rom the long-term trends in world demand
for primary commodities. But, superimposed upon the
long-term commodity problem has been the problem of
the severe, short-period instability that pervades world
trade in primary commodities. This, indeed, has
commonly been the most pressing form in which the
commodity problem has manifested itself.

Because of their invariable dependence upon exports
of two or three primary commodities at most, the ex-
port earnings of most primary producing countries have
unavoidably sustained wide, short-period flucjuations.
Table 21 shows the average short-period fluctuation in

Table 21. Primary Producing Countries:* Average
Short-Period Fluctuations of Export Earnings,"
1950-1957

Counlries grouped by major exporis Pereentage

Petroleum exporters

Irage.... ... e 9.6

Trinidad and Tobago. .. .. ... 4.6

Venezueln e 3.8
Metal and ore exporters

Chile. . .... ..... 14.9

Belgian Conpo 13.0

Mexico . ... 11.2

Peru .. . .. .. ....... . 8.8

Rhodesia and Nyasaland . . 8.7
Rubber exporters

Malaya . . . 21.0

Indonesia. ... 16.8
Textile fibre exporters

Australia s 119

India...... ... 11.8

New Zealand . . 7.8

South Africa 5.5

Beverage crop exporters

Ghana .. 12.5
Ceylon 11.5
Brazil. ... ... 110
Colombia . . 10.5
Guatemala. . . . 5.4
Food and tobacco exporters
Argentina. .. e 17.6
Honduras 17.2
Burma . ... 127
Cuba . . .. .. 12.6
Israel 12.1
Philippines. ‘ e 118
Tarkey ... .. ... L 10.5
Panama . .. .. . ... L 98
Morecco ... ... . 7.9
Greece. ... .. 3.5

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics; International Monetary Fund, International
Financial Statistics.

export earnings of individual countries during the
peried from 1930 te 1957. It can be seen that the
pattern of fluctuations in export earnings has broadly
reflecled the Nuctuations n value of primary com-
modities that were shown in table 13, Where there
have been significant differences in the magnitude of
fluctuations between countries in the same commodity
group, these have been partly attributable either to the
supply situation peculiar to individual countries or to
the effect of a rapid diversification of exports; among
the food exporters, for instance, the greater instability
of Argentina’s export proceeds has been partly occa-
sioned by special supply factors, while, among the
textile exporters, the relative stability of South Africa’s
export proceeds has partly resulted from the post-war
diversification of its exports. But the significant fact is
that a high degree of instability in export earnings was
commonly experienced by most countries. And, again,
the petroleum exporters constitute an important ex-
ception, for the favourable trends in export earnings
have usually been associated with relatively small
short-period fluctuations.?s

The instability in export earnings, through its effect
on the capacity to import, has had serious repercus-
sions on both the internal and the external balance of
the primary producing countries. Had these countries
held large reserves of foreign exchange or had they
been able to borrow large sums of short-term capital
abroad, the full impact of the instability might have
been mitigated. In fact, however, during the period
under review, the level of foreign exchange reserves
held by most countries has been low in comparison
with their volume of imports; in post-war years, it has
generally been equivalent to only about four to six
mounths’ imports and in some cases, such as Peru and
Chile, it has been even lower?t (seec table 22). Despite
the low reserves, the difficulty of obtaining compensa-
tory short-term financing has compelled most countries
to withdraw from their reserves more often than to
augment them. Only in the petroleum exporting group
and, to a smaller extent, in some countries exporting
metals and ores have short-term assets, on balance,
been angmented in 1ecent years.

2 It may be pointed out that the very small fluctustions in
Guatemala and Greece were duc to exceptional circunsstances.
In the former vase exports followed a strong upward trend with-
out much deviation, whereas in the latter the rise in exports
reflected the recovery of production from war devastation,

M For a fuller discussion of the level and changes in offcial
reserves ol primary producing countries during 1948-1955, sce
JVarIdggcmmmic Survey, 1956 (sales number: 1957.11.C.1), pages
97 to 99,

» Except in the case of rubber exporters, the countries selected
in each group are those where other data, such as gross national
product, which are essential for further analysis, are available.

b Short-period fluctuations of export procecds measured in
this table By the ratio of the mean devintion of the year-to-year
changes to the meen of the link relatives.

¢ Refers to 1950-1955 only, as the changes in 1956 and 1957
were predominantly determined by the Sues crisis.
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Table 22,

Primary Producing Countries: Gross Official Reserves (Gold and Foreign Exchange)

as Percentage of Imports, by Groups of Exporting Countries®

Tiem 1248 1948 1950 1554 1952 1953 195% 1555 1856 1957
Primary producing countriest. . 78 60 76 51 47 59 54 49 48 40
Exporters of:

Petroleum. . ... . ..., 68 62 75 63 65 66 6l 61 80 73
Textile Rbres.. . ... ... .. 127 78 110 70 63 85 77 62 56 45
Beverage crops ... ... .. 61 59 56 ae 32 42 36 38 43 36
Food and tobaceo .. . ... . 49 49 61 46 44 54 49 44 41 33
Metals and ores . .. ... .. 19 23 41 27 26 24 21 34 35 26
Bubber.. ... . ......... 33 31 42 32 a7 26 33 33 26 25

Seurce: International Monetary Fund, Inlernational Reserves
and Liguidity (Washington, D.C., 1958} and International Finan-
cial Statistics.

» Arranged in descending order of the ratic of individual
groups in 1957. Exporters of petroleum: Iran, Iraq, Venezuela;
exporters of fextile ﬁ!l;:rcs: Australia, Egypt, India, New Zealand,
Niceraguu, Pakistan, Paraguay, Unien of South Africa, Uruguay;

It is only natural that under these circumstances the
primary producing countries should have tightened or
relaxed their controls over the volume of imports more
or less in line with the fluctuations in purchasing
power of their exports. The close relationship between
the short-period fluctuations in the purchasing power
of exports and in the volume of imports which is shown
in chart 8 for the peried 1950-1957, is thus not sur-
prising. For example, the petioleum exporters, which
experienced relatively small fluctuations in external
purchasing power, were well placed to maintain a
steady flow of imports. On the other hand, in the
countries sustaining wide fluctuations in export pro-
ceeds, such as Australia, the post-war period has wit-
nessed {requent changes in the intensity of import
controls. Needless to say, the adjustment of imports to
changes in purchasing power of exports has not neces-
sarily been simultaneous or complete. Consequently,
many countries have been faced with recurrent short-
term disequilibrium in their balances of payments;
this, for example, was a common experience during the
period after the collapse of the Korean boom.

Although it is true that, in the face of a decline in
export earnings, a country can attempt to maintain a
reasonable degree of external balance by a quick and
sufficient adjustment of the volume of imports, the
reduction of imports, while thus alleviating the pres-
sure on balance of payments, tends to have far-reaching
repercussions on the economy as a whole. For, in most
primary producing countzies, domestic investment
activity is closely linked to the availability of imported
capital equipment; and, when the fluctuations in
purchasing power of exports have necessitated corte-
sponding changes in imports of capital equipment, they
have accordingly been transmitied directly to domestic
investment activity. The data presented in chart 8
demounstrate that this mechanism has frequently oper-
ated in the primary preducing countries. Not only have
the counlides with greater fluctuations in external

exporiers of beverage crops: Brazil, Ceylon, Colombia, Costa Rica,
El Salvador, Ethiopia, Guatemaln; exporters of food and tebacco:
Argentina, Burma, Cuba, Dominican Republic, Eeuador, Greece,
Honduras, Israel, Punama, Philippines, Spain, Theiland, Turkey;
exporters of metals and ores: Bolivia, Chile, Mexico, Peru;
exporters of rubber: Indonesia, Malnya and Singapore.

b Apgregate of the eountries included in this table.

purchasing power generally experienced greater fluctu-
ations in total real impoits, but they have also experi.
enced greater instability in domestic fixed investment.

This relationship between Huctuations in external
purchasing power and in domestic fixed investment,
which is clearly discernible when the primary produc-
ing countries are considered as a whole, has not held
with equal force among the individual countries or
even for the same countries over time. For, among
other things, the strength of the mechanism has often
been modified by the aims and operation of government
policies regarding investment and imports. The data
presenied in table 23 show, for instance, that during
the Korean boom, when increased export earnings
made possible an expansion of imports into almost all
couniries, a relative increase in impoxts of consumer
goods was the common pattern. In other words, since
investment or import policies had often not heen
clearly formulated, the boom in export incomes
prompted a more than proportionate inerease in im-
ports of consumer goods. These increased imports did,
however, mederate the inflationary effect of the expan-
sion in export incomes. But this was not the ekperience
of all countries. In Brazil, Mexico, Peru and Turkey,
for instance, imports of capital goods increased appreci-
ably during the Korean boom; and the increased im-
ports enabled these countries to raise the level of fixed
investment, not only absolutely, but also in proportion
to total real product. But, while, in most countiies,
there was a visible tendency to inerease imports of
consumer goods during the peak years of the Korean
boom, the converse has not necessarily occurred in
years of declining export proceeds. Imports of capital
equipment have often been cut back as much as, or
more than, imports of consumer goods in years of a
reduction in total imports. In most countries, when
total imports were reduced after the Korean boom, a
proportionately larger burden was, in fact, borne by
capital goods. This tendency was far more manifest in
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Chart 8. Primary Producing Countries: Relationship between Short-period Fluctuations in
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Seurce: United Nations Bureau of Economic Affairs, based on

national sources.

« The short-period fluctuations are measured by the ratio of

Purchasing power of exports

coverage, see chart 7.

the deviation of yenr-to-year changes to the mean of link rela-
tives. Except for Argentina, Brazil and Chile, exports and imports
include service items. For abbreviations and differences in time
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Table 23.

(Change in volume® over the preceding year es percentage of total imports in 1953}

Primary Producing Countries: Year-to-Year Changes in Total Imports and Their Components®

Counlry and flem 1948 1850 14951 1952 1053 1453454 1955 1956
Argentina :
Total imports. -5 —18 36 —56 —14 23 22 —11
Capital goods .. o =43 —7 7 —16 -8 11 10 -8
Industrial materials and fuf:ls . -8 —4 17 —24 -3 12 8 -7
Consumer goods . - 23 -7 Hn —16 w3 1 4 4
Bolivia :
Total imports 6 - 37 38 3 —24 —3 24 B
Capital goeds. .. . .. 6 -18 11 6 —17 2 10 -2
Industrial materials and fuels . —3 —15 13 — 1 -3 ~3 —
Consumer goods 3 -3 14 -3 —8 -1 i6 -3
Brazil
Total imports. -2 11 44 ] ~32 25 ~20 -7
Capital goods.. .. o -1 6 21 3 25 i0 ~15 -7
Industrial materials and fuels . 2 7 11 -3 2 10 —1 -
Consumer goods. . .. -3 -1 12 ot w9 4 —4 —
Chile
'Iotai imports . ... .. ..... ... 15 -20 14 3 -4 2 14 13
ital goods. .. . 16 - 16 4 1 4 —13 9 6
gustnal materials and fuels | . 2 - 5 2 -2 16 —2 16
Consumer goods. . ....... .. 1 —4 6 o —6 -1 7 -2
Colombia
Total imports., ... ... ...... -~11 19 —1 3 25 13 16 - 20
Capital goods. . .. -6 6 — 4 19 5 11 -13
Industrial materials and fuc!s. .. — 7 1 -1 4 6 3 1
Consumer goods. . -5 6 —2 -1 2 2 2 -8
Cuba
Totnl imports ... ...l —5 28 12 -2 —~22 5 9 21
apital goods.. .. ........ .. .. -2 2 7 -] w7 2 2 4
ndustrial materials and fuels . . o ) 11 1 2 -7 1 3 6
Consume: goods .. .. . ... .. 1 15 4 3 -8 2 5 11
Guatemala
TotaI imports. . 6 7 4 -9 7 9 29 35
apital goeds. . 2 -3 4 -8 2 1 16 21
ndustrial materials and fuels. . . -2 3 1 -1 1 5 5 2
Consumet goods. 6 7 ~1 — 4 4 8 12
Honduras
Total imports. -2 2 7 22 7 -17 16 —10
Capital goods.. . . ) 4 —3 4 22 —5 —13 1 6
Industrial materials and fuels. 1 1 1 5 — 1 4 -7
Consumer pgoods ..., e . — 3 2 -5 12 -6 11 -9
Mexico
Total imports............ .... -G 9 26 3 —3 -3 9 19
Capital goods. . . 7 3 18 — -7 -4 6 15
Industrial materials and fuels . . 1 4 4 1 3 2 2 3
Consumer goods ... . .... . .. -2 2 4 1 i -2 1 2
Peru
Totalamports‘..,‘,,,.u.... 9 2 29 1 7 G 11 19
ital goods.. » 4 ] 17 -1 7 -6 1 13
5 strial materials and fuels‘ . 3 — 3 2 3 1 4 2
Consumer goods.......... 2 3 9 — -3 -1 6 4
Urugua
Total imports. -5 23 25 —22 3 40 ~32 - 20
Capital gands . : —6 16 8 —10 3 16 —14 —12
Industrial materials and fuels . . -1 17 14 —8 -] 19 —14 ey
Consumer goods . . ..... ... ... 2 11 3 —3 1 3 —4 —4
Venezuela
Total imports. . —5 —13 4 7 9 10 9 9
Capital goods.. .. .. . 4 17 5 7 3 7 6 11
Industrial materials and fuels . — 4 1 — 4 1 1 —
Consumer goods. . ... ...... . -2 1 -2 — 2 2 2 ~3
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Table 23.

Primary Producing Countries: Year-to-Year Changes in Total Imports and Their Components®

{continued)

Change in volume” over the preceding year as pereentage of total imports in 1053
& I gy P B P

Gounlry and Hem 19469 1950 1951 1959 1951 1954 1955 1956
Burmas
Total imports . ... .. .. . —33 6 13 8 18 17 —1i5 7
Capital goods . .. e L -3 4 3 10 -1 1
Industrial materials and luels . -3 3 2 5 —2 5 - 5
Consumer goods . . . - 20 2 17 — 18 2 — 14 1
Cc?flon
Total imports . .. 6 8 10 2 2 -5 7 10
Capital goods... . . .. . 1 i 2 3 1 -3 3 i
Industrial mate:ials and fuels 1 i 3 1 e — 3 -1
Consumer goods ! 6 5 1 i -2 1 10
Lgypt
g'i‘otal fmports.. ... . . 6 10 32 —46 - 23 e (3 12 —1
Capital goods. . .. Lo 3 2 T ! -1 — & 3 10 —1
Industrial materials and fuels 4 -3 3 —3 —3 4 -1 —2
Consumer goods .. . o -1 10 33 —42 —16 —13 3 1
India®
Total imports .. . 16 w15 27 —40 -8 20 6 14
Capital goods ... . 10 -7 1 —5 3 ] 17 18
Industrial malerials and {uels — 7 4 —12 1 4 -3 4
Consumer goods .~ . . 6 —15 23 24 - 100 10 -9 -6
Indonesia
Total imports. R 20 —4 41 20 —30 —21 - 32
Capital goods ... ... . . . i —6 4 9 -3 —5 -1 6
Ingusirial materials and {uels 3 1 5 2 -2 —6 4 5
Consumer goods . .. | . 10 2 32 8 —25 —10 —~5 21
Philippines
Total imports . ‘ . 1L ~ 49 13 —11 9 8 14 ~12
Capital goods. . .. . ... d - 10 1 3 5 3 5 8
Im?usirial materials and {uels 1 —2 1 1 3 2 3 -2
Consumer goods . . .. 5 - 37 11 —16 1 3 7 14
Turkey
Total imports ... .. 9 1 11 30 —_ —10 3 —19
Capital goods .. ... .. .. . 3 5 3 18 1 -9 4 -5
Industrial materials and fuels 5 —5 5 11 1 —1 -4 —h
Consumer goods 1 1 3 1 -3 -1 3 —10
Australin®
Total imports. . . 16 23 20 38 —89 31 17 -21
Capital goods.. . . . . 14 17 8 9 —31 8 g -7
Indusirial materials and fuels 2 —1 5 10 —-13 8 4 -3
Consumer goods . . — 7 7 19 —45 i5 4 -11
New Zealand
Total imports 10 11 10 22 —33 32 22 —14
Capital goods . S 8 3 e 12 12 10 13 -9
Fadustrial materials and fuels i 1 - 5 —5 6 3 -1
Consumer goods . . — 7 9 5 -~ 16 16 6 —4

Source: United Nations Bureau of Economic Affairs, based on
United Nations, Economic Bulletin for Latin America, vol. 111,
No. 2, 1958 {Santiago) and national sources.

» These tentative estimates should be considered as indicative
of broad orders of change only. To the extent that nationel trade
statistics have permitted, the component groups have been
defined in terms of the Standard International Trade Classifica.
tion as [ollows: “capital goods”, divisions 68, 71, 72 and 73;
““industrial materials and Tuels™, sections 2, 3, 4 and 5: “‘con-
sumer goods”, all remaining scctions and divisions, However,
the estimates for Latin Ameriean countries, which have been
adapted from & recent publication of the Economic Commission
for Latin America, although following the same broad principle,

are besed on a more detniled break-down. Their most noteworthy
difference is that they include certain food items—whest and
wheat flour, raw sugar, raw coffee, cocoa beans—in the group
“indusirial materials and fuels”, and some items of the fats an&
oils {emily in the group “‘consumer goods”. Components do not
always add to totals because of rounding.

b Impoit values deflated by nationeal priee indices or by esti-
mated indices derived {from export price indices of major partner
trading countries.

° Prior to 1954, fiscal year ending 30 September.

¢ Prior to 1956, fiscal yeur beginning 1 April; 1956, April te
December at annual rate.

¢ Prior to 1954, fiscal year ending 30 June.
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Latin American countries than in Asian or African
countries. For example, in Brazil the reduection in
imports of capital goods in 1953 and 1955 accounted
for three-fourths of the decline in total imports, while
the decline in total imports during 1950 came entirely
from capital goods. Similarly, in Peru, in 1952 and
1954, the declines in total imports were matched by
equal declines in imports of capital goods, and in
Mexico, during 1953 and 1954, imports of capital goods
suffered far more than total impozts. Consequently, in
all three counlries, the absolute level of fixed invest-
ment as well as the rate of capital formation was
adversely affected in these years. While part of the
reason for the greater impact on imports of capital
goods may be ascribable either to the lack of rigorous
import policy or to the effect of a decline in export
earnings on the inducement to invest, these countries
have also been hampered by their dependence on im-
ports of food grains. But alse in some other Latin
American countries whose dependence on imported
food grains is small—as, for example, Uruguay—
imports of capital goods have been subject to larger
cuts than have other categories of imports.

By comparison, in Asian countries, there has been
some tendency in recenl years to zeadjust import
policy towards the attainment of greater stability in

imports of capital goods. This has been facilitated by
the expansion of domestic production of essential con-
sumer goods, particularly food, which has reduced
dependence on imported supplies; but it has also re-
flected an intensification of governmental efforts to
accelerate the process of industrial development.
Burma, Ceylon and the Philippines, for instance, have
tightened their controls over luxury imports. The most
stringent regulations of this kind have, however, been
enforced in India whete, despite an unfavoursble ex-
poit experience in recent years, imports of capital
equipment have risen substantially and imports of
consumer goods have declined.

It is characteristic of most primary producing
countries that the margin of export earnings over
imports of essential consumer goods is small while the
need for impoited capitel goods is great. Thus the
violent shozt-term fluctuations in export earnings have
inevitably accentuated the difficulties emerging {rom
the long-term trends in world demand for primary
products. In periods of falling export. earnings, when
inadequate foreign exchange reserves have necessitated
cuts in imports of capital goods as well as consumer
goads, domestic investment activity has been reduced
and the pace of economic growth has been retarded.

Conclusion

From a global viewpoiny, the chief significance of the
commodity problem is its central posilion in the larger
problem of the economic development of under-
developed countries. In hoth its long-term and short-
term aspects, the commodity problem has proloundly
alffected the growth and stability of economic activity
in these countries. '

As has been seen, the long-term lag in the volume of
world trade in primary commodities has been rooted in
major changes in the structure of demand in industrial
countries and there is slrong reason lto suppose that
this lag is a persistent tendency that will continue into
the future. It is true that, over the whole petiod from
the late nineteen twenties to the present, the impact of
this lag on the import capacity of under-developed
countries has, to some extent, been alleviated by the
higher prices of primary commoedities relative to prices
of manufactures. Bul, in contrast to the trend in
volume of trade, there are no compelling reasons for
supposing that this relative improvement must persist.
Indeed, in many primary commodities, prices have
suffered a 1elative delerioration even within the
buoyant post-war years.

The logic of the long-term trends in world markets
for most primary commodities has, almost inevitably,

conflicted sharply with the deep-rooted aspirations of

the under-developed countries to achieve, or sustain,
an accelerated pace of economic growth. It is sympto-
matic of this confliet that the imperts of under-
developed countries have not only risen strongly but
have generally outreached the expansion in their
external puzchasing power. While numerous counizies
have achieved relatively high rates of growth, the
changes in the level and composition of demand asso-
ciated with internal growth have commonly exerted
increasing pressure on their external balances.

Through restricting the ability of under-developed
couniries to import capiial equipment, the trends in
external markets have set limits to the pace of internal
economic growth, And it is cleax that these trends are
beyond the control of the exporting countries, On the
other hand, it seems probable that, in many countries,
the maigin of foreign exchange presently available for
imports of capital equipment could be appreciably
widened. lmports of many other classes of commodities
besides capital equipment have risen strongly. In part,
this has reflected the growing diversity of domestic
production which has enlarged requirements of im-
ported raw materials. But, in many instances, it has
also been due to insufficient adaptation of the domestic
structure ol production to the changing level and com-
position of domestic demand. Thus, in food production,
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although output in many feed importing countries has
expanded, imported supplies of foods have neverthe-
less had to be increased.

it must, however, be recognized that the inflexibility
of resources is a characteristic feature of the economies
of under-developed countries, and this severely circum.
scribes the pace at which the domestic structure of
production can be adapted te conserve foreign ex.
change receipts. In many countries, major cuts in
imported supplies of commedities other than capital
equipment could be quickly achieved only at very
heavy social cost.

This conflict between the characteristic inflexibility
in the productive structure of under-developed coun-
tries and their need to expand supplies of imported
capital equipment is brought into sharp focus in the
short period. For, in view of the necessity of maintain.
ing minimum supplies of imported foodstufls or raw
materials, the severe short-period instability in export
proceeds frequently compels under-developed coun-

tries to cut their imports of capital equipment. Thus,
the instability of export proceeds not only has direct
effects upon incomes in the export sectors of the under-
developed countries, causing recurrent hardship for
those members of the community who gain their liveli.
hoed {rom production for export; but, even where
incomes in the export sector have been effectively
insulated from external fluctuations, the instability of
export proceeds may continue to have a strong destabi-
lizing influence on domestic economic activity through
its impact on the level of domestic investment.

Viewed in cither a long-term or a short-term perspec-
tive, the commodity problem constitutes a major ele-
ment in the larger problem of economic development,
and, in this broader context, it is clear that some
mitigation of the problem could certainly be achieved
through an expanded flow of foreign capital. A Jarger
supply of foreign long-term and short-term capital
could obviously do much to extend the boundaries set
to current rates of economic growth by the inability to
finance greater supplies of imported capital equipment.



Chapter 2

NATIONAL COMMODITY POLICIES

In chapter 1 an analysis was made of the objective
conditions prevailing in the world’s commedity
markets, particularly in so far as they affect the
sconomic development of under-developed countries.
It was shown there that the fundamenial commodity
problem has two main aspects, which may be referred
to for convenience as the long-term and short-term
aspeets. The long-term problem derives from the fact
that there has been a persistent tendency for the de-
mand of industrial countries for imports of primary
products to grow more slowly than the tolal output or
income of these countries. If, therefore, the total rate
of giowth of primary producing countries were no
greater than that of their export sectors, they would be
compelled to accept a constantly widening gap between
their income levels and those of the industrial coun-
tries. Any effort by the primary producing countsies to
shift the structure of production away from the export
sector, however, 1apidly encounters the obstacle im-
posed by inadequate foreign exchange resources. Since
these countries depend upon imports for most of the
capital equipment which they require for economic
expansion, the rate of growth even of those sectors of
the economy producing [or home consumption tends to
be limited by the 1ate of increase of export receipts.

In the industrial countries the rate of growth is
largely dependent upon the production of industrial
goods. Thus the long-term commodity problem im-
pinges upon their economies only marginally—only in
so far as the exports of industiial goeds aze a function
of the level and rate of growth of income in the under-
developed countries. At the same time, however, the
industrial countries provide the great bulk of the
market for internationally traded primary products.
Consequently the nature of the commedity problem is
subject to the influence of these countries in their
capacity as importers of primary preducts and, patticu-
larly in the case of the United States, as exporters also.

Fundamential differences in the position of the com.
modity producing sector in the two groups of countries
evoke a divergent attitude towards the long-term com-
modity problem, In the industrial countiies the primary
producing sector is, in general, not one of the most
efficient sectors in the economy and the inclination is
to protect incomes in relation to the rest of the
economy. Given the high levels of income and efficient
policy instruments, it is relatively easy to effect a
transfer of income in favour of the primary sector
without imposing a serious burden on the rest of the
economy. In the primary producing countries the situ-
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ation is quile the reverse; the exporl sector is generally
the most advanced. It is almost always this seclox
whicl was the first to develop a high degree of market
orientation, and which has the best record of sell.
generated growth; and it is only exceptionally in these
countries that elements of the sector have deteriorated
and are no longer able to compete. The view that the
export sector is advanced and well-to-do has prompted
Governments to make it the central source of public
revenue as well as a source of aid to the development
of the econemy as a whole. From another standpoint,
however, the primary export seetor is generally thought
te be at the mercy of external market [orces and conse-
quently it has frequently received governmental assist-
ance. Such assisiance is not in terms of the mainte-
nance of income equily vis-d-vis other sectors—as is
the ease in industrial countries—but rather in terms of

enabling Lhe sector to compete on world markets, or of

maintaining prices at profitable levels. These two
divergenl evaluations of the export sector-—that it is
weak with respect to world market forces but strong
with respect ta the rest of the domestic economy—
have resulted in an ambivalent attitude on the part of
under-developed primary producing countries towards
the long-term commodity problem, which will be
explored below.

The differences in the rele of the primary production
sector in the economies of developed and under-
developed countries, discussed above, also have im-
portant consequences for their respective attitudes to
the problem of commodity price instability. For the
industrial countries, fluctuations in the prices of food-
stuffs and raw materials do not in general present prob-
lems of the same degree of importance as they do for
under-developed countries. The concern of the indus-
trial countries in this area derives mainly from their
preoccupation with the problem of general price
stability, though in western Europe it has also been
necessary at certain perieds to take into account the
impact of commodity price increases on the balance
of payments.

It is not unnatural to find a certain asymmetry in the
attitudes of both industrial and under-developed
countries towards commodity price fluctuations. Rising
commodity prices prompt greatest concern in the in-
dustrial countries, declining prices in the under-
developed countiies, and this conflict of interest is
reflected in the policies which they pursue. As far as
the industrial countries are concerned, the difficulty is
that declines in commodity prices are much less likely
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to bring the general price level down than increases are
to push it up. Any decline in commeodity prices, under
modern conditions, simply tends to offset increases in
other eosts resulting from the tendency of factor in-
comes to rise faster than productivity; whereas in-
creases in commodity prices are added to other sources
of cost inflation in imparting an wpward bias to the
general level of prices.

Thus the industrial countries are more concerned
with commodity price increases than with decreases
not simply because of the effect on their terms of trade
but because while rising commodity prices do tend to
upset the general stability of prices, declining com-
modity prices do not. It is for this reason that, as
shown below, the most important post-war examples of
active intervention in the world market by the indus-
trial countries in the interests of stability have been
those in which there was a danger of what were re.
garded as excessive comumodity price increases. No
comparable action has been taken by the industrial
countries to arvest price declines.

These interventiens—notably during the Korean
and, to a lesser extent, the Suez crisis—were, however,
exceptional. In general the activity-—or lack of activity
—of industrial countries in this sphere reflects the
lesser importance of commodity price stability to thekr
economies, Here the contrast with under-developed
countries is ohvious, since in the latter countries the
stability or instability of commeodity prices exerts a
major influence not merely upon export earnings—and
hence upon the capacity to import—but also upon the
aver-all level of economic activity. It is scarcely con-
ceivable, in present circumstances, that a decline in
commodity prices could set off a downward spiral of
demand in the industrial countries, whereas in under-
developed countries this danger is a real one, The dis.

ruptive effects which declines in total demand and out-
put are bound to have on the develepment programmes
of under-developed countries are too evident to require
emphasis here.

This is not to say that under-developed countries
place the achievement of price stability above or even
on a par with other objectives. So numerous are the
claims for priority in an ecomomy in which there is
scope for advancement in virtually every phase of
economic life, and so importunate are the pressures,
that it is not surprising to find, as will be shown helow,
that stability per se has not always been among the
primary targets of government policy. However desir-
able an even tempo of advance might be in itself if all
other conditions were favourable, the intrusion of
other obstacles to economic development throws up
even more urgent and weighty problems for the atten.
tion of governments, and tends to force the problem
of stability into the background.

It will be the task of the present chapter to consider
the manner in which the attitudes of industrial and
under-developed countries are expressed in the policies
which they have devised to deal with the commodity
problem. In so doing, it is natural to examine first the
policies of industiial countries. The conditions under
which these countries trade, and the various restric-
tions on trade which they impose, are just as much
part of the economic environment within which the
primary producing countries have to operate as are the
market characteristics of the commodities which the
latter countries export. Once the external market and
policy conditions confronting the primery producing
countries have been characterized, it will be possible,
in the latter part of the chapter, to review their own
policy responses and attempt to evaluate them, within
the limits of such freedom as they have in this area.

Agricultural policies

WESTERN BEUROPE

Production and price policies

It is beyond the scope of this survey to enter into a
detailed account of the varied and complex commoedity
policies followed in all the countries of western
Europe.t In the context of the main problem posed
here, namely, the impact of policies on the exports of
primary producing areas, it is the policies {ollowed in a
few western European countries which account for the
bulk of European imports of primary products that are
of chief interest.? In addition, most western European
countries have been faced with certain common prob-

! Detailed country surveys of agricultural policies in Europe
and North America are contained in three reports of the Organi-
sation for Buropean Economic Co-operation Ministerial Com-
mittee for Apricuiture and Food, Agricultural Policies in Europe
and North America {Paris, 1956, 1957 and 1958).

lems so that, in spite of national variations, the direc-
tion of policy in most countries has been very similar,
namely the deliberate and rapid expansion of domestic
agricultural cutput.

Nearly all the western European countries have been
affected at one time or another since the war by halance
of payments difficulties, while foreign exchange re-
gerves have in many cases been constantly inadequate
to meet any sharp or prolonged strain. The end of the
war left western Europe with agricultural production
about 20 per cent below the pre-war level, while popu-
lation was greater than before the war. Furthermore,
the transformed balance of payments situation made it

2 In 1957, of ahout $20 billion of imports from the rest of the
world by OEEC countries, 80 per cent (316 billion) was imported
by four countries: France, the Federzl Republic of Germany,
Italy and the United Kingdom, the United Kingdom alone
accounting for about §7 billion.
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impossible for western Kurope to meet the vastly in-
creased gap between food output and requirements by
means of imports except in so far as such imports were
financed by massive overseas aid. An additional impetus
to the expansion of domestic primary production in
Europe was, of course, the experience of the war itself.
During the war, every effort had to be made to expand
the output of domestic foodstuffs so that, even apart
from the powerful influence of strategic considerations,
it would have been socially impossible in later years to
allow farming to revert to its pre-war status of a rela-
tively neglected sector,

One of the main elements in the European Recovery
Programme drawn up in 1948 by the member countries
of the Organisation for European Economic Co-
operation (OEEC) was the rapid expansion of agri-
cultural sutput. The combined target which the OEEC
countries set themselves was an inerease in total agri-
cultural production by 1952/53 of about 40 per cent
over the 1947 level, which represented an increase of
about 15 per cent over pre-war outpul.?

Within the over-all objective of expansion to a level
of agricultural output greater than before the war
emphasis was placed on the cultivation of crops which
give the highest yields per acre (sugar-beels and pota-
toes), or which would directly reduce impoxt require-
ments (particularly of feeding stufls), or which were in
particularly short supply in the woild as a whele (such
as vegetable oils); and as a result of the exceptionally
low level of meat production an effort was also to he
made to increase livestock output, though there were
limits to the speed with which the necessary stock
buildup could be achieved. To reach the targets,
reliance was placed chiefly on increases in productivity
aided by much more extensive use of fertilizers and

very rapid mechanization, At that time the prices of

agricultural products were, on the whole, high enough
to cbviate the need for any increase in price as an
incentive to expanded output, and the chief require-
ment in this connexion was to ensure adequate export
markets in other OREC countries and to maintain
farmers’ confidence in the longer-run prospects. These
ohjectives were pursued by the conclusion of numerous
bilateral agreements among the countries, and by
various legislative commitments to domestic farmers
in most counfries,

The 1952/53 target for agriculture in western Europe
was exceeded slightly, but new economic problems,
chiefly associated with the Korean outhreak and the
expanded defence programmes, had emerged before the
earlier problems had been completely solved. In 1951,
partly in response to the changed situation, new pro-
duction targets for 1956 were set in western Europe
for key sectors of the economy, including a further

? Organisation for Luropean Fconomic Co-operation, lnierim
Report on the Eurapean Recovery Programme (Paris, 1948}, vol. I,
puge 32 fI, and vol. I, page 903

increase in agricultural production to 14 per cent
above the 1951 level. This target, in turn, was slightly
exceeded by 1956. Thus all countries have consider-
ably surpassed pre-war levels of agricultural output
and by 1957/58 agricultural output in the OEEC
member countries combined was about 35 per cent
above pre-war. 4

Once the acute need for western Europe to expand
agricultoral ouwtput and reduce agricultural imports
had passed, differences in national problems and situa-
tions grew in importance and corresponding differences
in national policies and techniques became of greater
significance. At the same time, more flexibility and
variety were introduced into national programmes, In
some countries this took the form of allowing greater
play of market forces or of deliberately attempting to
guide production and prices into channels correspond-
ing more closely to market trends.

In the United Kingdom, the pattern of guaranteed
prices has been adjusted in order to discourage further
expansion of output of milk, pigs and eggs—products
which are either in surplus or which compete with
cheaper imported supplies—and to encourage a greater
output of beef and mutton, as well as home-produced
animal feedstuffs.® In France, while further expansion
of agricultural production is a declared objective of
the Third Modernization and Fquipment Plan (1957
1961), much more emphasis than hitherto has been
placed on the need to adjust the pattern of production
to meet trends in consumption. In particular, this has
taken the form of encouraging further increases in out-
put of meat, poultry and dairy products, as well as
fresh fruit, vegetables and coarse grains for feed, and
of stabilizing, or even reducing, output of sugar-beets,
wheat and potatoes.

However, the experience of the last few years in
western Europe (as in the United States) suggests that

_attempts to reduce or stabilize output of certain

v/

products have been less successful than measures
aimed at increasing the output of others. Furthermore,
the change in emphasis in agricultural policies char-
acteristic of certain European countries in recent
years has not applied universally. In some major im-
porting countiies there has been no perceptible change

4 Organisation for European Economic Co-operation, General
Statistical Bulletin, No. 1, 1959 (Paris), page 47 The fipure
quoted shove relates to the index of total agricultural output net
of imported feeding stufls and store cattle.

5The shift of emphaesis in the United Kingdom's policy was
summarized 85 follows: “During the first phase of longterm
agricnltural development the primary aim has been the physieal
expansion of output. But under {ree market conditions the
appropriate pattern and scope of home produetion . . . must he
related, not only to considerations of production, but also te
market prospects . . . Expansion of net output to 60 per cent
above pre-war is still 2 major objective. But with the removal of
controls and zevival of consumer choice it has now become
necessary for agricultural produce to he sold more competitively

. in future, home agriculture cannot be asked to produce a

%iven amount of a particular commedity irrespective of cost.”

nited Kingdom, dnnual Review and Determination of Guarantees,
1654, Cmd 9104 {London), parsgraphs 10 and 11.
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in policies. In the Federal Republic of Germany, for
example, the 1935 Agricultural Act largely confirmed
the policy pursued up to that time, In Tialy, while
there is now greater emphasis on the expansion of live-
stock output, the over-all long-term aims of agri-
cultural policy are closely bound up with the problems
of regional disparities in income and of land reform,
and there has been no radical development in this
situation of a kind likely to induce any basic change in
agricultural policy, And while in some countries the
achievement of targets and the restoration of produc-
tive capacity have led to greater selectivity and flexi.
bility in agricultural policies, there has been no
tendency to retreat from previous policies, especially
as regards their basically protective character; in
certain eountries where there is a long history of pro-
tective policies or where agriculture is linked to other
structural problems, there has been no pressure for
any change at all.

In fact, the emergence of world-wide surpluses of
many agricultural products, including some surpluses
inside western Burope, has been accompanied, as the
OLEC Ministerial Committee for Agriculture and Food
pointed out, by . . . a growing tendency among many
Governments to give more and more importance to
long-term assurances lo agriculture”. The Commiltee
goes dn to state that “More and more frequently
Governments undertake to apply some measure of
price fixing or income stabilization for a specific
period.”s Thus while it is true that, with a few excep-
tions, there is no longer any attempt to bring about a
further over-all expansion of agricultural output, and
policies have become more seleclive in character, the
existing assurances to farmers are such that the basi-
cally protective nature of European agricultural
policies does not show signs of any effective relaxation.

As indicated above, the previous policies of over-all
agricultural expansion in Europe have led to a reduced
dependence on imports for most food products. The
means by which this has been brought about have been
varied and have included intensive efforts in many
countries to raise agricultural productivity. Neverthe-
less, the achievement of the desired reduction in the
share of imports in total supplies has not been due
solely, if at all, 1o a change in the comparative cost
position of European supplies, and has depended on
various protective devices, usually associated with
domestic price or income supports.

The nature and extent of the price and income sup-
port programmes and the associaled measures usually
required to shield these programmes against distuption
from imports vary [rom country to country. Counliies
which have a large stake in agricultural exports or
expoits of particular agricultural products are naturally

§ Qrganisation fos European Economic Ce.operation, Mini-
sterisd Commiltee for Agriculture and Food, Second  Report
(Puris, 1957), page 406

unable to maintain the prices of these produets to the
same extent as other countries, though this would not
necessarily preclude the deficiency payment method
of support. Denmark, for example, has very little price
support even though a high proportion (about 20 per
cent) of national income originates in agriculture.
Price fixing in Denmark is limited to sugar-beets,

. where the objective is to displace imported sugar, and

potatoes, where the aim is to raise income levels in the
poorer areas. Similarly, in the Netherlands, while price
suppert is fairly widespread for products of which the
Netherlands is a net importer, for produets which are
mainly or largely exported, such as eggs, dairy
preducts, and pig meat, price formation is free or
special aids are given to exporters to maintain com-
petitiveness. In Italy no special arrangements are made
for the main exported products {fruit and vegetables)
apart {rom minor measures such as reduced freight
rates to the border.

For other products in these countries, and for agri-
culture in general in the other countries, extensive
price programmes are usually in force. In the United
Kingdom a system of deficiency payments is applied,
except for a few products.? This system requires the
government to make up the difference between the
average price received by farmers and the guaranteed
price, the latter being adjusted each year in the light
of various considerations relating to costs of produc-
tion and trends in output and prices. The deficiency
payment method of support tends to increase domestic
supply, and therefore reduce imports; so far, however,
from raising domestic prices above world Ievels it may
actually tend to lower them, and thereby increase
rather than diminish total domestic consumption as
well.

In other major importing countries, agricultural
products are subject either to direct price support by
periodically revised fixed prices, as in France, or to
indirect price regulation by means of state monopolies
for marketing or trade—the predominant system in the
Federal Republic of Germany and Iialy. In these and
certain other countries, considerable regulation of
imports is necessary to mainlain prices at the prevail-
ing levels. In fact in several countries it is the control
over imports which provides the sole mechanism for
regulating and supporting the domestic markets in
certain products; that is 1o say, imports are increased
or decreased according to the estimated gap between
domestic production and consumption at the supported
prices, or are varied as a means of stabilizing prices.
The regulation of imports is alse sometimes used to
preveat undesirable price increases, as in France and
the Federal Republic of Germany, for example, where
certain types ol imports virtually excluded from the
market under normal conditions are occasionally

¥ Prices are fixed for wouol and supur-beets, and are supported
for eggs and potatoes
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allowed to enter in substantial quantities so as to hold
down the cost of living.

In general, the degree of insulation of domestic
agriculture in the major importing countries of western
Europe is extensive. The main exception is the United
Kingdom, where the system of deficiency payments dis-
courages imports, chiefly through its tendency to keep
agricultural production higher, and artificially more
competitive, than it would otherwise be; although this
effect is by no means negligible, as is illustrated by the
fact that the share of domestic production in total
United Kingdom food requirements has risen from
about one-third pre-war to about one-half in recent
years. In the other countries, while one of the main
objects of the fmport restrictions is the stabilization of
domestic prices, the level at which prices are stabilized
is, on the whole, well ahove the world price level, so
that the measures are of a distinctly protective, as well
as stabilizing character. The fact that at exceptionally
high support levels western Europe does not experi-
ence the massive accumulation of surplus stocks that
has been cbserved in the United States, or that has
occurred in Canada with much less price support, is
evidence of the relatively high costs of much European
agriculture.

This also provides an indication of the extent te
which European output requires protection in order
to avoid a substantial displacement by imports, It is
significant that the proportion of agricultural output
which is sold without any intervention eithexr directly
by governments or by any marketing boards or similar
agencies is much smaller in most western European
countries than in the United States.t Al OEEC
countries except Belgium, Iceland and Denmark have
fixed prices, or support prices of one kind or another,
for cereals other than rice; most countries have fixed
prices for sugar-beets, and apart from the Mediter-
ranean countries practically all have support prices or
special market intervention for all animal products
except wool. The only important agricultural products
not generally subject to this type of direct support in
the economically developed countries of western
Europe are fruits and vegetables, though in most
countries trade in these products is subject to various
quotas and licensing arrangements which often have a
protective character.

It is true that government expenditure on agri-
culture, as a proportion of gross agricultural output?
is lower in several European countries than in the
United States,'0 but this ratio depends very much on
the degree of trade restriction. For example, in the
United Kingdom, where restriction of agricultural im-

8 Organisation for European Economic Co-operation, Mini-

steric]l Committee for Agriculture and Food, Second Report
{Paris, 1957), annex table I, page 441,
9 Defiried here ns “value added™ (or net output) in agriculture

plus depreciation,
it Op. cit., table HI, page 445.

g

ports plays very little part in the measures adopted to
maintain agricultural incomes, about one-third of the
gross product of agriculture is covered by government
expenditures of one kind or another, whereas in
countries such as France and the Federal Republic of
Germany, where close control of agricultural imports
exists, the ratio is about 7 per cent. In other woids, the
cost of agricultural support in countries which make
extensive use of import resirictions is particularly
difficult to evaluate since it manifests itself not in
identifiable items of government expenditure but in
higher prices to domestic consumers as well as in the
maldistribution of domestic resources, and losses of
export markets by overseas primary producers.

As agricultural policies in western Rurope have
consciously aimed at greater self-sufficiency until
fairly recently, they have had a moze direct impact on
imports than in North America, where the main impact
has probably been on exports. As can be seen in the
following table, domestie production is a higher pro-
portion of total supplies than before the war for all the
main agricultural products,

Praduction as percentage of total supplies of major categories of

agrictltural output in OEEC member countries combined

1353 /54 Lo

Pre-toar 1055156
Bread grains o 74 83
Coarse grains, N 80
Sugar (refined) . . . . . 54 13
Meat. ... . ... 88 94
Total, oils and fats =~ . .. 52 55

Source: Organisation for European Economie Co-operation,
General Statistical Bulletin, No. 6, 1957, pages 56 to 61.

Impact on trade in food products

These changes in western Europe’s dependence on
imports of foodstuffs can be translated into a rough
indication of the impact on imports of increased
Furopean self-sufficiency—assuming that total con-
sumption would remain unchanged even if domestic
agriculture were less important in the economy. For
example, if the share of imports in total European food
supplies were the same now as before the war, there
would be an increase in such imports from the rest of
the world of about $2 hillion, including about $600
million for cereals, $200 million for sugar, $400 milkion
for meat and $100 million for butter. While there can
obviously be no question in the foreseeable future of
reverting entirely to the pre-war situation, these esti-
mates give some indication of the impact that the
European move towards self-sufficiency has had on
imports.

Even under less drastic assumptions, the increase in
imports resulting from a reduction in European protec-
tion would be considerable, in view of the relatively
high costs of much agricultural production in Europe.
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As a recent report has emphasized, the marginal nature
of most food imports into western Europe means that
a relatively small decline in agricultural output would
cause a much larger proportionate increase in imports.
This report pointed out, hewever, that "Agricultural
production, at any rate in the short run, is probably
not very sensitive to price changes and to restrain
production by one per cent may well require a sub-
stantially greater percentage reduction in the degree
of protection,”™nt

In the longer run, of course, the low productivity of
much of western Lurope’s agriculture—as evidenced
by the importance of aid to marginal {arming in most
Burepean agricultural assistance programmes—the
high rate at which the agricueltural population has been
declining in recent years, and the fact that industrial
unemployment in most of the developed European
countries has been relatively low, all suggest that the
supply curves of agriculture as a whole might be suffi-
ciently elastic [or oulput to be significantly affected by
reductions in prices. It is true, of course, that meny
individual {armers would maintain or even Ly to in.
crease output as prices {all, but if this weie true of
farmers as a whole there would be little point in high
support prices as a means of saving on imports, and in
any case there are limits to the extent to which [armers
could expand output without increasing their expendi-
ture on machinery, fertilizers and so forth. It is also
true that the absorption of the agricultural labour
force in alternative occupations depends partly on the
geographical proximity of such occupations. But on
balance it would appear that the Jonger-run impact on
agricultural outpul in Burope of a reduction in prices
cannot be assumed to be negligible and might reason-
ably be assumed to be significant.

How much reduction in agricultural protection
would be required to achieve any given reduction in
prices or agricultural incomes depends, of course, on
the importance of protection in maintaining prices and
incomes. In general it appears that the incidence of
agricultural protection in Europe is considerable. In
the United Kingdom, for example, although producers’
prices do not exceed world trade prices by margins as
great as are commeonly found on the conlinent—
partly because of the different support systems em-
ployed—total government agricultural support expen-
ditures in 1957/58 amounted to about one-third of the
gross product of agriculture (including forestry and

fishing). They also represented about 80 per cent of

farm net income, after deducting wages as well as
other farm expenses.!*

In othe: western Kuropean eountries, as has been

I General Agreement on Turifls and Trade, Trends in Inter-
national Trade, A Report by a Panel of Experts (Geneva, 1958),
page B9

12 For details of estimate of farm *‘net income”, see United
Kingdom, dnrual Review and Determination of Guarantees, 1958,
Cmind 390, table C, page 12,

pointed out above, ihe protection lies more in the
maintenance of higher domestic producets’ prices by
restriction ol imports. Fer example, in Belgium,
France, the Federal Republic of Germany and Switzer-
land, domestic prices for wheat are 40 to 80 per cent
above import prices, and similar disparities exist for
other cereals. Prices of beef cattle and various other
products are also well above those in overseas produc-
ing countries such as Australia. Thus, while such com-
parisons have to be treated with caution, the extent of
the disparities suggests that protection would remain
substantial even il reduced significantly from present
fevels.1s

It therefore appears that owing to the considerable
incidence of agriculiural protection in western Europe,
such protection could be reduced sufficiently to have a
significant impact on prices and incomes while still
remaining substantial. In so far as agricultural output
is not completely inelastic in the fonger run, this would
tend to reduce Buropean outpul, and in so far as the
reduction in prices stimulated consumption somewhat,
the rise in imports would be even greater.

However, it must be noted that any over-all reduc-
tions in western Europe’s output would provide a
stimulus chielly to exports of competing temperate
zone producls from the wealthier countries, such as
those in North America and Australasia. The implica-
tion of this is not, however, that reductions in the level
of European protection are of little value {or the under-
developed countries but that these countries could
benefit if European output were reduced, relative to
consumplion, on a selective basis, without any large-
scale fall in agricultural output or incomes. For
example, moderate reductions in European output of
sugar and oil-seeds would entail a very small decline in
total agricultural output relative to the consequential
increase in imports of these products from the unde:-
developed areas, provided they could supply the extra
requirements,

Such an adjustment in European policies would also
combine the maximum benefit to the under-developed
areas with the minimum impact on western Europe's
balance of payments as well as on its agricultural
sector. Selectivity of this nature would also be more
justifiable from an international welfare point of view
than indiscriminale changes in ouipul/consumption
relationships, since in many cases protected European

¥ There are numerous Hmitations on such price comparisons,
including important differences in the qualities of some of the
products concerned. The import prices referred to above are on
& c.i £ basis and hence reflect freight rates as well as differences
in local prices. The other comparisons do not allow for freight
rates but the magnitudes of the disparities are greater than could
be accounted for by [reight charges (for instance, the average
roducers’ prices of beel cattle in Europe are over twice those
m Australia). See United Nations, "Prices of Agricultural Prod.
ucts and Fertilizers, 1957/58” {sales number: 58 H E/Mim,22),
tables 4 and 7 and annex table 1A, and Food and Agricubture
Organization of the United Nations, The State of Food and Agri-
culture (Rome, 1958), annex table 13, pages 218 10 220
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producers of, say, grains or dairy products may have
much lower levels of living than the overseas pro-
ducers who might displace them. The same cannot be
said of European protection of products such as sugar
and oil-seeds.

It is therefore unfortunate that the pattern of
selectivity emerging in western Europe in the last few
years is of a rather different kind, since the concentra-
tion is on less cereal cutput while support prices for
sugar-beets have heen raised in practically every
European country.

Of course, the tendency in western Europe to dis-
courage further output of bread grains is partly the
effect of the policies followed in other countries,
particularly the United States. As discussed in more
detail below, the United States support policies have
led to massive surpluses of grains and other supported
products, Hence, in so far as European countries try
to change the pattern of their agricultural production
without reducing the over-all output, they prefer to
import more grains and less of the products where the
pressuze on prices is upwards.

So far the discussion has been confined to the impact
on imports of western European policies for food
products, of which Europe is also an important pro-
ducer. Yor other primary commodities, of which
Europe is not a significant producer, protective policies
are natuially less widespread. This does not mean,
however, that the policies adopted by western Europe
have no impact on world trade in these products. In
many major consuming countries in Europe, tropieal
products are subject to duties or internal excise taxes
that serve primarily a 1evenue raising purpose.
Tohacco, for example, is subject to very high indirect
taxes in the United Kingdom, and to tariffs of about
8 per cent and 30 per cent respectively in the Benelux
countries and the Federal Republic of Germany, while
trade in tobaceo in France and Italy is conducted by
State monopolies. For non-aleoholic beverages, the
United Kingdom tariff is relatively low but the duties in
the major continental countries are, in most cases, very
high and consequently the domestic prices are also
high ! The equivalent ad valorem rates of duty in 1956
for coffee were about 20 per cent and 30 per cent
respectively in France and the Federal Republic of
Germany, and other fiscal charges were about 40 to 50
per cent respectively. For tea, tariffs ranged from 15
per cent in Benelux to 52 per cent in the Federal
Republic of Germany, High tariffs are also applied in
the major importing countries of continental Furope
on other tropical products, such as bananas (ravging

1 1t has been estimated that the weighted average consumers'
rice of coffee in France, the Federal Republic of Germany and
taly is about $1.65 per pound as compared with $0.90 per pound

for cerresponding coffee in the United States.

from 5 per cent in the Federal Republic of Germany to
40 per cent in Italy) and cane sugar, for which tariff
rates are exceptionally high in Benelux, France and
Ttalyas

It has been pointed out that a reduction in the inci-
dence of these revenue duties would provide a direct
contribution to the export prospects of under-developed
areas.!s Imports of cocoa, coffee, and tea into OEEC
countries from the outside world amount to about
$1.5 billion, of which the United Kingdom alone
docounts for about $0.5 billion. As the revenue duties
on these products are of significance chiefly in the
continental countries of western Europe, the effect of
a reduction in these duties should be considered only
in relation to imports into these countries. Gf the §1
billion of imports of non-alcoholic beverages into these
countries, however, a large proportion—-about §300

-million—comes from dependent terzitories, supplies

from which are generally exempt from import duties.
The remaining imports of non-alcohelic beverages into
continental western Europe thus amount to about
$700 million. As domestic production of these com-
modities is neghgible, a given increase in consumption
will give rise to a nearly equivalent increase in imports.
In view of the incidence of duties and internal excise
taxes on non-alcoholic beverages in the continental
countries of western FEurope, the scope for price
reductions without even completely eliminating these
duties would appear to be considerable; and while the
price elasticity of demand for non-alcoholic beverages
taken together is, no doubt, much lower than for indi-
vidual beverages, an increase in imports of an order of
magnitude of about $100 million would appear to be
possiblel?

Apart from the effect of duties of one kind or another
on totzl consumption of tropical products, the paltern
of trade in these products is also influenced by the
preferential arrangements which several European
countries have for imports from their dependent texri-
tories. These take the form either of tariff exemptions
o1, as in Lhe case of France, quota restrictions on im-
ports from other areas. Furthermore, the Common
Market arrangements may involve an extension of this
form of discrimination in so far as the tariff preferences
enjoyed by the dependent territories of some Common

15 The duties quoted are in all cases specific duties expressed
as ad velorem equivalents of the 1956 import prices of the prod-
ucts concerned. In some countries the legal rates of duty are
above the range indicated here but only the rates actually applied
are given here.

16 General Agreoment on Tarifls and Trade, Trends in Inter-
national Trade, A Report by a Panel of Experts.

V1 The report cited above estimates en incresse in imporis of
green coffee alone of $56 million resulting from the total abelition
of all import duties and other fiscal charges in eight European
countries,
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Market countries will be extended to other participat-
ing countries.!$

UNITED STATES
Production and price policies

There has been no pressure in the United States, as
there has been in western Europe, to reduce imports
for balance of payments reasons. United States agri-
cultural policy has instead been concerned almost
exclusively with the protection of farmers’ living
standards. The techniques adopted in furtherance of
this policy appear, however, to have brought about a
situation in which United States policies may have had
as much impact on trade as have agricultural policies
in Eurcpe. It is first necessary, therefore, to discuss
the way in which this situation has developed in the
United States.

To explain the present situation of United States
agriculture—a situation which is characterized by im-
port restrictions on certain products, by large govern-
ment-held surplus stocks and by special export dis-
posal programmes—it is important to appreciate that
present United States agriculiural policies, and the
particular techniques employed, are by no means a
recent development. Though they have been subject
to various amendments and changes of emphasis, they
date directly back to the late nineteen twenties and the
carly nineteen thirties,

The Agricultural Adjustment Act of 1933, which was
followed in the same year by the establishment of the
Commodity Credit Corporation, has in fact provided
the standard framework for assistance to United States
agriculture ever since.!? The declared objective of the
1933 Act, which has dominated the operating tech-
niques employed up to the present, was to "'re-establish
prices to farmers at a level that will give agricultural
commodities a purchasing power with respect to
articles that farmers buy, equivalent to the purchasing
power of agricultural commedities in the base period”.
The techniques of support adopted are still based on
the concept of “parity”, that is, the relationship
between farm prices and other prices, even though, in
a free market, there would have been a considerable
change in the relationship. Furthermore, whereas pre-
war price support was limited to one or two products,

I8A net increase in discrimination will oceur in so for as, for
certain products, the inerease in discrimination in some coun-
tries (those which at present do not discriminate in favour of
Associated Overseas Territories or which will disciiminate more
by raising their 1ariffs to the level of the common external tariff}
is greater than any reduction in discrimination that might con-
ceivably follow in those countries whicl,, by lowering their
tariffs fo the common external tariff, will be disciiminating less
than at present. [t seems likely that the net effecl of the various
changes in tariff rates proposed will involve & net increase in dis-
erimination for various products such as cluminium, bananas,
coffee and tobacco.

1 The basic legisiation for present price sup]{mrt operations is

1

the Agricultural deus{mcnl Act of 1938, lhm:i; there have been
subsequent amendments and complementary legislation.

the scope of price support is now very extenmsive.
While only about twenty, out of more than two hun-
dred, domestically produced farm products are subject
to price support or protection of one kind or ancther,

. these include the major crops, such as wheat, corn and

tobaceo.?® As can be seen in table 24, out of a total
value of cash farm receipts in 1956 of about 231
billion, the value of receipts [rom products subject to
price support of one kind or another was about
%14 billion.

The actual process of supporting commodity prices
at the stipulated parity levels is the function of the
Commodity Credit Corporation (CCC). The CCC sup-
ports prices in four different ways—loans, purchase
agreements, purchases and payments. Non-recourse
loans account for by far the bulk of the operations
conducted by the CCC.2 Whichever particular tech-
nique is adopted, the economic effects of this support
method are that consumption is reduced by virtue of
the higher prices and that farmers can sell most of
their output at the support price. If the support level
is high enough to avoid hardship to marginal producers,
it will be such that more eflicient producers will also
gain substantially from the support programme and
hence will also have more incentive to maintain or
expand output. Only fer wool and sugar is price sup-
port based on an “incentive” payment mechanism
which resembles the deficiency payments method used
in the United Kingdom and which, by itself, does not
tend to raise prices to consumers. The United States
has, of eourse, the same interest as any couniry in
changing the distribution of national income in a
manner aimed at improving the lot of the poorest
sectors of the community, particularly the poorer
farmers. But it employs a technique which transfers
income to all farmers, and which, by maintaining
prices above market prices and thereby redueing con-
sumption as well as stimulating production, tends to
prevent the long-run adjustment of supply and demand
to equilibrium levels,

It is true that other measures designed to reduce the
disequilibrium between output and demand at prevail-
ing prices were introduced before the war. The most
important pre-war measures of this kind were the

20T 1957 support was mandntory for twelve products, namely
() the basic products, maize, wheat, tobaceo, rice, cotton and
peanuts, as well as for (B) tung-nuts, honey, milk und butterfat,
and {c) under the National Wool Act, for wool and mohair.
Sup]iurt was permissive in 1957 for nine ot!aertrmducls_—burlcy,
sorghum grain, oats, rye, cotton-seed, flax.seed, soya beans, dry
edible beans and gum naval stores, For survey of legislation, see
United States Department of Agriculture, A’ riculiure Informo-
tion Bulletin, No. 135, “Price Programmes” {Washington, D G},
1957,

2 The mechanism of non-recourse loans is that the farmer is
able to borrow money from the CCC to an amount equivalent to
the value, a1 the support price, of the quantity of the product
which he deposits as collaleral for the loan. If the market price
rises above the support price he can sell at the market price and
redeem the lean. It the market mice fails to rise above the sup-
port level, however, he can simply deliver the quantity of the

product concerned as repayment for the loan
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Table 24.  United States: Cash Farm Receipts in 1956 from Products Subject to
Price Support and Import Controls in 1957°

{Millions of dollars)

Product Cf;::':?l:m Produet C‘rr::‘e{;lvm

A, Products subject to price support with- B. Products subject to impaort regulations
out import regulations or restrictions or restrictionst
Corn . ‘ 1,636 Cotton (lint and seed) . . ‘ 2,515
Rice. .. S ... ... 238 Wheat ... T < 1
Tobaceo . . . 1,162 Dairy productse . 2,391
Honey C 41 Sugar . . 214
Milk . . 1,801 Peanuts | . . ‘ ‘ 165
Butterfat . o - 296 Flax-seed . . o 125
Mokhair o B 15 Wool ... . S ‘ 102
Barley . Ce e 245 Rye . .. ... . 19
Sorghum grain . 189 Tung-oil S R 4
gats b S : ggg Edible tree nuts .. . o 111

oya beans. ... . o T .

Dry edible heans : : : 105 Totau s 7,543

Gum naval stores .
ToraL &4 6,830

Total, other products 16,719
ToTAL CASH FARM RECEIPTS 31,002

Source: United States Department of Apriculture,
Agricultural Statistics, 1957 {Washington, D.C),
table 684,

s Including government payments,

b Fstimated farm - production times price of
koney received by heeiecpcrs‘

¢ Represents approximate value of milk finally

Section 32 programmes, which date back to 1935
Legislation providing {or acreage allotments and mar-
keting quotas was also passed in 1933. But such at.
tempts to curtail output have not been applied con-
tinously in any form until recently.

A strong, and much needed, stimulus to productien
came from the high prices of agricultural preducts
during the war and immediate post-war period. But
after this, the policy of supporling agricultural prices
on a national scale and al levels related to the general
price level, rather than to trends in the agricultural
supply/demand situation, has provided ample scope
for the rapid increase in agricultural productivity in
the United States to be translated into a further
expansion of output. The final outcome has been that,
compared with pre-war, net agricultural production
has risen about 50 per cent, and this has resulted in a
much greater United Stales share in world production
of many important products, paiticularly grains.» At
the same time as food output has increased, the high
level of United States per capita real incomes has
meant that a corresponding quanlitative increase in

22 Qver the whole period 1936 10 1956, Section 32 programme
expenditures amounted to less than $2 billien, whicﬁ is a very
small amount compared to the value of accumulated surpluses
Or Lo povernment exporl programmes.

23 Despite the rise in agricultural production, the share of
agriculture in gross national product has fallen from about 10

cr cent in the carly nineteen thirties to about 5 per cent in the
ast few years. During the same peried, agricultural population
has declined from 25 per ceat o{') totul population e nli:out 12
per cent, productivity per man-hour in agriculture being esti-

utilized as fuid milk (see Agricultural Statistics,
1957, puge 581} for which no import controls exist.

4 Included here are products subject to controls
under Section 22, under the Sugar Act, and woeol
{the tarifl en which iz used to finance the “incen-
tive”” payments to wool producers).

¢ After deducting the estimate for milk and the
figure for butterfat shown in the first column.

domestic consumption could not be expected, especi-
ally of bread grains where per capita consumption in
the United States has long been following a declining
trend and where output is about 50 per cent higher
than pre-war,

As a consequence of the heavy accumulation of
agricultural surpluses in the United States, there has
been a more intensive eflort since 1954 to reduce the
incentive to oulput provided by the price support
mechanism. For most of the supported products, the
ahsolute level of support prices has been reduced,
since 1954, by between 10 and 20 per cent, which
represents 2 somewhat greater decline in the parity
level of support, on account of the rise in prices paid
by farmers. The only two products the support prices
of which have 1isen in absolute terms are wool and
tohaceo ® In addition, acreage allotmenis were reintro-
duced in 1954 and in the following two years the size
of the national acreage alloiments was cut by about
15 per cent. More recently (1956/57) considerable
expenditures have also been authorized under the Soit
Bank programme, which is a supplementary means of

maled to have more than doubled since pre-war years. See United
States Department of Agriculture, Agri"cullum Statistics, 1957,
tables 643, 664 and 692, and Statistical Abstract of the United
States, 1938 (Washington, D.C), tables 270 and 834; also,
United States Pepartment ol Commerce, Survey of Current Busi-
ness {Washinglon, 1.C ), July 1958, table 6.

H Wool and tobacco have been subject to support at the con.
stant level of 90 per cent of parity in this period, so that the rise
in prices paid by furmers has autematicull;y led to o rise in the
abselute support level for these products.
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reducing output, but these expenditures are still small
compared with the value of existing surplus pro-
duction.

While it is true thal the shift in the emphasis of
policy since about 1954 has been accompanied by a
reduction in output of cotton and tobacco, output of
other crops, especially the grains, has continued 1o ex-
pand rapidly under the influence of rapidly rising
yields. This is partly a normal secular development but
it is also probable that the very process of acreage
restrictions tends to defeat itself for some crops in so
far as it merely concenlrates output on the higher-
yielding acreages. Furthermore, as yields rise, the dis-
incentive effect of lower gross support prices is weak-
ened.2® Whatever the precise causes, the fact remains
that in spite of the acreage restrictions and reductions
in support prices over the past few years, surplus out-
put of some products is now as greal as ever and
government stocks of these surpluses are larger than
ever. It is expected that the value (cost) of CCC stocks
wil} have risen to about $9 billion by mid-1959 as com-
pated with less than $1 hillion in 1952, in spite of a
revival during the last few years of government export
disposals, which are discussed further below. In the
last few years, wheat stocks, for example, have been
about equal to total United States annual output.*s
The failure of recent attempts to overcome the dis-
equilibrium between demand and supply has been
explicitly recognized in the President’s declaration that
*“The price support and production control programme
has not worked . . . The control programme doesn’t
control”, ¥

The price support programme has thus led to devel-
opments of two kinds in United States trade policies.
First, the particular price support technique adopted
necessitates import restrictions on the products con-
cerned, as long as the world price of these products is
below the United States suppost price, in order o pre-
vent an abnormal inflow of imports. Secondly, the
increased excess of oulput over domeslic demand at
prevailing prices has led to a change in the role of the
United States in world exports of agricullural products.

Impart policy

As regards imports, it must he recognized that some
of the import restrictions have heen imposed on prod-
ucts whieh the United States would not normally
import anyway unless the prices of imports were
drastically reduced. These we the restrictions under
Section 22 of the Agricultural Adjustment Act of 1933,

2 Also, acreage allotments for wheal are now al e minimum
permitted under existing legislation so that any further upward
trend in yields can be expected to produce an upward trend in
ouipst

3 The average ratin of carry-over stocks 1o annual production
was 24 per cent in the nineteen thirties and 22 per cent over
the perind 1943 to 1952,

2 Farm Message to Coagress, 20 Januwary 1959

on cotten, wheat and wheat products, and rye. This
particular piece of legislation was, in fact, explicitly
designed to supplement the price support mechanism.
But Section 22 restrictions are also applied to dairy
products, peanuts and peanut oil, flax-sced and linseed
oil, produects where there is more likelihood that
United States imports would increase if the restrictions
were relaxed even if this were accompanied by a lower
United States support price.?

Furthermore, import restrictions of a different
nature are imposed on sugar and wool, both of which
are subject to price support; and there are extremely
strict sanitary vegulations which hinder imports of
meat. Under the Sugar Act of 1948, the United States
sugar market is basically allocated each year by quota
among various domestic and foreign produeers.

The effect of these quotas is such that of the two
predominant foreign suppliers, Philippines and Cuba,
it is Cuba which furnishes residual supplies and which
therefore bears the burden of fluctuations in United
States requirements. There are also limitations on the
proportion of imported sugar which may be in refined
form.

As regards wool, the United States is one of the few
industrialized countries in the world having a tariff on
raw wool (excluding carpet wool, which is duty free),
and the level of this tariffl is also exceptionally high.
In spite of the tarifl and price support, wool output has
been declining steadily for some yems. The chief
effects of these measures, therefore, have been simply
to slow down the rate of decline of output, to keep
wool prices high to consumers, and to encourage the
use of substitute fibres.

The sum total of these various impediments to im-
ports is that the commodity coverage of United States
import restrictions is substantial in terms of the share
of these commodities in farmers’ cash receipts from
the products concerned. While only about ten agii-
cultural products are affected by import restrictions or
significant tariffs, the cash reccipts [rom these products
amounted to about $7.5 hillion in 1956, which was
about one-quartter of the tolal cash receipts from United
States agricultuwial production in that year.

The extent to which imports from the under-
developed arcas of the woild would increase in the
absence of United States price support or import
restrietions should not be exaggerated. The most im-

% Sgetion 22 legislation specifically links the fmposition of
import quetas or tariffs to l\‘le operation of the price support
legislation. Apart from the colton quoetas imposed in 1989,
peace-time application of Section 22 restrictions began in 1933,
and by 1058 were applied to all the products enumerated abave.
During the period from 1950 to mid-1953 varicus restrictions
wese also imposed under Section 104 of the Defense Production
Act For details of Section 22 controls sinee the inceplion of the
Aet, see United States Tariff Commission, fnvestigations wnder
Section 22 of the Agricultural Adjustment Act, fourth edition
(Washinglon, D.C, May 1938)
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portant items from this point of view are probably
sugar, wool, meat and dairy products. Total consump-
tion of sugar continues to rise somewhat and imporis
come from under-developed countries such as Cuba,
Mexico, Peru and the Philippines. The long-run
demand prospects for wool wounld presumably be more
favourable if tariffs were reduced and wool sold at more
competitive prices. However, not all the benefit from
a liberalization of United States woel imports would
accrue Lo low-income suppliezs (such as Argentina and
Uruguay) as the bulk of United States imports of
apparel wool continues to come from relatively high-
income Commonwealth countries (Australia, New
Zealand and the Union of South Africa). Meat imports
might also increase under less stringent sanitary
regulations. Theze probably is also scope for an in.
crease in imports of dairy products, for although the
import quotas fixed are higher than were imports of
these products in the “representative period” selected
as a basis for fixing the quotas (1948 to 1950 for
cheese), the average imports of the products concerned
(with the exception of “Italian-type™ cheese and dried
skim milk in some years) since the quotas were set
have been more or less at the limit permitted.

It must be recognized, however, that United States
demand for food products in general is not markedly
rising. For example, imports of the tropical foodstoffs
and beverages, which are subject to hardly any restric-
tions or tariffs, have not been increasing rapidly, For
these products, it is the slow rate of growth of demand
which is mainly responsible for the relative stagnation
of imnports, Thus, for agricultural products, while lower
tariffs or more freedom for imports would give a
valuable stimulus to export proceeds of some countries,
after the initial effect there 1s no reason to believe that
the long-run trend would be significantly affected.

Export policy

A major consequence of the developments in agri-
cultural output and domestic United States demand
has been the greatly increased role of the United States
in world trade in agricultural products. In grains, for
example, the only item exported on a significant scale
relative to United States output during the period 1934
to 1938 was rice (about 15 per cent of output) and for
no other grain product was the exported proportion
greater than 6 per cent.? In the post-war years, how-
ever, the export percentages have been around 30 per
cent or more for wheat, between 10 and 20 per cent
for other grains, and between 20 and 40 per cent for
rice. While there have been some declines in the ex-
ported proportions of cotton and lobacco, these are
two products of which United States exports have
traditionally been important in werld markets and
which have remained so. Hence the final outcome, as

“ The exported percentages of production were, however,

higher in preceding years, being about 16 per cent for wheat and
barley over the period 1924 10 1933,

seen in table 25, is that the United States is now an
important exporter and competitor in world trade in
a number of the major non-tropical agricultural
praducts,

Table 25.  United States Share in World
Exports and Production of Selected
Agricultural Products®

{Annual averages 1934-1938 and 1955~1957)

Percentage share in world  Percenlage share in world

expurs production
Product
Average Average Averege Average
19354-4938 1955-1957 $834-4938 10556-1957
Wheatb. .. ., 6.4 46.1 21.0 20.2
Barley 12.0 28.7 125 13.7
Oats, .. ... ... 59 203 31.0 371
Maize. . ... .. 9.0 63.9 59.3 59.2
Riee. ........ 0.8 14.8 1.0 1.8
Cotton. ... .. 43.0 43.6 51.9 35.5
Tobacco. . ... 4L0 37.6 30.2 32,3
Soya beans. .. 2.3 820 9.5 51.3

Source: Food and Agriculture Organization of the United
Nations, Yearbook of Foed and Agriculiural Statistics, Series Trade
and Series Produection, and ﬁomhly Bulletin of Agricultural
Economics and Stutistics.

s Excluding the exports and production of the centrally
plenned economies.

b Production data relate to wheat only (wherens trade data
include whest flour),

In the earlier post-war years, this expansion of
United States exportable supplies was a boon to the
1est of the world, where foed production levels had
been reduced by the war, And given the magnitude of
the increase in the United States share in world output
and exports of certain crops and the growth of United
States surplus stoeks, it is doubtful whether a moderate
reduction in United States agricultural assistance
would bring the United States share in world exports
back to anything like its pre-war share. Nevertheless,
since woild trade prices of most of the products con-
cerned have fallen below the United States support
prices, United States agricultural exports have become
increasingly dependent on governmen! export pro-
gramrmes.

The mest important government programme during
the last few years has been the Public Law 480 dis-
posals, particularly the sales for foreign currency
under Title I of this Jaw. Over the whole period from
mid-1954 to the end of 1958, total Public Law 480 dis-
posals amounted to about §8 billion (at cost value) and
accounted for about one-quarler of total United States
agricultural exports. All the major United States export
commadities have been substantially affected by these
disposals, namely, wheat, corn, rice, cotton, certain
fats and oils, tobacco and certain dairy products.’® An

0 In the fiscal yenr 1958, for example, Public Law 480 dis-
posals, in quantilative terms, accounted for 59 per cent of total
wheat exports, 27 per cent of cern exports, 51 per cent of rice
experts, 23 per cent of cotton exports and 53 per cent of exporls
of cotton-seed and 5(}:/:1 bean coil. Cf. Message from the President

of the United States Transmitting the Fighth Semi-annuel Report
on Aclivities Carried on under Public Law 480, tables III and IV,
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indication of the degree of subsidy involved, quite
apart from the fact that sales for foreign currency may
represent very little real cost to the reeipient country,
is the difference between the export value of the sales
and the cost to the CCC. For example, over the four-
year period from mid-1954 to mid-1958, Title I sales
under Public Law 480 were valued at $4 hillion in
terms of the cost to the CCC but at only $2.8 billion at
export market value.” Total government exporl pro-
grammes for agricultural products have varied between
$1.2 and $1.9 billion per annum over the Jast three
years (1956 to 1958) and have constituted, on the
average, about 37 per cent by value of total United
States agricultural exportls (as compared with about
20 per cent in the preceding three years).s

Exactly how far United States farm exports under
government programmes have displaced exports from
competing countries is, of course, impossible to assess.
The legislation authorizing the relevant export pro-
grammes invariably stipulates that such exports are to
be made on normal commercial terms and should con-
stitute a net addition to the normal imports of the
receiving country, But these concepts are difficult to
evaluate precisely, so that it may well have been im-
possible, in many cases, to ensure that United Slates
Government exports were not displacing some exports
from competing suppliers.

The extent to which United States Government pro-
grammes to promote exporls are “harmful” in any
sense to the world economy depends on various
factors. The chief of these is which counliies are com-
peting exporters and how far any loss of markets they
might sufler is offset by any gain to the receiving
countries from the special imports they obtain. The
first point to notice in this connexion is that the com-
peting exporters conceined are largely other relatively
high-income countries such as Australia, Canada,
Penmark and New Zealand, though grain producers in
Latin America and rice producers in Asia may also be
affected by United States wheat exports. On the other
hand, while it is mainly other high-income countries
that compete with the United States special exports of
grains, they are countries which are much more
economically dependent than the United States on such
exports, and their own import capacity is therefore
very sensitive to the prosperity of their primary product
exporting industries,

The products in which competition is likely to be
felt chiefly by lower-income couniries are ecotton,
cerlain oil-seeds, rice and tobacco. But the trends in

3 Op. cit., page 2. Export proceeds from other CCC disposals
are also generaliy well below cost, particularly exports under the
International W{mat Agreement.

3 n this confext exports under “government’ programmes
exclude various exports of a quasi-commercial nature such as
CCC credit sales, Export-Tmport Bank Loan sales and CCC sales
at and below the domestic market price but outside specified
ﬁovemmcnt programmes. Such quasi-commercial sales are not,

owever, substantial relative to lotal exports.

trade over the last few years do not suggest that the
lower-income countries have, on the whole, been
adversely affected by United States Government ex-
ports of these products, though there are one or two
exceptional cases. Rice stocks, for example, have been
virtually liquidated during the past two years in coun-
tries such as Burma, Italy and Thailand (as well as in
the United States) as a result of improved economic
conditions and rising population in the important rice
deficit countries; and a similar absorption of surplus
cotton stocks began to take place early in 1957, though
in the past few months an increase in United States
colton exports might have had a greater effect either on
cotton stocks overseas or on the prices that overseas
producers will be obliged to accept in order 1o liguidate
their stocks. Tobacco sales by countries other than the
United States rose fairly steadily up to 1957 while
United States tobacco exports were falling. The posi-
tion as regards fats, oils and oilseeds is particularly
complicated, partly on account of the diversity of
produets in this group and the degree of government
intervention in trade in these products. Nevertheless,
it seems that the rapid expansion in United States ex-
poits of these products has been largely filling the gap
that would have emerged because of rapidly increasing
demand in some countries (particularly western
Europe and Japan) and low exportable surpluses in
other countries,s

Owing to these trends, there is, on the whole, less
concern felt by the lower-income countries over the
impact of United States Government exports than by
the higher-inicome countries mentioned above which
compete with United States exporls of grains and dairy
products. For these products there has not been an
expansion of demestic demand in the producing
countries sufficient to reduce exportable surpluses, as
there has in the countries producing rice and fats
and oils,

As regards the benefit obtained by the recipients of
United Stales special exports, these eountries have, in
general, been low-income countries and the shipments
have usually been a form of economic aid or special
relief, This does not mean that all Public Law 480 dis-
posals constitute unqualified net improvements in the
economic situation of the recipient countries. They
have no doubt provided an eflective device in most
cases for supplying surplus foods to countiies experi-
encing shortages. But the United States administration
has been aware of certain thevretical dangers such as
the possibility that the abrupt ending of the supplies,
if not anticipated, may provoke more dislocation than
would otherwise have been the case; or that receipt of
Public Law 480 supplies may tend to reduce other

3 This applies particularly to China and 1ndia, the twe leading
pre-war exporters. In fact, the Indian Government has felt
obliged to impose export quotas or embargoes on oil-sceds accord-
ing 1o the extent to which the domestic market can be satisfied
at low prices.
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foreign aid, or that the local currency proceeds may be
used by the United States Government in part for
expenditures that would otherwise be paid in dollars.
However, there does not seem to be a widespread im-
pression in the receiving countries that such dangers
have been of major significance in practice.

Thus, as far as United States expotts are concerned,
the net impact of United States agricultural policies on
other countries seems to bear much more heavily on
the higher-income countries, with certain possible
exceptions such as wheat and cotton expotts from some
of the lower-income countries. Against this must be set
the benefit aceruing to many lower-income countries
from special receipts of surplus United States products.

COMBINED IMPACT ON IRADE OF UNDER-
DEVELOPED COUNIRIES

As has been pointed out shove, an over-all reduction
in agricultural support in western Europe or the United
States would have a proportionately small impact on
the trade of under-developed countries, though for
individual under-developed countries the benefits
might be very important. A large part of any increase
in western Europe’s imports of cereals, for example,
would probably be met by exports from the United
States. It is necessary, therefore, in examining the
impact of agricultural suppoit in the main industrial-
ized countries, to treat westein Furope and the United
States as a single unit by aggregating their production
and net imports.

A recent report has estimated that, taking the aggre-
gate of a wide range of agricultural products, the com-
bined net imports of the United States and westein
Europe amount to about 9.0 per cent ol total domestic
supplies.”s This means that a one per cent reduction in
production relative to consumption would cause net
imports to increase by over 9 per cent. For individual
product groups the proportionate eflects of changes in
production on the combined net imports or exports of
the United States and western Burope vary greatly. As
can be seen in table 26, the greatest proportionate
impact would be on cheese and bread grains, followed
hy comparable effects on coarse grains, meat, buttes
and tobacco. In terms of the dollar values in inter-
national trade, however, some of these items, such as
cheese and butter, would be of relatively small import-
ance. And with the exception of tobacco they are all
products mainly of the temperate zones, so that it is
likely that an increase in net imports of these products
would be partly met by greater exports from the higher-
income primary producers in Canada o1 Australasia 56

8 See report by John H Davis on a survey made by a working
Bﬂrty, camprising himsclf and two members of the United States

epartment of Agrieulture Foreign Agricultural Service, on
PL 480 operations (Washington, D.C, 5 August 1058), passin.

3% General Agreement on Teriffs and Trade, Treads in Inter-
netional Trade, A Report by a Panel of Experts, page 88,

Table 26. Iistimated Effect of One Per Cent
Change in Production in Industrial
Countries on Combined Net Imports®

Pereenluge
inerease in nel
imports or
MNet imporls  reduction in nel
ar rel exporls (—)
erporls (=) Following
as percenlaye ane per cent

Absolute
inerease in net
imports or
reduction in ne{
exparis (=)
(millions of

af tolal decrense in dallars)
Praduct supplics production
Meat. 37 25.8 119
Coarse grains 3.1 312 167
Bread grains 14 710 52
Cotton 12.3 7.0 25
Butter 3.8 247 18
Tobaceo 35 28.3 18
Cheese . ‘ 11 90.0 12
Sugar (raw value,
centrifugal) .. 39.9 L5 11
Wool .. .. . 7.1 0.3 5
Rice ., . —152 —-1.5 —5
ToraL, AzoOVE
PRODUCTS 9.6 9.4 372

Source: United Nations Bureau of Economic Affairs.

= Estimates relate to the average aggregate output and net im.
ports of QEEC member countries and the United States during
the period 1955 to 1957, The valuations in the last column are
at average 19541956 prices.

b In descending order of the absolute increase in net imports
or reduction in net exporis.

This sarves to stiengthen the finding already reached
above concerning western Europe alone to the effect
that in order to improve the export prospects of under-
developed countries any reduction in agricultural sup-
port in the main industrialized countries would need
to be on a very selective basis. For the industrialized
countries taken together, it would have to be concen-
trated on such products as sugar, rice, cofton and
tobacco. It is true that, as can be seen from table 26,
these are not the products net imports of which are
particularly sensitive to small changes in production in
the industrialized countries, On the other hand they
do not, in aggregate, account for a substantial part of
the value of total agricultural output. For example, a
5 per cent reduction in aggregate output (or rise in
consumption) of these four products in the industrial-
ized countries would increase net imports by about
$300 million, while the value of total agricultural out-
put in these countries would decline by less than one
per cent. When tropical preducts, such as non-
aleoholic beverages, ate also taken inlo account, the
scope for increasing imports without significantly
affecting domestic agricultural incomes is, of course,
increased.

36 It should be noted that for statistival reasons it has not been
possible to include the various vegetable oils and seeds in this
commodity breakdown, and it is likely that the relative benefit
obtained by less developed countries {rom reduced protection of
these {;:‘ndyucr.s in the industrialized countries would be sub-
atantial.
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Minerals policies

SyppLY POLICY

In the context of the present chapter, the most im-
portant policies aflecting mineral production are those
pursued in the United States. Western Europe’s out-
put of minerals is significant {or only a few products,
so that the incentive to protection for minerals has
been much less than in the case of agriculture. Even
those few industrial raw materials wiich are produced
in significant quantities in some countries, such as
coal, iron ore, lead, zine, timber and wool, receive
much less protection, on the whole, than food produc-
tion. For example, in the United Kingdom, which has
the largest coal industry in Europe, duties are levied on
gasoline but not on fuel oil which is competitive with
coal.

In general, therefore, industrial raw materials are
subject to very little in the way of tariff or quantitative
restrictions in western Europe, though there are vari-
ous exceptions such as French restrictions on certain
imports from outside the franc area. Trade patterns are
not greatly affected by preference systems since, while
such preferences may cover a large area, as is the case
with United Kingdom preferences to Commenwealth
suppliers, the tariff rates for other suppliers are
generally very low.

In the United States, on the other hand, minerals
policies have had a much greater impact on world trade
in these products. The situation of mineral production
in the United States is very different from that of most
agriculiural products. Before the war, the United States
was a pet exporter of minerals and it has now become
a large net importer. Mineral requirements as a whole
have been rising much more rapidly than food require-
ments, and are likely to continue to do so. At the same
time there are much greater limitations on the eco-
nomic expansion of United States mineral production
than of agricultural production. This appears to have
given rise to some concern in the United States over
the availability and location of supplies for future
growth and for emergency use in the event ol hostili-
ties. A further factor in the mineral situation is the
large stake in overseas sources of production owned by
United States enterprises. Finally, in terms of its con-
tribution to national income o1 employment, the
mineral industry is mueh less important than agri-
culture,

Belore the war United States dependence on im-

37 The share of all mineral production {including fuels}) in the
United States nationsl income is abowt 1.7 per cent, as against
about 4.5 per ecent for agriculture; and employment in the
mineral industries is about 800,000 as compared with aver 6 mii-
lion in agriculture (including family empioyment) For metal
mining alone, the share in national income is only aboul 0.2
per cent, and employment is about 100,000, Employinent in two
of the most controversial mineral sectors, lesd and zine mining,
is only about 317,000

ported minerals was limited to tin, nickel, and the
platinum group of metals, but imporis now provide
about hal{ of United States total supplies of lead and
zing and about a quarter of United States supplies of
copper, as well as substantial proportions of United
States supplies of other products, including even petro-
leum (aboul 15 per cent of total supplies). The United
States is now one of the world’s largest single importers
of industrial raw materials, imports of which, in 1956,
amounted to over $3 billion. 4

Measures to expand supplies for the purposes of
meeling long-term requirements or sudden emergencies
have been a central United States policy since the war.
This policy has included encouragement to the expan-
sion of the mineral export potential of overseas supply-
ing countries; and not until recent years did the emer-
gence of depressed conditions in certain sectors of the
United States mineral and fuel industiies lead to some
move towards protection,

The measures taken to ensure the adequacy of
United States supplies of minerals have taken two main
forms. First there have been measures designed to raise
the profitahility of mineral production without directly
acting on prices. The most important of these are the
taxation concessions to mineral producers, as a result
of which effective tax rates are about hall or less of
what they are in other enterprises.®® The second main
instrument of United States minerals policy has been
the stockpile programme. This consists of accumulating
stocks of selected materials considered to be of strategic
value and the supplies of which from overseas might
be endangered in war-time ¢ A notable feature ef the
programme is that the stralegic interest has been inter-
preted as including a concern {or the prosperity of the
domestic United States minerals industry. Thus, while
the enabling legislation was ostensibly concerned only
with providing an adequate stockpile, it included the
requirement that stockpile purchases should be made
in accordance with the provisions of the Buy American

3% Srandard Internztional Trade Classification, sections 2, 3,
and 682 o 489

3 Taxation concessions {or seme mineral producers date back
to 1926, but it was at the time of the Korean hostilities that
texation privileges were extended 1o the production of ali metals
and numerous non-metallic minerals (in the 1951 Revenue Act).
The privileges given consist principally of permission 1o charge
a8 current cosls various expenses of exploration and develop.
ment, and “percentage depliction”, whicL allows specified per-
cantages of pross incmme (with 2 limit of 50 per cent ol net
income} from mineral production to be deducted [rom taxable
income

0 The stockpile programme actually originated in June 1939,
when Congress appropriated $100 tni))]inn for the stockpiling of
certain critical and sirstegic commodities, chiefly rubber, iren
are, m}liigcr, aickel, lead und zine. During the war other products
were added to the stockpile list, and by the end of the war the
United Stales stockpile was worth about $500 millien. The main
authority for post-war stockpile activities has heen the 1946
Strategic and Critical Materials Stockpiling Act, though there
has been supplementary lepislation in ]‘atcr' yeuars
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Act." Moreover, until 1949 government purchases of
foreign materials for the stockpile were not exempted
from import duties.

The Korean outbreak gave a big stimulus to the
stockpile programme. Rapidly expanded stockpile pur-
chases were authorized and new long-term contracts
were given to domestic producers in order to promote
expansion of output. But even during this period the
interests of industrial consumers had te be considered
and there was some diversion of stockpile supplies to
industry.

However, following the post-Korean collapse in pri-
mary product prices, certain United States mineral
industries have been experiencing depressed condi-
tions, accentuated by their relatively high costs of
production and, for certain non-ferrous metals, a slow
growth of demand. This has led to a much greater
emphasis in policy on providing relief to these sectors.
The main remedy adopted at first, in spite of the Tariff
Commission’s proposal, in 1954, to reduce imports of
lead and zine, was to allow the stockpile programme to
be used as a means of maintaining demand for the
products concerned. In 1954, in announcing a new
programme of “long-term” mineral stockpile objec-
tives, the President stated that “Acquisition of metals
and minerals . . . will take place ordinarily at such
times as the Government decides that purchases will
help to reaclivate production capacity and in other
ways to alleviate distressed conditions in connexion
with domestic mineral industries that are an imporlant
element of the nation’s mobilization base.” 12

This programme was particularly important for the
lead and zinc industry, where capacity had been ex-
panded following the Government’s long-term con-
tracts made in 1951 at the high prevailing piices, and
where civilian consumption failed to expand ade-
quately. In August 1954, the President proposed the
purchase, for the stockpile, of 200,000 tons of domestic
lead and 300,000 tons of zinc, as a means of aiding the
industry. This had the desired eflect, and for about
another two years world prices of these products and
United States production were largely dependent on
the stockpiling programme.

Thus, in 1954 an imporiant shift in emphasis was
given to the stockpile programme. Not only was it to
be accelerated but purchases were to be explicitly
linked to the alleviation of depressed conditions in
some sectors. The hioking of stockpile aequisitions to
the disposal of agricultural surpluses was another

#1 This Act, which dates back to March 1933, requires that in
general goods purchased for public use should be of Ameriean
origin, unless such goods camnot be supplied from United States
sources af “‘reasonable” cost.

12 his statement, contained in 2 White House press release,
26 Merch 1954, is quoted in the Report of Senate Committee on
Interior and Insular Aflairs, decessibility of Strategic and Critical
Materials to the United States in Time of War and For Our Expand.
ing Economy, 83rd Congress, Second Session (Washington, D.C,
1954}, pages 27 to 28.

development in 1954, under Public Law 480, which
amongst other things authorized the CCC to barter
surplus agricultural products for foreign strategic mate-
rials®® 1o be placed in a supplemental stockpile. For
about two years such baiter transactions were of con-
siderable importance, but the programme was curtailed
in 1957 when it became apparent that barter transac-
tions might simply be replacing cash sales of farm
surpluses at better prices.'? However, the barter author-
ity was retained in 1957 when the 1954 Act was ex-
tended, a further $1.3 billion was authorized in con-
nexion with surplus disposals, and the definition of
“friendly” nations eligible for participation in such
disposals was broadened to include Poland and other
eastern Buropean countries.

IMPORT POLICY

The limitaltion on stockpile purchases as a means of
indefinitely alleviating depressed conditions in certain
sectors was apparent to United States producers at an
early stage and their misgivings were soon to be justified
at the end of 1956, when the United Kingdom, fol-
lowed by the United States early in 1957, ceased pur-
chases of lead and zinc for stockpiling. Relatively
depressed conditions have also appeared in the Jast two
or three years in United States copper mining, and
excess capacity has long been a problem in the petro-
leum industry en account of the availability of cheaper
oil supplies overseas. Consequently there has been
pressure to aid these sectors by means of import
restrictions.

For lead and zine, the President preferred, in 1954,
to employ extra stockpile purchases rather than to
impose higher tariffs.®s But since by 1938 the stock-

43 Such suthorization had already becn contained in Public
Law 85 of the 81st Congress (June 1949), but the Public Law
ABD of 1954 enlarged the original anthorization, especially by
enabling foreign currencies obtained {rom sales of agricultural
surpluses to be used to purchase strategic materials. For lend
and zinc the quantities sequized by barter were substantisl, In
the two years 1956 and 1957, the CCC contracted for acquisition
of 131,000 tons of lead and 257,000 tons of zine. Cf. United
States Tariff Commission, Lead and Zinc, April 1958, table 9.

4 AL the end of April 1957, the barter programme was sus-
pended to permit the Bnitcé States Depurtment of Agriculiure to
study sufeguards against the substitution of barier transactions
for dollar sales without a net gain in totel exports of agricultural
surpluses. In the following month, barter was once again author-
ized as long as the transaction would mean a net inecresse in
United States exports of the agricultural commedity involved.
"This condition required the importers to provide “certifieates of
additiorality’. In November 1958 this requirement was dropped
and the burden of responsibility wos placed on the United States
Secretary of Agriculture. See nlso, United Nations, Commodity
Survey, 1958 (sales number: 59.11.D.1), page 28,

15 In rejecting the Tariff Commission proposals in 1954, the
President stated that the difficulties of the lead and zinc industry
were not due to imports but to “war-stimulated levels ol prices
and produetion” and that “since the benefits to be derived from
the increase of the tarifll on lead and zine are so uncertain, I am
not prepered to seek them at the expense of the serious adverse
consequences that would {oliow [or our international relations™.
{Lstter to Chairman of Senate Tinance Committee, White House
Press Release, 20 August 1954} It should be noted, however,
thet in 1957 the Administration proposed a sliding-scale “import-
excise tax” on lead and zinc. The proposal was not aceepted
by Congress.
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piling programme was no longer maintaining employ-
ment in these industries, the President acted by estab-
lishing import quotas on these two metals, restricting
imports to 80 per cent of average imports in the period
1953 to 195746

For copper, the emergence of quasi-depressed condi-
tions came later than for lead and zine. However, the
only additional protection obtained was that, on 30
June 1958, the earlier suspension of the import tax on
copper (1.7 cents per pound) was allowed to expire
automatically,

The relative difficulty experienced by the lead, zinc
and copper industries in attempting to obtain protec-
tion by means of impost restrictions of one kind or
another, s also the experience of the petroleum indus-
try, is probably due in pait to the important United
States iInlerests in overseas production or in the
domeslic processing of imported o1es and crude petro-
leum. This is reflected in greater reluctance to restrict
imports or to keep up prices than is the case for
agricultural products. For example, in the 1954 Tariff
Commission report on the lead and zinc industries, one
of the dissenting Commissioners opposed the increase
in duties on the grounds that they would harm domestic
smelting and refining industries as well as United States
investors in overseas mining

As regards oil, the “Big Five” United States petro-
leum producers have a very large stake in overseas
output, and the bulk of United States oil imports are
obtained from these overseas holdings of United States
companies, Apart from these and other very large inte-
grated oil companies in the United Stales, the oil
indusiry includes many small independent producers
who together supply about 40 per cent of total United
States output, but who, as a rule, have no overseas
holdings. Thus United States oil policy has been subject
to conflicting pressures, partly reflecting the conflict
of interests faced by the larger companies themselves.
During the post-war years, as the major companies have
permitied imports te rise to significant proportions,
increasing attention has been paid to the question of
their limitation, in view of the competitive strength of
cheaper foreign supplies {in spite of the fact that United
States oil production, like other mineral industries,
benefits from various tax concessions). The pressure

for import restrictions led to the attempt in 1955 to
amend the Trade Agreements Extension Aect in such a
manner as to limit imports to 10 per cent of domestic
consumption (as compared with the then prevailing
ratio of about 15 per cent). The Administration suc-
ceeded in obtaining instead an amendment giving the
President discretionary authority to adjust imports
when they “impair the national sceurity”.s7 In the
same year {1955), the President’s Advisory Committee
on Energy Supplies and Resources Policy recom-
mended that imports should, as a rule, not exceed 10
per cent of requirements, but the Commitlee preferred
voluniary restrictions to any government interven.
tion.48 The debate over voluntary versus compulsory
restrictions has continued in the last few years and on
10 March 1959, a statement by the President announced
that compulsory quotas would be introduced on the
grounds of national security, This justification for the
restriction has been strongly questioned, particularly
by Canada, where it is maintained that “there can be
no justification on security . . . grounds for the applica-
tion of such controls to Canadian oil”.#» The move
towards restriction on oil imports is especially signifi-
cant when it is borne in mind that the Government has
for some time pursued a policy designed to aid United
States companies to extend their overseas production,
as has been the case for other minerals.

In general, therefore, it appears that so far as the
longer-run aspeets of mineral policies in industrialized
countries are concerned, the most important policies
are those prevailing in the United Stares where produc-
tion in certain domestic mineral seclots has appeared
to be threatened by imports. This has given rise to
some import reshrictions. Ne inconsistency is seen
between these 1estrictions and the stated concern over
long-run supply prospects since it is contended that the
maintenance of domestic output must be given priority.
However, conflicting interests in the matter of mineral
imports and prices in the United States and the rela-
tively small domestic mineral production in western
Europe have resulted in less prolectionism in minerals
than is the case for agricultural products. A major
problem for minerals, however, is the greater instahility
of demand. Hence the attitude of industrialized coun-
tries to short-term price stability is also of importance,
and the following section comprises a brief review of
this aspect of their policies.

Short-term stability

As noted previously, instability of world prices of
primary products does not present problems for indus-

18 White House Press Release, 22 September 1958, The quotas
were to hecome elfective as from 1 October In April 1958, the
Tarilf Commission had repeated its findings that the domestic
fead and zine industry was being damaged by imports, and
although all members of the Commission agreed that duties
should be raised, they disagreed on the amount of duty and on
whether import quotas should also be imposed. See United States

trial countries of the same order of magnitude as for
under-developed countries. Such concern as there has

Tariff Commissian, ead and Zine, April 1958, pages 2to 3.

7 Section 7 of the 1955 Trade Apreements Extension Aect.

8 Repart on Energy Supplies and Resources Policy, 1955,

i Speech by Mr. Sidney Smith, late Canadian Secretary of
State for External Affairs, on 16 March 1959, Gf. Department of
External Affairs, Information Division, Canadian Weekly Bulletin
(Ottawa), 25 March 1959, page 4.
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been with this problem has focused prineipally on the
adverse effects of commodity price inereases on general
price stability and, in weslern Europe, on the balance
of payments. At the same time a few European coun-
tries, and above all the United Kingdom, have close
ties with overseas producers of primary products and
are therefore aware of the impact on such countries of
drastic declines in the prices of the products they sell.

During the ecarlier post-war years a considerable
volume of trade was covered by bilateral agreements,
often of a fairly long-term nature. Particularly impor-
tant were those concluded by the United Kingdom with
many overseas suppliers, both Commonwealth and
other, for a wide range of food products. These agree-
ments provided the United Kingdom with guaranteed
supplies and insurance against market price increases,
and also constituted a long-term guarantee for the
averseas producers. From about 1952, however, most
of these contracts were allowed to lapse (see chapter 3
below}.

No such precccupation with the stability of com-
modity prices emerged in the United States until the
Korean outbreak in 1950, As a reaction to the general
materials shortage in 1951-1953, the United States
co-operated with other major consuming countries in
the International Materials Conference, the chief func-
tion of which was to organize a voluntary allocation of
supplies to minimize shortages in any one country and
to restrain the upward pressure on prices. Intervention
of this type has, however, been limited to the preven-
tion of sharp upward fluctuations, when it has been
beneficial to consumers in the United States and
western Europe. The same applies to more specific
interventions, such as the western Furopean long-term
contracts mentioned above, and the various price con-
trols and stockpile releases by the United States Gov-
ernment in 1951-1953 and 19541955, or the rapidly
organized co-operative measures adopted in western
Europe at the time of the Suez crisis to prevent a
threatened supply shortage in various countries.

Seme commodity policies in the industrialized coun-
tries, while not specifically related to price stabilization,
may, however, have had an effect on the stability of
prices of certain products in world trade. This applies
chiefly to policies in the United Staltes, where domestic
primary production is more important than in western
Europe. In some cases, the manner in which United
States surpluses have been handled has perhaps been
a stabilizing influence, particularly for cotton in recent
years, where fluctuations in the wozrld supply/demand
balance have sometimes tended to result partly in
corresponding fluctuations in United States colton
stocks rather than being entirely reflected in price
fluctuations. From the short-term point of view, the
same applies to wheat where, like Canada, the United

States has preferred to hold vast stocks rather than
allow prices 1o [all to the minimum specified under the
International Wheat Agreement, of which the United
States is a member.

In other cases, policies may have had an indirect
destabilizing effect. For example the maintenance of
artificially high levels of domestic produetion of many
products in the United States and western Lurope, by
reducing the share of imports in total supplies, tends
to increase the degree of fluctuation in imports corre-
sponding to any given change in domestic require-
ments. A more specific impact on stability has been
that of the stockpile programme. While in some cases
stockpiling activities have prevented price increases, as
noted above, al other times they have accentuated
them, as occurred particularly in 1950-1951. Moreover
the increase in mining capacity in the United States
and oversess which accompanied the stockpile pro-
gramme has probably intensified the danger of sharp
price declines following the gradual termination of
stockpile purchases.™

But while their own policies appear, in some in-
stances, to have had an effect on price stability, an
equally important feature of the role of the indus-
trialized countries in this sphere has probably been
what they have refrained from doing rather than what
they have done. Since the period of rising commedity
prices has come to an end, the industrialized countries
have been reluctant, on the whole, to enter into formal
stabilization schemes. This is no doubt due basically
to the fact that, being net importers of primary prod-
ucts, the industrialized countries are reluctant to enter
into arrangements which might lead to a higher average
price level over a period of years than might otherwise
be the case. It is also said that international commedity
agreements are disliked by the industrial countries
because they may involve considerable government
intervention in trade; but there is alieady extensive
government intervention in agricultural production
and trade both in western Europe and in the United
States. Whatever the precise causes, the general ten-
dency in industrialized countries is to express a prefer-
ence for other remedies to the problem of price
stability, such as stabilization of the economies of the
industrialized countries themselves, and aid in the
diversification of the economies of the primary produc-
ing countries. i

3 Spe United Nations, Commadity Survey, 1958, papes 26 1o
31 Tt should be neted that by mid21958 ch strategic stockpile
wag more than 80 per cent complete. Of the seventy-five materials
stockpiled, basic objectives had been zehieved or exceeded for
sixty-three, including copper, lead and zine (see Office of Civil
and Defense Mobilizution, Stockpile Report to the Congress,
January-fune 1958, page 5).

8 Sge, for example, Commission on Foreign Economic Policy,
Report to the President (Washington, 1954), pages 35 snd 36,
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Policies of primary producing countries

Thus far the nature of policies pursued in the indus-
trial countries has been examined and an attempt has
been made to indicate the extent to which a lessening
of protection in these countries might be expected to
yield direct benefits to the primary producing countries.
Even on the most {avourable assumptions, however, it
cannot be expected that changes in the commodity
policies pursued by the industrial countries could
basically affect the fundamental commodity problem
facing the primary producing countries, as set {ozth in
chapter 1 and recapitulated at the beginning of the
present chapter. The first task of the {ollowing discus-
sion will be to examine the policy responses of govern-
ments in primary producing countries to the long-term
aspect of the commodity problem; and an attempt will
then be made to ascerlain how far governments have
been able, or have attempied, to devise poliey measures
to deal with the problem of short-term instability in
primary commodity markets.

PoLicies 1O DEAL WiTH THE LONG-TERM
COMMODEITY PROBLEM

Although the problems confronting governments in
primary producing countries as a result of the low 1ate
of growth of world demand for primary products are,
with few exceptions, essentially similar everywhere, the
context in which these problems arise and the poliey
measures which they therefore evoke difler widely. In
particular, crucial differences in the historical back.
ground of countries in Africa, Asia and Latin America
have largely conditioned the pattern of their responses
to long-term trends in weorld commodily markets.

Latin America has a longer and more widespread
experience of independence than the other tweo conti.
nents, and its industrial development has, on the whole,
reached a somewhat higher stage. From the close of the
ninefeenth century up to the nineteen tweaties there
was a rapid development in Latin America of primary
commodity production designed to meet the needs of
the industrialized countries of BEurope and North
America.

The depression of the nineteen thirties brought this
period of rapid development of Latin American primary
resources 1o an end. The impact on the Latin American
expori economies of the decline in the volume of inter-
national trade and the sharp [all in the prices of primary
commodities was very severe. The fact that the per
capita value of exports {rom Latin Ameiican couniries
had, by the end of the nineteen twenties, reached a
level at least three times as high as for the major Asian
countries, rendered the fermer region more acutely
conscicus than the latter of the decline which [ollowed.
The altention of governments was inevitably directed
1o the disadvantages of unbalanced specialization in pri-

mary products; and efforts were made not only to
alleviate existing conditions by such means as the
restriction of export supplies or the introduction of
multiple exchange rate systems, but also to transform
the whole economic structure by encouraging the
growth of manufacturing industry. After the depressed
decade of the nineteen thirties there followed the years
of war when customary supplies of manufactures from
the industrial countries were seriously curtailed. This
had its advantages for Lalin America, however, inas-
much as the infant industries which had sprung up
during the nineteen twenties, and especially the nine-
teen thirties, received an immense stimulus to further
expansion,

Latin America thus entered the post-war period with
a substantial industrial base already in being. Moreover
the view prevailed widely that Latin American coun-
tries “no longer have an alternative between vigorous
growth along those lines [increasing exports) and in-
ternal expansion through industrialization. Industriali-
zation has become the most important means of expan.
sion.”s? Under these conditions it was clear that many
Latin American Governments would be likely to shape
their policies in the economice field, including policies
affecting the export sector, in accordance with the
apparent requirements of a programme of rapid in.
dustrialization.

Quite different was the background of policy in Asia.
On the whole, the experience of many of the Asian
countries as independent States has been too brief, and
special factors have been too intrusive, to make it
possible for coherent policies in the commodity field to
be clearly articulated thus far. The depression of the
nineteen thirties, which played so important a role in
the development of policy in Latin America, had much
less influence on subsequent events in Asia. This was
partly because of the smaller magnitude of inter-
national trade in the Asian eeconomies—reflected, asg
mentioned previously, in a relatively fow per capita
value of exports. But there was also the simple fact
that many of the post-war Governments in Asia did not
themselves have to grapple with the economic prob-
lems of the nineteen thirties, when the determination
of over-all economic policies was within the province
of the metrepolitan powers. Of more immediate rele-
vance for post-war Asian Governments was the destruc-
tion of productive capacity during the war and the
conlliets which in certain instances accompanied the
transition to independence after the war. Under these
conditions, much of the post-war period was oceupied
with efforts to overcome supply difficulties in the [ace
of a buoyant international demand {or primary prod-
uets. Added to this was the pressute of population upon

# United Nations, The Economic Development of Lutin America
and its Principal Problems (sales number: 1950 11.G.2), page 6
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food supplies which appeared in much more acute form
in Asia than in Latin America. Consequently it was not
until 1952 or 1953, when export markets of Asian
primary producers underwent a sharp deterioration,
and a number of countries embarked upon an expan-
sion of investment expenditures, calling for relatively
high imports, that Asian countries really began to en-
counter what has been defined above as ""the com-
modity problem”. In view of the relatively brief period
which has elapsed since that time, it is difficult to
discern what the main trends in the commodity policies
of Asian countries have been, or are likely to be, at
any rate as far as the export sector is concerned.

Most of Aftica is best regarded as belonging to yet a
third group of countries from the point of view of
experience of and attitudes towards the commedity
problem. Apart from the fact that the stage of economic
development thus far reached in the greater part of
Africa is appreciably lower than in Asia, and still lower
than in Latin America, relatively few of the countries
acquired the responsibility for formulating an economic
policy of their own on a national scale until very
recently. Moreover, the very fact that levels of eco-
nomie development are so Jow means that the policy
choices open to African Governments are often much
more restricted in scope than they are in some of the
countries in Latin America, or even Asia, where
significant industrial capacity already exists and the
foundations for further industrial expansion can be
more readily laid down,

Export policy

The differences in circumstances affecting the various
primary producing countries, indicated above, find
their main expression in the evolution of policies
towards the export sector. Broadly speaking, it may be
said that while African and, to a considerable extent,
Asian Governments have attached relatively high
priority to the expansion of exports, policy in this field
has been 1ather less active in Latin America. It will,
however, be important to bear in mind in the course
of the following discussion that there were many in-
fluences other than government policy affecting the
course taken by the exports of primary producing
countries since the war. Of particular significance in
the expansion of primary production and exporis above
the pre-war volume was the recovery of prices from the
low levels to which they had sunk during the nineteen
thirties, especially in the case of commadities which,
at least during the early part of the post-war period,
were in short supply-such as jute, rice, and fats
and oils.

Latin America

As noted above, the key to post-war governmental
economic policy in Latin America was the desire for
industrialization. It is true that not all couniries

adopted a vigorous industrialization policy. The Cen-
tral American countries, {or example, were teo small
and insufficiently advanced economically to make such
a programme feasible. Cuba, with a relatively high in-
come level and with an export sector as highly devel-
oped as perhaps any in Latin America, was also an
exception, However, neaily all of the major countries
in the area followed a policy line in which industrializa-
tion held the prime, or at least a very important,
position.

1t was not generally intended that industry should
displace activity in the agricultural or mining sectors
but simply that it should grow at a faster rate. Never-
theless the experience of the nineteen thirties en-
couraged a widespread belief that the scope for expan-
sion of exports was generally limited; and since the
export sector was in any case the most highly developed
part of the economy, it was felt that it could be left to
look after itself, or even supply resources, through
special taxation, for use in other sectors,

Instances in which an active policy of prometing
expansion of the established export sector was con-
sistently followed are the exception in Latin America.
This helps to explain the fact that while, as shown in
table 27 the total volume of exports from the primary
producing countries rose by 37 per cent from 1948 to
1955 {29 per cent excluding petroleum), exports from
Latin America increased less than 15 per cent, and show
an almost complete stagnation if petroleum is excluded
from the total; during the same period industrial pro-
duction in the area expanded by one-third. It should
not be assumed that this contrast was due entirely to
policies pursued in Latin America. In the first place
the natural Latin American market in the United States
grew much more slowly than the markets of Asian and
African countries in Europe during this period. It is
noteworthy, for example, that the volume of agricul-
tural imports by the United States was actually lower
in 1955 than in 1948; and while imports of minerals
did inciease, the chief expansion was in petroleum—
the volume of imports of copper rose only modestly
and of tin ore declined sharply.ss At the same time,
part of the increase in exports from other primary
producing areas between these years was no more than
areflection of continued recovery from war devastation.

It is true that Latin American countries might have
sought a larger share of the European market than they
in fact obtained. This, however, involved the displace.
ment of traditional European sources of supply, which
presented great difficulties especially where supplies
were obtained from dependent territories or under
preferential agreements. In any case, many countries
were precluded from expanding their trade with Europe
unless they were prepared lo accept the currency

#3 The rise in imports of tin metal could not benefit Bolivia,
whose exports consist zlmost entirely of the ore.
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Table 27. World Exports
{(Quantum indices, 1953 =100}
- Tem 837 1048 1850 1954 1952 15954 1955 1956 1857
Worlde ..o 74 70 85 95 94 105 114 124 131
Industrial countries. .... .. .. ... 66 65 81 95 94 106 115 128 135
Primary producing countries
Total., .. ... .. ... .. 90 81 93 95 93 102 111 118 122
Excluding petroleum. . ... .., ... 101 84 94 95 93 101 108 115 119
Latin America
Total.... .. .. ..... . . .. 100 94 95 96 90 98 107 116 118
Excluding petrolenm . ... ... . . 116 98 97 95 a8 95 102 in 110
Other Yrim&ry producing countrie
Total .. ... ... ... . 85 75 92 95 94 104 113 118 123
Excluding petroleum . .. ... ..... 96 78 93 95 95 103 110 116 122

Source: Statistical Office of the United Nations

= Excluding trade of Alburia, Bulgaria, China ‘(muiniand), Czechoslovakia, Eastern Germany, Hungary, North Korea (beginning

1947), Poland, Romania, and the Soviet Union.

restrictions thereby involved——which for some of them
would have meant the abandonment of convertibility.

Up to 1951 Latin America did not have to rely on a
growth in export volume, since higher {oreign exchange
earnings were insured by increases in export prices,
But thereafter it was no longer possible to rely on
improving terms of trade; and many countries had long
since dissipated the large foreign exchange reserves
they had held at the end of the war, In these circum-
stances Governments began to reconsider their policies
towards the export sector and one by one took steps to
provide greater export incentives.

Naturally there are exceptions to the general picture
thus indicated. A substantial growth of the export sec-
tor occurred in Peru and Venezuela, though in neither
case did the Government take specific measures to
promote exports; main reliance was upon liberal trade
and exchange policies. In some of the smaller countyies,
however, Governments did contribute to the expansion
of exports by providing various f{acilities or incentives;
and in the case of Mexico government policy was of
primary importance in the doubling of agricultural pre-
duction since the war and in the gieat advances secured
in exporls of coffee and cotton~—chiefly through land
reform, the promotion of public and private investment
in agriculture, and the maintenance of favourable
prices in the expert sector by means ol successive
devaluations.

Nevertheless, the impression made on Latin Ametica
by the limitation of export markeis is strikingly re-
fiected in the fact that, with the single exception of
Venezuela, there is no instance during the post-war
period in which a Latin American country’s policy was
aimed at achieving a substantial increase in the export
of a commodity if a large part of the total trade in that
commodity already originated in that country. Mexico
is one of the leading suppliers of minerals, and official
policy, at least until the last two or three years, appears

to have discouraged new investment in this field, and
to have been an important factor in the stagnation of
mining production. It was primarily cotton which was
promoted, and this was an almost entirely new export.
Peru was only a marginal supplier of all its main export
products when the policy to promote exports was
undertaken; the substantial growth of banana exports
in Ecuader began from a very small base, and the
Central American countries remain marginal suppliers
of most of the leading commodities which they export.
In the latter group of countries there has been some
shift in the export sector, with cotton having grown
substantially in relative importance; the one crop in
which the region formerly held dominance, bananas,
has declined in most countries, only Panama having
achieved a substantial increase.

The principal exports of Latin America a decade ago—
coflee from Brazil and Colombia, sugar from Cuba,
grains and meat {rom Argentina, copper from Chile, tin
from Bolivia, metals from Mexico~-were in no case the
object of an active policy designed to stimulate a rapid
growth in production. While the lack of expansion in
the principal market for Latin American exports was
undoubtedly an important factor in this connexion, this
cannot fully explain instances in which Govermments
appear to have actually hindered the growth of exports.
During much of the post-war period, the prices paid to
producers {or their crops by the Government purchas.
ing agency in Argentina were held down to a level at
which preduction declined; while at the same time ex-
portable supplies of meat were being reduced as a result
of subsidies to domestic consumption. Tax poliey in
Chile, as well as restrictions on the operations of the
major copper producers, seem Lo have contributed to
the decline in the volume of copper output and exports
up to 1955.

On the whole, post-war governmental prometion of
exports in Latin America has occurred mainly during
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the ealy stage of development of an export product,
before its position has been firmly established, and
again where particular exports have stagnated or de-
clined, so that the country’s exchange position has been
threatened. For example, when agricultural production
declined in Argentina and the balance of payments posi-
tion became critical at the end of the nineteen forties,
official concern hecame evident and several price con-
cessions were granted to producers during the early
nineteen fifties in an unsuccessful effort to remedy the
situation. Again, in Chile, considerable attention was
given to keeping the nitrate industry alive and the in-
dustry was granted numerous concessions; and afier
Chile’s share of the world copper market had steadily
declined for a number of years, a complete revision of
the system of taxation was introduced in an effort to
encourage an expansion of production in the industry.
Where, however, the export sector was robust, there
was generally little effort to achieve further advances,
and much more attention was given to measures of
control or taxation.

It should be observed that in so far as countries en-
courage the output and exports of primary products in
which their share of the world market is small, instead
of promoting traditional exports, the extent of any ulti-
mate gain is subject to some doubt, Such a policy would,
of course, imply some diversification of exports and——
to this extent—a reduction in the vulnerability of coun-
tries to declines in patticular commodity prices. It is
also possible for individual countiies to achieve a larger
share of the total world market for primary products
by this means. It will, however, be obvious that the
primary producing countries as a whole cannot escape
the consequences of the slow growth in aggregate de-
mand for their exports by promoting the marginal ex-
ports of each and every country. A stage is inevitably
reached at which such efforts can only be mutually
frustrating—either because increases in marginal ex-
ports are offset by declines in traditional exporis, or
because the consequential rise in the total volume of
world exports of each primary product, by depressing
prices, fails to yield any gain in expoit proceeds.

Asia

Asian countries did not generally come up against
the problem of limitations on the size of their export
matkets as early as did the Lalin American countries
hecause their agriculture had been very badly hit by
the war, and the more important problem was therefore
the restoration of productive capacity. Additional diff-
culties on the supply side were caused by protracted
civil strife or unrest. In such countries as Burma, Indo-
nesia and the Philippines the task of rehabilitating agri-
cultural land and reconstructing processing plants con-
tinued well into the early nineteen fifties; even so, pro-
duction has not yet recovered {ully to the pre-war level
in the fust of these countries. Moreover, most of the

major trading countries in the region had achieved
political independence by 1950, and the new régimes
took their stand on broadly based economic welfare
objectives, which again implied strong support for the
agricultural sector. The measures introduced by Gov-
ernments to this end involved the channeling of sub-
stantial public funds to rebuild and expand primary
productive capacity both for domestic use and for
export.

At the same time, in petroleum, rice and rubber; Asia
has three commodities in which the prospects for ex-
pansion remain relatively good. This is either because
industrial demand continues to grow fairly rapidly, as
in the case of petroleum and rubber, or because of the
possibility of replacing other food staples in Asian con-
sumption, as in the case of rice. Consequently the feel-
ing that under-developed countries have come to the
end of the road as far as any future development based
on primary production is concerned has been a little
less characteristic of Asia than of Latin America.

As far as petroleum is concerned, however, the Gov-
ernments of most of the producing countries in the
Middle Fast and Indonesia have, as in Venezuela, been
relatively passive, beyond guaranteeing the conditions
under which the foreign oil companies were prepared
to operate. The differences between Iran and other
countries resulting from the Iranian nationalization of
petroleum resources, while important from some points
of view, are not significant as regards control over the
level of output or over the volume and prices of exports.

The two major rice exporting countiies, Burma and
Thailand, have almost consistently encouraged the
production and export of this staple throughout the
post-war period. Likewise the rubber replanting scheme
in Malaya represents a policy designed to gain for that
country an increasing share of world demand for natu-
ral rubber and at the same time provide a margin of
advantage over the synthetic product in that part of the
market where natural and synthetic rubber compete
solely on the basis of price. Indonesia, now the major
exporter of natuzal rubber, as well as the smaller pro-
ducers, Ceylon and Thailand, have also expressed con-
cern about the need to replant.

As far as other commaodities are concerned, policies
in Asia have been much closer to those pursued in
Latin America, at any 1ate since the collapse of the
Korean commodity boom. The same problems of mar-
ket inflexibility and excess capacity have affected both
areas alike. It is consequently not surprising that a
country like India should have promoted its exports of
finished textiles 1ather than of primary commodities,
The export volume of traditional producis such as hides
and skins, ground-nuts and ground-nut oil, and raw
cotton have declined since 1948 because of higher do-
meslic consumption, or because the materials are fur-
ther transformed before shipment; tea exports have
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risen, but slowly, as was to be expected. Similarly Paki-
stan has diverted raw cotton to domestic manufacturing
and consumption—thereby saving on imports rather
than expanding exports—and has sought to export jute
bagging and cloth instead of the raw product. While
the increased degree of jute processing has provided ad-
ditional employment opportunities, it is not clear
whether the manufacture has any greater growth po-
tential-—or even suffers from less instability-——than the
primary commodity. Although due allowance must he
made for the difficulties which occurred during the
transition to independence in Indonesia, as well as {or
the internal disturbances since that lime, government
policy there too has clearly not been one of vigorous
expansion in the export sector; and the extensive pre-
war range of primary exports has been narrowed to the
point at which petroleum, rubber and tin accounted for
75 per cent of total exports in 1957, compared with 51
per cent in 1938,

Even where Governments did take steps to increase
exportable supplies, they would frequently appear to
offset these measures by raising export taxes or increas.
ing the degree of discrimination against certain ex-
ported products through multiple exchange rates.5¢ In
some cases this reflected, as in Latin America, the idea
that the export sector, as the richest and most highly
developed segment of the economy, sheuld supply re-
sources for use in broader programmes of development.
In other instances, however, Governments used the
proceeds from export duties primarily in order to pro-
mote investment in the exporl sector; this, in effect,
amounted to an attemp! to shift resources in the export
sector from consumption to investment.5

There are several cases in which Governments have
atlempted to stimulate the export of primary commaodi-
ties other than traditional major exports. Among these
may be mentioned the production and export of Vir-
ginia leaf tobacco in the Philippines, which developed
under government protection; exports of such minerals
as chromite, copper and iron ore have also received
governmental encouragement. Thailand stimulated ex-
ports ol rubber, tin and teak by providing {avourable
exchange rates and directly encouraging production.
The natural rubber market attracted many new suppli-
crs, among them Burma, British Borneo and Viet-Nam.
However, Asian countries, like those in Latin America,
do not seem to have promoted marginal commodity ex-
ports of the point at which the export structure would
have become more highly diversified. This is reflected

# In Indenesia, a system of expert inducement certificates was
introduced. But while this policy appears t6 run counter to the
general trend, the certificates were made necessary by a seriously
overvalued official exchange rate.

55 It is, of course, possible that the investment in the export
sector sponsored by the Government may have been offset, at
least in part, by lower levels of investment undertaken by the
exparters themselves. In the conditions prevailing in Asia, how-
ever, it seems likely that policies of the type under discussion
would have led to & substantial net expansion of investment in
the export seetor.

in the fact that the exports of Asian countiies are now,
if anything, even more highly specialized on traditional
produets than in the past. Export diversification hes not
been pursued Lo the same extent as has the diversifica-
tion of agricultural output for domestic consumption,

Africa

African experience of the commodity problem has
been conditioned by the dependent status of much of
the area as well as by its relatively low level of economic
development. Throughout most of the continent official
policy was not concerned with the encouragement of
manulacturing industry until after the Second World
War; and while many Governments in the area now
regard industrial development as one of their chief
economic targets, it is almost inevitable that govern-
ment policy should still be mainly concerned with the
area of primary production. It is not simply that agri-
culture, together with mining in some cases, provides
by far the major part of total output in most countries;
in many areas even the heginnings of an “infra-
structure” for industry are lacking, and no alternative
is seen for some time to come to further expansion of
primary production for exports as a means of raising
living levels.

It is for these reasons that the administrations of
many of the African countries have concentrated their
efforts on measures to strengthen the export sector.
Policies pursued have included the diversification of
exports in the traditionally one-crop economies. Both
in these countries, and in those where primary produe-
tion is already fairly well diversiied, as in the Belgian
Congo, the Federation of Rhodesia and Nyasaland and
Nigeria, much attention has been devoted to quality
improvement and the expansion of output. Substantial
public funds have been expended on opening up trans-
port facilities, which are an indispensable part of any
atlempt to increase exportable supplies of primary
products as well as to provide the foundations {or pro-
grammes of industrial development.

In a number of countries, such as the Belgian Congo,
Liberia, Northern Rhodesia and Sierra Leone, there
has been a substantial development of mineral re-
sources, usually with the aid of foreign capital. Special
attention was paid to mineral development by the
metropolitan powers as a means of finding alternative
sources of supply to the western hemisphere countries
which required dollars in payment for their shipments
of minerals.

Despite the generally more expansionist character
ol policy in Africa, one or two African countries which
already have a relatively large share in the world
market for particular produets have not attempted to
undertake a major expansion of their exports of these
products—no doubl {or reasons similaz to those which
have influenced their counterparts in Latin America,
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as well as in Asia. This applies particulatly to Egypt in
relation to cotton and to the Union of South Africa in
relation to wool; these countries appear rather to have
expanded their marginal exports—with implications
which have been stressed above in considering com-
patable policies in Latin America. South Africa, and to
a lesser extent Lgypt, have also developed exports of
finished manufactures.

Efforts to reduce dependence on exports of primary
products are reflected, as in other areas, in the en-
couragement given to the shipment of primary prod-
ucts in as highly processed a foxm as possible. Thus
Nigeria, in common with other West Afiican countries,
has been actively promoting the expression of palm oil
on the spot. Encouragement to the processing of copper
in the Federation of Rhodesia and Nyasaland resulted
in 58 per cent of total copper exports being shipped in
the form of electrolytic copper in 1957 as against 30 per
cent some ten years earlier, Similar developments have
occurred in relation to cobalt which is increasingly
exported in metal form instead of as an alloy.

Campaigns for higher production and exports have
not always met with the success that had been hoped
for. In agriculture, plant diseases and pests have
frequently impeded progress, particularly in the case
of coeoa bean production in West Africa. The destrue-
tion wrought by diseases and pests is one of the factors
that makes it very difficult to settle the question
whether the marketing boards in British or formerly
British administered areas had a restrictive effect on
production, through their policy of paying prices to the
producers which were much lower than woild market
prices. However, even though producers did not receive
the full world market price for their product, the culti-
vation of cocoa remained far more profitable than any
available alternalive; and it therefore seems doubtful
whether output was in fact held back. But for disease,
West Africa might well have been confronted with the
game sort of situation as developed in Brazil, where, as
noted elsewhere, even heavy taxation of exports
through the exchange 1ate could not prevent the
emergence of one of the most serious coffee gluts of
the century, so favourable was the course of woild
prices up to 1954.

The impiovement of the guality of export produects
has been a major objective throughout Africa. One
device commonly employed was the fixing of differen-
tial prices for the better grades of product. Thus in
Nigeria differential pricing by the cocoz marketing
board increased the proportion of fiust-grade cocoa
hought by the hoard from 47 per cent in the 1947/48
season to 98 per cent in 1953/54; while a similar
policy by the palm oil board raised the percentage
share of the highest grade of palm oil from 0.2 in 1950
to 61 in 1954

It would be impossible to say how much farther
Africa will be able to proceed along the road of rapid

expansion of primary production and expotts, although
current plans are clearly geared to the expectation of
such expansion for many years to come. Much must
evidently depend upon the rate of growth of the world
market as a whole. It will obviously be much easier to
accommodate rapidly growing African supplies if total
world demaund expands at a reasonable pace than if it
stagnates or declines. It cannot be doubted, however,
that sooner or later Afirica will reach, over a much
broader range of produets, the situation it has long had
in cocoa, cotton, wool and copper and which it has
recently reached in colfee—namely that continued
rapid expansion would mean either serious encroach-
ment upon the markets of other countries or significant
deterioration in the terms of trade or both,

Import policy

It has been seen that the export policies of a growing
number of primary producing countiies have been
based on the presumption that the scope for expansion
of export markets is limited. While some countries
which contribute only a small proportion of the total
world supplies of particular products have acted on the
belief that they could continue to expand production
for export relatively rapidly, without dislocating the
world market as a whole, this is not true of the major
exporters. At the same time the demand for imports
has risen rather quickly, especially where development
programmes have called for large-scale imports of fuel,
raw materials and capital equipment. In these circum-
stances it is inevitable that the primary producing
countries should have sought a solution to the growing
disparily between foreign exchange resources and im-
port requirements by shifting the structure of produe-
tion in the direction of impoit-saving. Moreover since
balance of payments diffieulties were just as prevalent
in Asia as in Latin America, there was considerably
more uniformity in the evolution of import policies
than of export policies. And although the African
dependencies have not in general been subject to the
same pressures on their balances of payments as have
the independent countries in Asiz and Latin America,
as well as in Africa itself, their import policies have
followed a course similar to the rest hecause of the
efforts nevertheless made to economize on imports.

Food

Greater self-sufficiency in food is an almost universal
goal among the primary producing countries—where
they are not self-sufficient already. In Asia this has
been a primary target of official policy throughout the
post-war period. The adequacy of food intake was a
major issue confronting the newly independent Gov-
ernments from the beginning, and since per capita
exports were in general 1elatively low, there could be
no question of stepping up food imports except within
the framework of relief or other aid programmes
financed abroad, or to meet temporary emergencies due
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to crop {ailure. High priority has also been attached to
self-sufficiency in food in Africa.

In Latin America, however, this policy was not
generally adopted until the early nineteen ffties. So
long as exports were booming and foreign exchange
reserves were high, heavy expenditure on imported
food was permitted. It was not until severe pressures
on the balance of payments of net impoiting countries
developed that these policies were changed; but since
that time almost every country in the region has
attempted to stimulate in some measure the production
of those items which are important components of the
national diet, and for which domestic output has been
insufficient.

The policies most commeonly employed have been the
restriction of imports by imposing customs duties, or,
even more frequently, quotas, and the establishment
of some form of guaranteed price for the domestic
producer. To a lesser degree credit facilities have been
made available, and in some cases governmental invest-
ment has been important. The most comprehensive
example in Latin America is that of Venezuels, where
the rice and sugar programmes undertaken at the be-
ginning of the nineteen fifties involved an almost com-
plete Government financing and direction of efforts to
achieve self-sufliciency in these produets. Other im-
portant programmes include the Mexican promotion of
wheat production (in which direct governmment invest-
ment in irrigation facilities played a substantial role),
the Brazilian wheat programme, and the Cuban premo-
tion of rice production, but there are many others of
smaller magnitude.

Within the Asian region the balance of food supplies
is 5o precarious that domestic {ood production has been
encouraged everywhere along a Iroad front. Even
Thailand, a major rice surplus country, has had to
restrict exporls after poor harvests; while Burma’s
productien is still not sufficient to supply much more
than half of the pre-war volume of exports, partly
because domestic consumption has increased substan-
tially. As in Latin America, the methods employed have
included irrigation schemes, various types of subeidy
and technical assistance, the introduction of some {orm
of guaranteed price programme and the restriction of
food imports by one means or another. Government
measures are directed particulurly towards higher
production of staple food grains, as might be expected.
Large resources were devoted by the Government o
the sel{sufficiency objective for food giains in India,
and a considerable measure of suceess was achieved,
though not until much later than the original target
date of 1952. In the Philippines the area of irrigated
land under rice and maize almost doubled from the end
of the war to 1956. Important programmes to stimulate
grain production are also in ferce in Indonesia, Malaya
and Pakistan. Ceylon has the most comprehensive
price support scheme for paddy and other {oodstuffs.

A number of countries have been encouraging the
expansion of sugar production under relatively high
tariffl protection, including Burma, India and Thailand;
production in India grew to the point at which an
exportable surplus became available in 1957 for the
first time,

In Africa, likewise, programmes of strong support
for food production are widespread. Production coun-
cils or boards have been established to promote seli-
sufficiency and various incentives have been intro-
duced. In a few cases the policy has been so successful
as to generate exporiable surpluses—as in the case of
rice in Egypl, and maize in the Central African Federa-
tion and the Union of South Africa.

Naturally, the larger the proportion of food con-
sumption provided from domestic high-cost output,
the greater will be the cost to the economy unless it
proves possible to increase productivity as time goes on,
There may, however, be no real social cost involved
even in “uneconomic’—in the sense of high cost—
domestic {ood production, depending upon what the
available alternatives are. If, for example, a reduction
in the “uneconomic” output of food would not, in
itself, lead to an increase in other forms of productive
activity, there is evidently nothing to gain and a good
deal to lose by enforeing such a reduction; and this is
probably the sitnation most characteristic of under.
developed countries, where labour on the land has
inadequate alternative employment opportunities.
Only if it can be demonstiated that scarce land and
capital could be used more efficiently in alternative
ways which would add Lo exports or save imporis
would there be a case {or secking to import food rather
than producing it locally. And even if it could be shown
that a different allocation of resources would permit
more efficient production for export, given the existing
price relationships, it has to be borne in mind that
where changes in a particular country’s exports are
large enough to affect the prices of the commodities
exported, or where several countiies are simultane-
ously seeking to expand exports of the same product,
such a diversion of resources from domestic production
will not necessarily lead to a grealer command over
imports but may simply be dissipated through a
deterioration in terms of trade.

While self-sufficiency in {ood has been a firm objec-
tive of Government policy in mest primary producing
countries, many Governments have experienced a
conflict between this objective and the desive to keep
retail food prices down. Thus the control of imports
has not always led 1o a decline in their value and in
many instances consumption has increased more
rapidly than domestic production in spile of official
encouragement ol the lalter, owing lo rising incomes,
especially in the cities. Moreaver, there has commonly
been a shift in demand, as incomes have risen, lowards
higher quality food products which are more likely to
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be imported-—including, for example, shifts from
maize o1 other subsisience cereals to wheat, o1 from
locally produced crude sugar to the refined product.

On the whole, post-war food production and import
policies in the primary producing couniries seem Lo
have been generally successful in the sense that im-
potts of basic foodstufls, afler increasing rapidly up to
abhout 1950, appear to have declined since that date, as
a proportion hoth of total imporis and of tolal domestic
food consumption. This means that ielatively greater
foreign exchange resources have become available for
the purchase of imported raw materials or capital
equipment.

However, the success of individual countries in this
respect has to be qualified in the sense that in so (aras
the imports displaced would otherwise have been
purchased from other primary producing countries, the
gain of one country is offset by the loss of another,
The type of international inconsistency among national
policies which may arise in this way is well illustrated
by the fact that in the latter part of 1956 six Asian rice
surplus countries hoped to export between 5.8 and 6.4
million tons of rice in 1960, while nine major importing
countries set target imports totalling between 2.6 and
3.5 million tons for the same year. Similar inconsist-
encies may well hold tiue of other foodstufls and raw
materials, though they are likely to be much less im-
portant than in the special case of rice, where the trade
is concentrated principally among the under-developed
countries themselves. In other instances the main
markets are the industriel countries, and policies of
selfsufficiency by primary producing countries would
therefore have much less effect on total woild import
demand. Moreover, in the impoitant cases in which
domestic production of food grains replaces imported
wheat, the exporting countries principally affected are
neazly all highly developed.

No doubt there are instances in which greater inter-
national collaboration could have avoided some shifts
in the use of 1esources among primary producing
countiies which have turned out in the event to be
mutually frustrating, and which have simply had the
effect of reducing both imports and exports all round
rather than of setting {ree foreign exchange for other
purposes. Available evidence suggests, however, that
any losses on this score have probably not been very
great.

Industrial products

Developments in import policies affecting industiial
products have depended largely upon the pace of in-
dustrial development. Under the best conditiens indus-
trial development increases the degree of utilization of
donfestically available resources by providing an in-
creased and diversified range of employment oppor-
tunities; and it thereby reduces the degree of depend-
ence upon primary production, To this extent the

“commodity problem™ in its simplest form is resolved.
The growth of the economy is not directly limited by
the rate of growth of commodity trade; it continues
through the expansion of other sectors of the econemy.
However, industrialization may well reintroduce the
“commodity problem™ in a less direct form by linking
the rate of growth very closely Lo the level of import
capacity.

Industrialization offers opportunities for replacing
tmports and ultimately for broadening the market for
exports, but there is frequently a considerable dis-
crepancy between developments in the short run and
in the long run. There is no reason to doubt that uli-
mately many or even most of the primary producing
countries will he able to satisfy a high proportion of
their own requirements for industrial goods, and to
exchange manufactures as well as primary products
with one another and with the rest of the world. The
possibilities in this respect are already evident in the
foreign trade of a country like India. But the short-
range effect of an accelerated pace of industrial devel-
opment is frequently the opposite of this. In other
words the savings made in imports of manufactures by
the growth of domestic substitutes may be greatly cut.
weighed for quite a long time by the higher imports of
fuel, raw materials, intermediate goods and capital
equipment which become necessary. Thus the initial
effect of a shift in the structure of production towards
industry is frequently to raise the import content of
cutput rather than to lower it, even if the pattern of
growth is ultimately oriented towards import-saving
output. The extent to which this takes place will
depend inter alia on the degree of halance achieved in
the developing industrial sector, and particularly on
whether excessive emphasis is placed on the manpu-
facture of finished goeds; although even a well-balanced
programme of industrialization can hardly avoid some
pressure on foreign exchange resources, at least in the
first instance, as will be shown below.

Data which illustrate the impact of industrial devel-
opment upon the import structure are available for the
Latin American countries, and representative figures
are shown in table 28. The contrast between the major
industrial countries of the area and the least industrial.
ized group is striking. In the latter countries, the
import composition has remained neaily steady during
the period with consumer goods accounting for over
40 per cent of the total and materials and fuels about
30 per cent.i In the more advanced countries shown,
on the other hand, there has been a shift away {rom
consumer goods, which now account for less than 15
per cent of imports, towards {uels and materials,
which account for 60 per cent of the total in Argentina
and Brazil, and nearly half in Mexico.

3 Although comparable figures are not available, it would
appear that in many of the Asian and African countries, con-
sumer geods continue to account for hall or more of total
imports.
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Table 28. TImports into Selected Latin American Countries
{Percentage; index, 1948 =100}
Counlry and ilem 1948 1849 1950 1951 1952 1953 1954 1955 1856
MAJOR INDUSTRIALIZING COUNTRIES .
Argentina:
Index of total imports. ... ...... 100.0 67.1 56.2 75.2 50.4 44.1 54.4 64.1 59.4
Percentage composition:
Consumer goods .. ..... .. ... 20.9 16.0 13.2 17.0 11.5 10.4: 9.1 10.3 14.4
Fuels e e 12 8.7 12.3 108 16.6 182 15.1 13.9 18.3
Raw materials and intermediate
industrial goods 34.6 45.1 45.9 49.7 42.1 40.0 52.1 53.7 44.7
Capital goods .. . . .. 37.2 30.2 28.6 22.5 29.8 31.3 23.7 22.2 22.7
Brazil:
index of total imports. .. ....... 100.0 98.2 1018 165.3 159.5 120.6 149.8 125.2 116.8
Percentage compasition:
Consumer goods . . . 222 19.3 16.0 19.3 16.8 12.8 13.4 12.1 13.2
Fuels. ..... ... .. ....... 115 125 13.5 11.3 13.1 18.1 17.2 22.0 24.7
Raw materials and intermediate
industrial goods 26.9 29.6 32.8 288 25.2 33.6 35.8 35.5 37.2
Capital goods ... .. .. 39.3 38.5 37.6 40.5 44.8 35.4 33.5 304 24.8
Mexico:
Index of total imports. ... ... .. 100.0 88.3 100.9 135.8 139.5 135.9 131.2 142.9 168.9
Percentage composition:
Consumer goods ... . 17.4 15.9 16.2 15.9 16.8 18.0 16.7 16.0 14.8
Fuels o ... 34 4.7 4.4 3.1 4.0 51 7.5 8.0 7.0
Raw materials and intermediate
industrigl goods .. 852 397 40.2 39.9 40.5 40.0 37.0 35.1 39.3
Capital goods . . .. 43.9 39.5 361 41.0 38.5 36.7 387 40.7 38.8
OTHER COUNTRIES®
Index of total imports . ... ... ..... 100.0 98.8 984 112.8 131.9 130.0 136.0 151.7 158.1
Percentage compesition:
Consumer goods .. . . . 41.2 42.4 48.4 45.5 43.0 43.6 43.6 42.3 41.0
Fuels [ 77 7.4 6.9 7.0 7.1 79 7.5 7.3 7.6
Raw materials and intermediate
industrial goods 258 24.3 23.6 257 23.3 226 23.6 23.3 22.5
Capital goods . 254 25.9 21.0 219 26.6 259 25.2 27.0 28.9

Source: United Nations, Economic Bulletin for Latin America,

United States dollars at 1950 prices,

» Inclading Bolivia, Costa Rica, Dominican Republic, Guatemala, Haiti, HBonduras, Nicaragua,

Fuel imports, especially petroleum and petroleum
products, display the steadiest and most rapid increase.
Industrialization in Latin America has been accom-
panied by a growth in the consumption of petroleum
of as much as 10 per cent per year. Policy considera-
tions have been an important factor in this rise, and in
the extent to which it has been met by increasing
imports. As a result of their desire to foster industrial-
ization, a number of countries f{ollowed policies which
made petroleum available at very low prices, since it
was regarded as a key commadity in the industrializa-
tion process. Favourable exchange rates were applied

vol. 11}, No. 2, 1958 (Santingo). Caleulations are on the basis of

Panama and Paraguay.

to imports, and prices of domestic output were held at
a low level. Moreover, in several important countries
the policies followed with respect to domestic produe-
tion were important in determining the volume and
composition of imports required to satisly internal
demand.

These trends have been particularly evident in
Argentina and Brazil, which, between them, account
for nearly two-thirds of Latin Ametica’s petroleum im-
ports. While there has been little economic growth in
Argentina during the past decade, the shift towards
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petroleum has continued and its consumption has in-
creased by some 70 per cent; in Brazil, where jndus-
trial growth has been rapid, petroleum consumption
has tripled. Both countries are helieved to have large
petroleum deposits, and both have reserved exploita.
tion of those deposits to government agencies.s’ How-
ever, these agencies were not able to expand output on
the scale required to satisfy domestic requirements
and imports have therefore grown rapidly to the point
at which they now constitute a heavy burden on foreign
exchange resources. Somewhat greater success has
been achieved in expanding refining facilities, each
country now refining about two-thirds of its total con.
sumption, thus shifting the composition of imports
from refined products to crude petroleum.

The growth in the import requirements for raw
materials and intermediate products by the most
highly industrialized countries of Latin America has
also been very substantial. One reason for this is the
fact that these countries are much less specialized in
the range of industry which they have set up than in
the primary products which they produce; any such
expansion of industry on a hroad front is therefore
bound to lead to rising raw material import 1equire-
ments. Moreover, intermediate industrial products are
often not used in sufficient quantity in the early stages
of the industrialization process to permit domestic
production on an efficient scale. Thus the industiial
sector must acquire a substantial size-~and imports of
industrial materials must increase accordingly—before
substitution of domestic output for imports can be
expected to develop on a major scale. Nevertheless, the
stage at which such substitution has in fact begun has
shown considerable variation, and there have been
increasing efforts in the larger Latin American coun-
tries to achieve a speeding up of the process.

These rising fuel and materials import requirements
render the growth of the economy increasingly vulner-
able to the commoedity problem. In the absence of other
sources of foreign exchange, earnings from commodity
exporls must expand at a sufficiently rapid rate to
finance the growing imports not only of these goods
but of the capital equipment needed for the industrial-
ization programme as well; alternatively the growth of
industry must be structured in such a way as to reduce
these 1equirements. Given the severe limitations
already imposed on impoils of consumer goods, any
decline in import capacity must more and more be met
by cutting the import of capital goods, and hence the
investment programme, or by lowering the import of
fuels and materials, thereby forcing a reduection in
industrial output. The three most highly industrialized
countries of Latin America shown separately in table
28 offer instructive examples of differences in the

57 In Argentina there is some production by foreign comparies
which have been permitted to retain coneessions they have held
for many years IFcccnt agreements provide for an expansion of
activities by the foreign companies

manner in which these problems have been met, and
the extent to which they have been overcome during
the past decade,

An extreme ecase of the sort of difficulties that can
occur in a primary producing country which has
reached the intermediate stage of industrialization is
provided by Argentina. The investment boom of the
immediate post-war years was cut short by the collapse
of export earnings late in 1948. Although consumer
goods imports were halved, this was far from sufficient,
and capital goods imports had to he cut in nearly equal
proportion. Since the post-war boom was a very brief
one, there was almost no time for the industrialization
process to move backward towards the primary and
intermediate goods industries, and the stringent hal.
ance of paymenls situation which has prevailed since
1948 has made it very difficult to finance the invest-
ment required to undertake that process in later years.
The Argentine economy hes, consequently, remained
in a state of extreme vulperability, with an import
structure in which fuels and raw materials comprise
over G0 per cent of the total. Even the current level of
activity has thus become dependent upon export earn-
ings, and when these declined substantially in 1952,
imports of materials had to be cut, leading to a decline
in industrial production,

Brazil was much more fortunate because of consist-
ently favourable movements in the terms of trade until
1954, at which date they were more than twice as
favourable as in 1948-1949; even in 1957 they had
declined only about 20 per cent from the peak. There
has alse been a substantial inflow of capital in recent
years. Import volumes as a consequence have on the
whole been maintained at a high level throughout the
post-war period, the process of diversification of in-
dustry has had an opportunity to proceed, and the
country has now reached a position where the vulner-
ability ofits level of activity and rate of growth appears
to have been lessened. Even here, however, it should
be noted that rising fuel and materials requirements
have reduced the relative share of capital goods in the
import structure, and with declining exchange earnings
since 1954 there has been a rather sharp decline in
imports of such goods,

The Latin American country which has gone furth.
est in reducing its vulnerability in this sense, however,
is Mexico. Exports have increased very markedly, and
have become more diversified, so that the capacity to
import is less at the mercy of changes in the demand
for particular products. Although materials iraports
inereased, it may be seen from table 28 that Mexico is
the only one of the three relatively industrialized
countries where they did not account for a 1ising pro-
portion of the total; the margin provided by foreign
exchange resources was sufficient for other categories
to rise at an: equal rate. As noted previously, the devel-
opment of agriculture has kept pace with that of in-
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dustry; the country is self-sufficient in fuel (the im-
ports shown are nearly balanced by equivalent ex-
ports); the iron and steel industry has reached a sub-
stantial size; a chemical industry has been established;
and over-all the rate of increase of output of industrial
materials and intermediate products has been greatly
above that of consumer goods during the past decade.

In Africa and Asia, as in Latin America, there has
been a growing tendency in certain countries to pro-
mote the development of industry both as a means of
raising the level of development in general, and so as
to save scarce foreign exchange resources for use in the
purchase of high priority items. If this process has thus
far created fewer problems of the type encountered in
Latin America, it is largely because the stage of devel
opment reached is generally less advanced and the
range of industry introduced less comprehensive, than
because of any basic difference in principle. It would
appear that such industries as have developed thus far
in Africa and Asia are for the most part still based
mainly on the manufacture of domestic raw materials,
so that the problem of financing heavy imports of raw
materials has not arisen o the same extent as in Latin
America. And the very fact that imported fuel has not
become an important charge on foreign exchange in
most countries, despite the relatively meagre develop-
ment of domestic resources, except in Indonesia and
the Middle East, is indicative of the earlier stage of
industrial development in Africa and Asia than in Latin
Ameriea.

Of all the under-developed countries in Asia, only
India seems to have reached the stage at which the
growth of indust1y is beginning to depend significantly
on imported fuel, raw materials and intermediate
products. It is for this reason that such high priority
has been altached in India to the development of steel-
making capacity. On any reasonable assumptions re-
garding the future growth of the Indian economy, the
demand for steel is likely to increase so rapidly as to
make it virtually out of the question o rely solely on
imports for supplies—if only because of the difficulty
of raising exports sufficiently to pay for them.

Among the Alrican countries, the Union of South
Africa’s economy has developed on broadly based lines
—more akin to Australia or Canada than to the under-
developed countries of Africa. It has therefore not
encountered the consequences of unbalanced expan-
sion to the same degree as other primary producing
countries. While there were periods during the earlier
post-war years when pressures arising from domestic
economic expansion imposed strains upon foreign
exchange 1esources, they did not disrupt the process
of economic growth. In recent years it has become
possible to relax import contiols extensively, but this
has been due in large measure to extremely favourable
export experience. Egypt has felt the effects of the
encouragement given to industry since 1952 in the

form of & rise in imports of such products as petroleum,
steel mill products and machinery; at the same time,
however, a small beginning has been made with exports
of textiles. As in some of the other industrializing
countries imports of “non-essentials” have been re-
duced to such low levels that any f{all in export receipts
involves extremely difficult problems of adjustment.

SHORT-TERM POLICIES FOR INFLUENCING
FOREIGN EXCHANGE EARNINGS

However slow economic development since the war
may have been in most of the primary producing
countries, it clearly lies within the power of any
country in the long run to diversify its economy and
reduce its dependence upon the export of primary
commodilies, though the strains imposed are heavy.
The same cannot, however, be said about the ability of
primary producing countries, acting individually, to
take short-term measures which could offset or even
mitigate the impact of fluctuations in demand for their
exporte, On the whole, there is little that is encourag-
ing to report from post-war experience in this field.
Not that this outcome is unexpected—the conditions
under which a single country can successfully influence
market conditions in its own favour are so restricted
that they cannot, in the nature of the case, be fulfilled
very often. In the first place it is necessary that a
country export a sufficiently large proportion of the
total world supply of a commedity so that on the one
hand a change in the quantity which it supplies will
affect the world price significantly, and on the other
hand that no other country or group of countries is in
a position to take counter-action, at any rate in the
short run, by compensatory changes in their own
deliveries to the market. It is true that there have been
occasions when individual countries not controlling
major proportions of world supplies have managed to
make better bargains for themselves than other
countries in similar positions seemed able to do; but
the situations were sufficiently out of the ordinary, in
one respeet or another, to make it clear that no general
conclusions could be built upon them.

The ability of a supplying country to influence the
world market in a particular commoedity depends not
only upon its share of total world supplies, but also
upon the ability of the government to exercise eflective
control over the export trade or over production itself.
The commodity must be capable of being stored with-
out significant deterioration and there must be ude-
quate storage capacily accessible to the government or
its agents. Assuming that all these conditions are salis-
fied, a successful government intervention in a com-
modity market still implies suflicient enterprise, skill
and sophistication on the part of the responsible
government officials to enable them to reach sound
judgements on the nature and trend of the market
confronting them. And even where sound judgements
of this kind are achieved in particular countries, their
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continued effectiveness depends on whether or not new
competitors spring up and grow rapidly under the pro-
tection afforded by restrictive policies—a process that
is generally irreversible even if the restrictive policies
are dropped.

Nor is it clear that where exporting countries have
deliberately sought to influence the market—whether
successfully or not—they have consciously aimed at
stabilization, either of prices o1 earnings, as a primary
target. Most of the primary producing countries would
like 10 see a greater measure of stabilization achieved
by international action. But thrown back upon their
own individual resources, they are much more likely
to seek the maximum short-term gains that may be
possible in each and every situation than to aim at
stabilization of exchange earnings. This is because of
the chronic shortage of foreipn exchange in many of
these countries and the exceptionally painful adjust-
ments which any shortfall in earnings necessitates in
the large majority of cases. So continuously pressing is
the need for foreign exchange that mere stabijlization
becomes a luxury that cannot be readily afforded.

National efforts to obtain favourable terms

Brazil and Pakistan are the principal post-war
examples of primary producing countries which have
both heen in a position individually to influence the
market for their principal export commodities and have
in fact sought to exercise that influence for substantial
periods of time.

At first glance, it is Pakistan that seems to have been
best placed for exploiting its market situation, since it
had a virtual monopoly over the supply of raw jute
during the early post-war years. This strength was more
apparent than real, however, because by the end of the
war jute had already been displaced by paper in a
broad range of packaging requirements and by im-
proved bulk-handling techniques, and there was no
reason why the process.should not go stll further,
Moreover the economic conflict between Pakistan and
India~1eflecled in Pakistan’s decision not to follow
all the other sterling countries into devaluation in
September 1949—resulted in the establishment of jute-
growing areas in India so that supplies for India’s jute
mills could be assured. Since 1952 Pakistan’s primary
objective for jute has, through sheer force of necessity,
been to prevent the expansion of supply fiom exerting
an unduly depressing influence on the market.

The methods used in Pakistan and Brazil offer some
contrasts. After the Jute Board had accumulated, by
June 1953, stocks equivalent to one-half of the peak
annual volume of exports of jute recorded hy Pakistan,
the Government shifted the emphasis of its policy to
restrictions on acreage planted—including the destrue-
tion of plantings on unlicensed areas. The Brazilian
Government, on the other hand, operated on the out-

put of coflee only through the imposition of special
exchange rates for coflee exports which, while un-
favourable in relation to other export rates, still offered
sufficient incentive until 1958 for a steady expansion
of output. Since 1954, the Government has accumu-
lated huge stocks of coflee representing roughly the
equivalent of the normal export volume for a year.

The direct costs of these operations to the countries
concerned are obvious enough; they frequently provide
a powerful stimulus to inflation. In Brazil, for example,
the Government stands ready to buy all coffee which
cannot be exported at the minimum support price, so
that farm income varies with the quantity of coffee
produced rather than with the amount exported, and
the Government finances the difference~—iequiring a
sum equal to 14 per cent of the normal budget in 1958.
Less obvious are the indirect costs, particularly any
tendency for marginal producing countries to expand
their exports more rapidly under the protective
umbrella held over them by the policies of the major
producers. It is, however, virtually impossible to
determine how far the rise of, say, Central American
or African production of coffee or of Indian production
of jute was inevitable in the nature of the case and how

far the additional stimulus provided by the policies of

the principal producers really made any difference.

A recent development in eflorts to control the coffee
market has been the conclusion of agreements among
the Latin American countries o co-operate in with-
holding supplies {rom the market. These agieements
did not, for some time, succeed in halting the price
declines. This was due partly to the failure to come to
agreement with Aftican producers on the limitation of
their exports. An additional possibility is that export
restrictions and mew stockpiling may become less
effective as a means of maintaining prices once sub-
stantial surplus stocks have been built up. For expec-
tations that such stecks will be thrown upon the
market sooner or later tends to force prices down or
hold them at a low level even though current supplies
are cut: thus Brazilian coffee prices declined both in

1957 and 1958 despite reductions in the volume of

shipments in both years. The stockpiling policy and
the coffee agreements have, however, been successful
in preventing 4 collapse of the coffee market.

There are a number of other instances in which
countries have attempted to exert an influence over
world prices by controlling the amount which has been
placed on the export market, even though they do not
control as large a share of the total production of the
commodities concerned as is the case with Brazilian
coffee or jute in Pakistan. Colombia withheld coffee
from the export market and built up stocks in 1952 in
the course of a price supporting operation, and then
liquidated these stocks under more favourable condi-
tions during 1953, A similar buildup followed by
liguidation occurred in 1954-1955, and since 1957
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considerable stocks of coffee have been accumulaled,
partially under the terms of the Latin American Coffee
Agreement, These operations have been {easible, since
Colombia, although it does not dominate the market
for coffee in the same sense that Brazil does, is the
largest producer of mild coffees. These are not [reely
interchangeable with other varieties, and Colombia has
therefore been able to exercise some influence over the
world price,

Burma and Thailand control a relatively small share
of world rice output, since most of the world’s rice is
consumed by the same countries that produce it. They
do, nevertheless, account for somewhat moere than
hall the volume of world trade—and a still higher pro-
portion of Asian trade—and in this position have
sought 1o exercise some influenee over external prices
throughout most of the post-war period. Both countries
substantially controlled their rice export trades and,
largely through the medium of inler-governmental
contracts, secured steadily rising prices through 1953.
After 1951, these prices were obtained at the cost of
some accumulation of stocks, which, at their peak in
1954, were equivalent to about six months’ exports.
However, in contrast to the present world coflee situa-
tion, there was no fundamental over-production of rice,
and stocks were successfully disposed of in subsequent
years. This was achieved, however, only by substan-
tially reducing prices.

Cuba, with respect lo sugar, is in much the same
position as the major rice exporters, controlling only &
small part of total world production but about one-
third of world export volume. Although the country
has a Jong experience of national measures taken to
influence the world sugar market, such measures dur-
ing the post-war period have been very limited.
Favourable conditions prevailed through 1951, but
when the 1951 /52 crop proved to be very large and the
world market weakened, Cuba withdrew about one-
third of the crop from the market, and intreduced
production controls and quotas thereafter. Beginning
in 1958, however, these measures have been under-
taken in co-operation with other countries through the
medium of the International Sugar Agreement.

Brazil has, during the past lwo years, sought to im-
prove upon the returns from its cocoa crop by setting
minimum export prices, and as a consequence has
accumulated some stocks. Brazil dees not dominate
cocoa as it does coffee, but it is the only major supplier
during the middle months of the year, since the
African crop is not marketed until the end of the year.
Withholding of supplies under minimum export price
provisions in 1957 proved profitable when the Alrican
crop turned out to be smaller than had been expected;

prices rose and the Brazilian stocks were disposed of

during the final months of 1957 and early 1958 at a
substantial gain. When, however, the same procedure

38 Thailand turned over the rice trade 1o private hands in 19535

was followed in 1958 it was unsuccessful; the following
African crop was a large one, prices declined, and
Brazil was left with unsold stocks.

Though a major exporter of wheat and meat,
Argentina cannot dominate the world market for these
commodities. Nevertheless, the country has been in a
position to take advantage of market shortages to
obtain better terms for itsell. Aigentlina declined to
enter the International Wheat Agreemenl, and operat-
ing through its export monopoly, the Institulo Argen-
tino de Promocidn del Intercambio (IAPI), was able to
secure prices consistently above agreement prices up
to mid-1953. In the case of meat, the volume and
prices of sales were the outcome of arduous bargaining
between the Argentine and British trading monopolies
—the United Kingdom being virtually the only market;
and although the greater bargaining strength probably
lay with the British, Argentina appears to have secured
better terms up to 1953-1954 than Commonwealth
suppliers—which, however, enjoyed longer-term con-
tracts. One condition of the more favourable terms
secured for wheat and meat was payment in soft cur-
rencies, while Argentina was running a heavy deficit
with the dollar area; it does not follew that Argenting
would have done better to sell only for dollars at world
market prices since neither its wheat nor its meat had
any ready matkets in the dollar area, while European
countries were reluctant to use dollars for purchases
outside the dollar area during this period.

The situation in copper differs from that in the other
commodities considered in that copper production is
largely in the hands of a few laige United States and
European producers, with conventional channels play-
ing an important role in the marketing process. At
various times in recent years the Chilean Government,
dissatished with the current prices being received for
copper, has taken direct measures, including, for a
period from 1952 to 1955, direct control of sales and
pricing. Special agreements were coneluded with the
United States for deliveries on faveurable terms, and
beginning in 1954, sales were shifted lo the higher-
priced European market.

One method used from time to time by a number of
countries lo achieve a measure of stability in their
export markets is the conclusion of long-term con-
tracts, often within the framework of bilateral trade
agreements. Such contracts have been employed both
during periods of heavy pressure of demand lov
primary products and during periods of casy demand.
A leading example of the former is to be found in the
United Kingdom long-term coutracts fo1 the purchase of
foodstulls from Commonwealth countries, which were
discussed above in Lhe course of the review ol policies
of the industrial countries. Examples under conditions
of slackening demand include the long-term contracts
for the supply of rice arranged in secent years with
Burma by India, Romania, Sweden, the Soviet Union
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and Yugoslavia; and the agreements for the export of
1ubber by Ceylon to mainland China and of cotton by
Egypt to various countries in eastern Europe.

The rice agreements in which Burma participated
followed the return of more noxmal trading condilions
in the rice market in 1953-1954, and covered periods
of three to five years. Some of the agreements were on
a basis of barter, and by 1956, 16 per cent of Burma’s
rice exports went Lo barter countries alone. The agree-
ment between Ceylon and mainland China was origi-
nally negotiated in 1952 when the world market for
natural rubber was in a state of sharp decline, and pro-
vided for the exchange of rubber from Ceylon against
rice from mainland China. Rubber prices were fixed at
a premium over Singapore prices and were made sub-
ject to periodic revision in the light of the changing
world market. Prices for 1ice were also favourable to
Ceylon, The agreement appears to have operated
effectively up to 1957 as regards both the level and
stability of Ceylon’s export earnings. It was renewed in
that yeax, but for reduced quantities; and prices were
to be those ruling in the international market, so that
the element of stabilization is now confined to the

Since early in 1954, Egypt has contracted to supply
substantial quantities of raw cotton through bilateral
trading arrangements with a number of eastern Euro-
pean countiies. In consequence an increasing share of
Egypt’s cotton exports—amounting to over 50 per cent
in 1956/57--has heen shipped to eastern European
countries. At the same time, the trading arrangements
have enabled Egypt to meintain its volume of output
and exports in the face of a declining demand from its
traditional customers.

There 1emains for discussion the special case of
countries whose exchange earnings do not embrace the
total proceeds of exports but only a part of them. This
situation is characteristic of mineral and petroleum
producing countries in many parts of the world where
export production is primarily carried on by large
corporations which are subsidiaries of United States or
western Kuropean firms. Foreign exchange accrues to
the exporting country in such cases only in so far as
these companies spend exchange in meeting domestic
production costs or in making tax payments. For illus-
trative purposes, the extent of these expenditures in
two Latin Ametrican countries is shown in table 29,

volume sold. The new provisions reflected, in part, the

fact that mainland China had by now acquired access

to other suppliers of rubber.

Domestic production costs lend to be relatively low
in the large-scale mining and petroleum operations, so

“Table 29, Chile and Venezue]a: Value of Exports and Exchange Earnings®

(Millions of dollars)

Country and ilem 1948 1948 1960 1951 152 1553 1654 1855 1556
Chile
Value of copper produe. . '
tion ... ..., 196 137 152 175 250 192 185 310 328
Exchange earnings [rom
copper. .. ... . .. 118 50 93 04 188 148 136 211 208
Percentage 1atio 60.4 659 613 596 7.0 771 734 680 635
Fenezuela
Value of oil exports. . .. 997 973 1,122 1,305 1,378 1,359 1,593 1,800 1,984
Exchange earnings from
ol ... . ... 675 665 822 609 07 751 762 853 1,307
Percentage ratio 67.7 683 465 467 513 553 474 659

47.8

Saurce: Banea Central de Chile, Belanze de pagos
de Chile; Banco Central de Venezueln, Memaoria.

a Chilean figures relate to the large copper com-
panies; exchange earnings do net include invest-

that exchange receipts depend largely on tax payments;
in the two examples shown in table 29, tax payments
are twice or more as large as current production costs,
There has been a rather general tendency to apply
special 1egulations to export activities of this sort and
to adjust tax rates upward in an effort to increase
exchange earnings of the countries concerned. The
trend has been towards increasing reliance on what are
essentially profits taxes of one sort or another; and
since profits are more volatile than sales, this policy
has probably increased the degree of fluctuation in the

menat expenditures. Venezuelan figures of exchange
earnings include investment expenditures, since
they are simply the figures for sales of dollars by
the oil companies to tie Central Bank

exchange earnings of these countries. An extreme
example is that of Chilean copper: from 1951 through
1954 the copper companies received a fixed 24.5 cents
per pound for copper, and any excess over that price
was retained by the Chilean Government. The result
was that the whole of any price fluctuation was re-
flected in Chilean exchange receipts from copper, and
the fuetuations of these receipts were proportionally
much sharper than were those of export values during
the period.
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Reasons were given above for not expecting too
much of individual government efforts to influence the
world market for particular primary preducts. The
experience examined has shown that there have, in
fact, been relatively few instances of such government
efflorts, and that such instances as have oceurred have
generally involved special situations of one kind or
another. For brief periods, when international demand
was high, Burma, Pakistan and Thailand all appear to
have succeeded in securing premium prices for their
commodity exports. Colombia was successful in dis-
posing of its coffee stocks under favourable market
conditions, until the period of cyclical over-supply
began in 1956/57. Brazil’s suceess with cocoa depended
greatly upon the size of the following African crop,
over which it had no control. Brazil's experience with

coffee, however, was muech less favourable than that of

Colombia, the trend in consumption patterns having
been against Brazil. s

In all these cases, moreover, the benefits must be
weighed against the costs, It may have been partly in
response to Pakistan’s policies that India doubled its
efforts to develop domestic jute production to the
point of self-sufficiency, while substitutes made further
inroads on the market for jute products in the indus-
trial countries. Production of 1ice was stimulated in
rice importing and marginal rice exporting countries,
while the relatively favourable wheat price ratio led in
some countries to higher consumption of wheat in
relation to tice, Similarly coflee production grew
rapidly in Africa and Central America.

Moreover the costs of financing the withhelding of

supplies proved to be extremely heavy. Pakistan was
ultimately compelled to abandon its domestic price
support programmes, while Burma and Thailand, after
sustaining substantial financial costs, reduced their
government conlract prices in order to halt the rate of
aceumulation of rice stocks. There can be no doubt of
the strain on the economy of Brazil imposed by coffee
stockpiling.

Eflorts by a country to achieve a speeial price {and
hence possible stability) for its own exports without
attempting to control the world price structure en-
counter perhaps even greater difficulties. Trading ar-
rangements are required whereby sales are made
through conventionalized channels, with the possi-
bility of different prices prevailing in the different
markets. Although a number of commodities are traded
in this mansner, the possibilities ol achieving signifi-
cantly differential prices are sharply limited. During
periods of adequate supplies there is apt to be sufficient
competitiveness among the diflerent markets to elimi.
nate such diflerentials for nearly all commadities. Only
in unusual situations is a policy aimed at this objective

5 Recently the shift in the pattern of consumption lowards
instant coffee has had an uafavourable effeet upon the demand
for Colombien coffee as well as for Brazilian coffee.

likely to be at all effective: Argentine foodstuffs during
the post-war period of extreme shortage, Chilean cop-
per during the Korean conflict and the subsequent
shortage extending through 1955, Ceylonese rubber
when sales to mainland China by other exporters were
restricted. Situations of this sort have generally
oceurred when prices were high, and policies adopted
to obtain better prices have consequently added to the
fluctuations rather than contributing to stability.

The general ahsence of national policies which might
be expected to contribute to short-term stability is due
not only to the difficulties of following such a policy,
but also, and perhaps to an even greater degree, to the
conflict of this objective with the current needs and
desires of most of the commodity producing countries.
These countries are generally in great need of addi-
tional foreign exchange availabilities and are thus
reluctant to forgo any immediate gain in the interests
of achieving stability. Argentina, for example, might
have hoped to achieve greater stability by entering into
the International Wheat Agreement during the imme-
diate post-war period; but the possibility of achieving
immediate gains by remaining outside the agreement
presented itself, and this course was chosen. Or again,
in those countries where exchange receipts depend on
the sales of exchange by forcign-owned companies
rather than on the value of exports, greater stability
could be obtained by adopting tax policies yielding
relatively steady returns. But the desire to participate
in any immediate gains has led to an increasing depend-
ence on profits taxes, and resultant instability; in Chile
the extreme was reached in which the Government
took over in its entirety the gains and fluctuations re-
sulting from price changes Especially in view of the
costs and uncertainties involved, it is not likely that
many of these countries can be expected to undeslake,
ont their own, policies designed to achieve stability of
their earnings from commodity exports at the cost of
forgoing possible short-term gains.

POLICIES DEALING WITH THE DOMESTIC IMPACT
OF INSTABILITY

It has been seen that the scope for primary produc-
ing counlries lo influence the external price of their
exporls unilalerally is severely limited. Comparalively
few countries have adopted measures seeking to inter-
fere with international maiket [orees; and while
governmen! policies of this type have been rather more
prevalent among Latin American countries than among
those in Asia or Africa, the attempts have everywhere
met with at best qualified success. On the other hand,
the possibilities of limiting the impact on the domestic
economy of excessive fluctuations in export proceeds
ate much more exlensive, and policies aimed at
achieving this end have been widely adopted.

At the extreme, it is conceptually quite possible for
a country to aim at the complete insulation of the
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domestic economy from such external fuctuations.
An attempt could be made to estimate the trend of

exchange earnings, and through the use of policies of

the sort discussed below, domestic incomes in the ex-
port sector could be kept at the level consistent with
such a trend. Similarly, {oreign exchange expendi-
tures could be held at the same level, through measures
controlling general income levels, or through direct
control of the foreign exchange made available. In
practice, however, such a complele insulation is likely
not only to prove difficult to approximate, bul also to
conflict with other objectives. The difficulties of esti-
mating a trend are patent, and a bad guess could prove
very costly. Probably of more importance, since any
effort in the direction of greater stability must face
this difficulty, is the fact that current needs are so
pressing in most of the primary producing countries
that it is extremely difficult to resist these needs and
to set aside the substantial sums required duiing
periods of favourable earnings to allow for the periods
of reduced earnings which may occur in the future.
Thus, there has been no general effort to contrel
import totals in this way. Available data suggest that
import volumes during the post-war period have fol-
lowed fAuctuations in export earnings relatively closely,
with only a rather brief time lag.

Although imports have been extensively controlled
in the primary producing countries, these efforts have
largely been aimed at keeping the total within the
limits consistent with the maintenance of at least a
minimum level of reserves, and at influencing the
composition of that total. In general, there has been a
desire to protect the level of capital goods and materials
imports required for a continuing process of economic
growth; but conflicting needs have frequently rendered
this impossible within the limitations of existing ex-
change availabilities. Severe shortages of consumption
goods, especially in those countries which find them.
selves on the border line of self-sufficiency in food-
stuffs, combined with desires to make available basic
necessities at low prices, have often dictated other
policies.

In addition to measures aimed at eontrolling the dis-
posal of foreign exchange, there has been a very wide-
spread use of measures affecting the impact of fluctua-
tions in export prices upon incomes received by the
primary producing and exporting sector of the econ-
omy. The motives which have led governments to
adopt these measures are complex and not readily dis-
entangled: they include such goals as the stabilization
of producer prices; the protection of consumers from
sharp changes in the cost of living; the maximization

of government revenue; and the containment of

inflationary forees.

As previously noted, the position of the commodity
export sector® in the under-developed countiies has

80 There is an imporient distinction to be made in many cases

been a significant factor influencing the nature and
objectives of government commodity policy in the
domestic sphere. It has inspired two divergent atti-
tudes. From the viewpoint of the domestic economy,
the relatively advanced economic position of the export
sector has led to the belief that it can contribute a
substantial share of public revenue needs. On the
other hand, when viewed in relation to the world
market, the sector has seemed weak, and has received
aid on the premise that this was necessary to retain or
improve its competilive position. Depending on the
varying state ol the international market during the
post-war period, therefore, one or the other of these
attitudes conditioning government policies has come
into play. When world market conditions were favour-
able, as they were almost without exception during the
Korean conflict, for example, governments were rather
exclusively aware of the strong position of the export
sector and the general policy was one of levying vary-
ing degrees of taxation, often specially designed to
affect only that sector of the economy. When, on the
other hand, world market conditions deteriorated, as
has been the case with respeet to many commaodities in
recent years, official attention was inereasingly con-
cerned with the weakness of the export sector vis-d-vis
world market forces. Taxation was reduced, measures
were taken to improve competitive positions, and in
some cases subsidies were even granted. The composite
result of these policies has in many instances been at
least some reduction in the instability of domestic
export prices, even though this may not have been a
major policy objective. However, in some countries the
reduction of instability was a direct aim of commodity

policy.

Another consideration that has been a continuing
influence on the commodity policies of some govern-
ments is the fact that the export products in their
particular countries are also important items in the
domeslic consumption pattern; the chief examples are
rice, wheat and mest. In such cases governmental con.

cern with the domestic 1etail price as a component of

the cost of living is apt to become an important factor
in the determination of policies affecting domestic
producer prices.

In pursuing the objectives described above, the
Governments of primary producing countries have em-
ployed a variety of techniques either singly or in com-
bination. And over the post-war period the operational

between producers and exporters. Where preduction is carried
on by large-scale units, as is the case with minerals and petroleum

roductior, and with estste agricullure, the distinction tends to
Ec blurred or of litile import Where, however, production is
largely on a small scalé there are often dJifferences between
developments among producers on the one hand and exporters
on the other. In some instances government policy has been
framed largely with this in mind. In practice, however, it is not
aiways possible to trace the impact of government measures on
the appropriate sub-sector, so rj)mt it becomes necessary to con-
sider the two in eombination ns the export sector. The existence
of a marketing board can normally be sssumed to supplant the
private exporier.
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details of the measures have undergone Irequent
changes in accordance with developments in the state
of the external market or domestic economy. In many
respects the ultimate impact of the different measures
upon producers’ prices, changes in supply and govern-
ment revenue are markedly similar. It is useful, never-
theless, to distinguish two broad types of policy
techniques—marketing boards and similar trading
agencies, on the one hand, and export taxation and
exchange rate policy on the other. The distinction
between the two types of policy is based, roughly, upon
the degree and the manner in which they modify the
pricing and income distribution process of the
economy.

Marketing boards and similar trading agencies

Of the various instruments employed by primary
producing countries to influence the domestic distribu-
tion of receipts from commodity exports, the govern-
ment trading ageney or marketing board has heen the
most far-reaching. The use of this type of marketing
institution permits the prices received by commodity
producers or exporters to be more or less severed {rom
those ruling in the international market. Both the
domestic commodity price level and ils variation over
time can be transformed from unknown variables to
known constants, since prices are fixed in terms of
local currency by administrative decision. The sever-
ance of the link between domestic and external prices
is achieved by requiring all producer sales to be made
to an official agency which in turn becomes the single
source of supply to all markets. Alternatively, a
monopoly over the export trade may be conlerred upon
the official agency which then purchases those supplies
not absorbed by the internal market at the established
price. In practice, domestic trade has usually been left
in private hands, but the government agencies have set
fairly narrow boundaries within which private traders
could operate and have themselves performed most of
the basic marketing 1asks connected with the export
trade.

Thus the marketing board type of policy instrument,
more than any other, lends itself to a complete stabiliza-
tion of producers’ prices, where this is the desired
objective. At the same time, it effectively determines
the distribution of income from commodity exports as
hetween the export sector and the government, and,
within limits, fixes the price paid by domestic con-
sumers of the produet,

Marketing boards or similar official trading agencies
have been established in many primary producing
countries throughout the world, including high per
capita income couniries such as Australia and New
Zealand. The circumstances which have induced
government intervention in the marketing of export
commodities, and, therefore, the policy objectives
pursued, have varied widely. At the same time, the

impact of the operations of marketing boards upon the
domestic economy has been a direct function of devei-
opments in the international commodity market.

Among the primary producing countries, particu-
Tarly in Asia and Africa, the conditions under which
commodities are produced and marketed have generally
been such as to place the small-scale producer in a
distinetly  disadvantageous position wis-dwis the
exporter, the middleman trader and the money lender.
The desire to protect primary producers has con-
tributed to government intervenlion in the marketing
of primary export commodities in the independent
countries of Burma, Egypt, Ghana, Indonesia, Pakistan
and Thailand, as well as Nigeria and other African
territories. The marketing boards provide the producer
with an opportunity to sell all his produce at a fixed
price or guaranteed minimum price throughout the
year or harvesting season, And in order to make
official prices effective, the government trading agen-
cies have established their own buying stations, as in
Burma, Ghana and Nigeria; elsewhere~—{Ceylon, Indo-
nesia and Pakistan—government agents, frequently
co-operalive societies, have been appointed to admin-
ister government price policies. In a number of coun-
tries, the cxpectation that producers’ interests would be
better served by nationalizing the export trade has been
a related consideration in the establishment of a
government export monopoly or at least a system of
effective government control over the export trade
(Burma, Ceylon, Indonesia, Pakistan, Thailand}. In
taking steps to prolect the smallscale producer,
marketing boards have adopted measures which at the
same time have contributed to preducer price stabili-
zation.

Wherever tie export commodity has also been con-
sumed domesticaily on a significant scale, the opera-
tions of the marketing board have sugpgested a concern
for the prices paid by consumers. For most of the post-
war period, Argentina’s government trading agency—
Instituto Argentino de Promocidn del Iatercambio
{IAPD)—adopted measures in respect of wheat, fats
and oils and meat, which were clearly designed to
insulate domestic relail prices from those ohtaining in
the international market, particularly during the
periods when the latter were relatively high. Retail
prices were controlled, frequently at Ievels below the
cost of production, and subsidy payments from TAPI
were made to cover deficits where they were incurred.
Tn the major rice exporting countries, the State Agri-
cultural Marketing Board of Buima and the Rice Office
in Thailand exercised monepoly contral over a volume
of exports determined only after demestic rice needs
were provided lor. The object was to insure a level of
domestic availability consistent with the maintenance
of low rice prices. In Burma, the Board also undertook
retail sales at low fixed prices whenever it was felt
necessary to counler upward pressures owing to local
shortages. In Thailand, the operations of the Rice
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Office~-in 1951, for example~—enabled it to maintain
a differential of almost 100 per cent belween the
domestic and the external price of rice. The Indonesian

Copra I'und, by monopolizing the buying and selling of

copra in the eastern provinces, was able to pursue a
stabilization price policy for such important consumer
products as coconut oil, soap and other copra prepara-
tions. In adopting measures to protect domestic con-
sumers, the marketing boatds have frequently been in
conflict with other objectives; yet consumer interests
appear to have been assigned a high priozity in govern-
ment policy objectives, and the marketing board type
of policy, more than others, seems to have been suited
to the achievement of this goal.

A most important function among those assigned to
marketing boatds by the primary producing countries
has been that of serving as an instrument for taxing—
and on rare occasions, subsidizing—the export sector,
The export sector is implicitly taxed to the extent that
internal prices are fixed below these ruling in the inter-
national market; the level of taxation then varies auto-
matically with variations in woild price. So long as the
world price remains high and in excess of the domestic
cost structure, the board can pursue a domestic price
policy which would simultaneously satisfy a number
of its objectives. Where, however, world market prices
decline substantially, or domestic production costs
increase materially, difficulties are apt to arise; certain
objectives are found to conflict with one another or
with essential requirements of the economy. The
diverse experience of marketing boards in Argentina,
Ghana and Burma will serve to illustrate the role of
government trading agencies in implementing official
policy.

Until recently, most of Argentina’s export com-
modities have been marketed through the government
trading agency. The agency’s control was largely con-
cerned with the export trade, and internal marketing,
with a few exceptions, was left to private channels.
IAPI policy, upon its establishment in 1946, was
clearly designed to take full advantage of the favour-
able world market for the country’s major exports; at
the same time it sought to hold domestic producer
prices at a “‘reasonable” level related to official com.-
putations of costs of production, but one which did not
reflect external matket developments. The fist few
years of the board’s operations produced rather
spectacular results. In 1947 and 1948 the TAPI export
price was nearly three times the domestic procurement
price for wheat, and two and one-hall times that for
maize. The enormous profits that resulted from this
policy were used to finance a major share of the
Government’s five-year plan. In addition to Lhe operat-
ing profits, the foreign exchange received by TAPI was
sold to the Central Bank at the low official rate, which
in turn provided exchange for low-cost imports, or,
alternatively, was resold at higher rates to vield further
profils,

As early as 1949, however, adverse tiends began to
develop. The greatly enhanced inflationary pressure,
which over the period from 1948 to 1951 saw prices
rise by between 30 and 40 per cent per annum, also
meant a rapid rise in agricultural production costs, The
subsequent upward adjustment of IAPI purchase
prices conflicted with the official policy of holding
down the cost of living, and in the event, the marketing
agency was called upeon to subsidize the key consumer
items. At the same time, export receipts began to
experience heavy weather. Prices received for the
major agricultural exports declined substantially in
1949 and again in 1950, and although they remained
above JAPI procurement prices, government revenue
expectations virtually collapsed. By 1954, after a
further decline in world prices, IAPI was incurring
substantial trading losses. In addition, the inability to
reconcile conflicting policy objectives contributed to
the decline in exports and in export production as well.
Encouraged by subsidized prices, domestic meat con-
sumption rose rapidly, and export availabilities were
reduced dwiing years when additional supplies could
readily have been disposed of at advantageous prices.
Anxiety over production levels led to regular upward
adjustments in the fixed crop prices paid to producers,
but these failed to keep pace with the rate of advance
of domestic inflation so that real producer prices in
general declined or remained at low levels. It seems
piobable that the low level of producer prices was an
important factor contributing to the stagnation and
decline of Argentina’s agricultural production for
export,

With the advent of a new Government at the end of
1955, efforts have been made to reduce the 1eal burden
imposed upon the agricultural sector, and the attempt
to sever exporl incomes from world prices with a view
to transferring incomes out of the export sector has
been gradually abandoned.

A rather different picture of the functioning of a
marketing hoard emerges from the experience of the
Cocoa Board in Ghana. From pre-war years to 1953,
the world price of cocoa increased some 600 per cent
and in real terms it was two and a half times the pre-
war level. In 19534, there was a further increase of
approximately 60 per cent in prices, and while that
peak was not maintained, the average price in the
following years was equal to the 1953 level. At the
same tme, the costs of production have increased
relatively little over the post-war period, and the
Board has not heen directly confronted with the in-
ternal costs of consumer protection. Under these
circumstances, it is not surprising to find that the
operations of the Cocoa Board have been successful in
achieving many of the objectives of government policy.
Beginning with the 1944/45 season, producer prices
were increased steadily until 1948/49. Thereafter,
procurement prices have been varied annually within a
narrow 1ange and around a slowly rising trend. The
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Board’s external price policy has been relatively passive,
since it has not intervened to fix terms of sale or with-
hold stocks for any length of time. Nevertheless, in
nearly all years the cost of cocoa to the Board has been
substantially below its sales price, and large operating
profits have resulited.

One of the important considerations underlying the
policies of the Cocoa Board has been the fear of infla-
tion, in view of the sensitivity of domestic food prices
and the cost of living to fluctuations in income in the
cocoa producing sector. During the early post-war
years this consideration was particulaily important
since consumer goods were in short supply; it was re-
inforced by the belief that the prevailing high world
cocoa price was only a temporary phenomenon and
that it was desirable to build up reserves in anticipation
of future lean years. For some years, therefore, the
Cocea Board in Ghans operated essentially as a stabili-
zation or bufler fund, and represents, along with the
Copra Fund in Indonesia and the Geziza Board in the
Sudan, one of the few instances of this type of stabiliza-
tion scheme among the under-developed primary pro-
ducing countries. Increasing concern with the need for
vigerous development policies, however, caused the
importance of the stabilization fund prineiple to wane.
As it became increasingly elear that the reserve {unds
were more than adequate for maintaining farm prices,
and as government revenue needs expanded, more and
more of the funds were diverted to finance the Govern-
ment's development programme and even current
expenditures, In 1957, the Government officially made
the funds of the Cocoa Board available for purposes of
economic development.

Given the favourable market environment in which
the Cocoa Board in Ghana operated, the objectives of
stabilizing producers’ prices at a rather low level and
of providing a ready souirce of gevernment revenue
have been achieved relatively easily. In evaluating
these achievements, however, it should be noted that
the operations of the Board cannot be regarded as
having stabilized preducers’ incomes to the same degree
as prices, since no effort was made to offset the effect
of continuing {luctuation in the volume of production.

The experience of the government trading agency in
Burma f{alis somewhere between that of IAPI in
Argentina, on the one hand, and the Cocoa Boaid in
Ghana, on the other. Burma, one ef the major rice
exporling countiies, has comprehensively controlled
the marketing of rice throughout the post-war years.
lis trading agency operated in a world market environ-
ment which for the first hall of the pest-war period was
characterized by a fundamental rice shortage; since the
early nineteen fifties, however, supply has been brought
inte better balance with demand, and internalional
prices have been adjusted downwards, While the
fluctuations in the rice market have aflected the profit-
ability of the operations ol the State Agriculiural

Marketing Board (SAMB), it has nevertheless con-
tinued to pursue the original objectives assigned to it.

The objectives of the State Agricultural Marketing
Board have more or less explicitly been set out, They
include: to guaraniee minimum prices to rice culti-
vators 10 protect them {rom the operations of middle-
men traders, millers and creditors as well as from any
violent fall in prices; 10 serve as an instrument of
taxation, particularly to collect land taxes which had
become difficult 10 assess direcily, and thereby to
transfer to the State profits which would otherwise
acerue to private individuals; and finally, by controlling
trade in the deminant sector of the economy, to stabi-
lize the cost of living and to remove inflationary demand
pressures where they arise.

To achieve these objectives, the SAMB puisued a
vigorous policy in the export market. As pointed out
earlier, it sought to influence the terms of rice export
contracts to Burma's advantage. Domestically, the
Board fixed two key prices for rice destined for export
~—that paid by the miller or the Beoard to the cultivator,
and that paid by the Board to the miller. These prices
have been held constant since 1947. By virtue of the
fact that rice export volumes are determined only alter
a suflicient supply for domestic requirements is en-
sured, the Board is able to exert a powerful indireet
influence towards maimtaining low domestic prices.
The Board also undertakes direct sales to consumers in
the event of local harvest failures or late-season
shortages.

The Marketing Board’s pricing policies led to an
annual accumulation of trading profits, which in some
years were substantial. Profits moved directly in line
with the index of export upit values and, while the
latter declined {ollowing the peak reached in mid-1953,
at no time did they {sll as low as the estimated level
of the Board’s unit cost. From these profits the Boaid
has provided, on the average, somewhat more than
30 per cent of government revenues during the post-
war petiod. The policies pursued by the SAMB also
appear to have contributed to the relative stability in
the cost of living in Burma.

While internal stability and buoyant government
revenues have been secured largely at the expense of
the rice cultivator, this has been accompanied by
reductions in renis; ai the same time the Government's
investment programme has brought aboul important
inereases in agricultural productivity. However, the
influence of low lixed producers’ prices on supply is
appareitt, since rice preduction in 1956/57 had not yet
recovered the pre-war level of output, though the
effect of continued civil unrest represents an important
additional influence depressing rice production. More-
over, the relatively low domestic rice prices led to an
increase in per capita domestic consumption and thus
reduced the rice supplies available for export.
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Burma’s experience was similar to Argentina’s in
that the Marketing Board was ultimately confionted
by a sharp deeline in export receipts. But in Buima
there was no accompanying squeeze from increasing
domestic pr oduction costs; also absent was the financial
burden arising from the need to subsidize domestic
consumption. The divergent experience ol the two
countries is also to he attributed in large part to the
nature of production and marketing of rice compared
with Argentina’s major exports. Rice cultivation is in
the hands of small-scale farmers, comprising the major
part of the population, who consume a high proportion
of their own output. Thus, some substantial part of
any increase in rice production represents an increase
in the supply of the basic food staple and the achieve-
ment of a rise in the standard of living. This is reflected
in the fact that in 1956~1957 per capita rice consump-
tion in Burma was one and a half times greater than
the pre-war level. The relevance, therefore, of price-
cost relationships or commercial considerations to the
Burmese rice cultivator is restricted to a small part of
his total output, and low fixed producer prices do not
evoke the response that might be expected in a more
highly market-oriented agricultural sector, as is found
in Argentina,

FExport taxes and exchange rate policy

In comparison with marketing boairds, other policy
instruments do not possess the same ability to exercise
comprzehensive control over the production and mar-
keting of primary products. In certain circumstances,
it would be possible to design a system whereby target
domestic market prices could be sealed off {rom move-
ments in international market prices, the differences
being taken up by export tax or exchange 1ate varia-
tions. Apart from the legislative and administrative
complexities involved, however, the inherent limita-
tions of these measures, particularly the uncertainty of
incidence and, therefore, of the degree of penetration
to the various stages of production and marketing of a
commodity, reduce their comprehensiveness compared
with that of a marketing board.

Furthermore, while the operations of marketing
boards have included both taxing and subsidizing
functions, export subsidies, while not unknown among
primary producing countries, are relatively rare
phenomena. The rather general reluctance, in practice,
to vary exchange rates, places still greater restrictions
on the flexibility of this policy instrument. In particu.
lax, there are almest no instances in which the export
rate has been appreciated, so that when world prices
move up exchange rate policy does not prevent the
domestic price {rom rising proportionately. Partly
because of these limitations, exchange rate and export
tax policies are frequently used in conjunction or are
even combined with a policy of the marketing board
type.

Export taxation has prevailed more widely in Asia
and Alrica than in Latin America. Wheze export laxes
were introduced early in the post-war period, they
generally took the form of specific taxes—a Ievy per
unit of qumntv exported. With the sharp rise in world
commoduy prices that attended the outbreak of hostili-
ties in Korea, it became apparent that specific or even
ad valorem duties were limited in the extent to which
they could keep pace with the advance in external
prices and many countiies—motivated in addition by
the search f{or increased sources of revenue--took
steps to increase the progressivity of export duties, For
example, in Ceylon, Ghana, Mexico, Nigeria, Pakistan
and Thailand, specific duties were subjected to frequent
administzative changes in an attempt to transfer at
least a proportionate share of the rising export proceeds
to the Government. In Indonesia, ad valorem export
duties were also varied by administiative decision.
However, it proved to be administratively difficult to
make rapid adjustments to the changes in the external
market eircumstances and export duty rates tended to
lag behind the movement of world prices.

In an attempt to circumvent this difficulty, such
countries as El Salvador, the Federation of Malaya,
Noith Boineo, Sarawsk and Thailand intreduced a
system of sliding-scale or "slab™ export duties. For
example, the Malayan export duty structure for 1ubber
currently consists of four schedules, of which the firat
two are on a sliding-scale basis and are tied to move-
ments in the piice of rubber. The first schedule pro-
duces the bulk of government revenue from export
levies on rubber, while the second schedule, intended
as an anti-inflationary device, comes into eflect only
when the maiket price of rubber exceeds a certain
limit. The remaining two schedules are specific duties
exrmarked for research and replanting respectively.

Export duties have heen used essentially as an instru-
ment of taxation with the object of transferring income,
especially windfall profits, {rom the export sector to
the Government. Their role as an eflective fiscal
weapon is clearly apparent in Malaya whete revenues
from the anti-inflationary second schedule were held in
the form of a reserve fund to be disbursed when
external prices declined. Elsewhere the deflationary
effect of export taxes imposed during periods of rising
export earnings has depended upon the level and
composition of government expenditure, and the exient
to which the export tax has diverted to domestic con-
sumption supplies that would otherwise have been
exported abroad, Within the export sector, the impact
of the duties on external trade is a function of the
incidence of the tax, that is, of the extent to which the
exporter can pass the burden of the tax to others
participating in the consumption, production and
marketing of the commodity. The special circum-
stances sutrounding the markets of some of the
primary commodities in the post-war period no doubt
permitted some part of the tax burden to be shifted
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onto foreign consumers, i only for a shott peried. In
general, however, as is pointed oul by the Taxation

Commission of Ceylon, it is the primary producer of

agricultural products who bears the major part of the
export tax burden.

The use of exchange rates to influence domestic
incomes in the export sector has been much more
widespread among the Latin American countries than
in other areas. This is due, in laige degree, to the
limitations inherent in the use of such a policy. Given
the reluctance in practice to appreciate the exchange
rate, the use of this instrument has a wide range of
effectiveness only in those countries where there has
been a substantial degree of infiation, since only under
such conditions is the Government in a position to in-
crease the implied tax on exports as well as to reduce
it. Among the primary producing countries, inflation
has been most rapid in the post-war period in South
America, and every country in that continent has used
a multiple exchange rate system at one time or another
during these years. Elsewhere, Indonesia, Thailand,
and Turkey are the principal examples of countries
which have used multiple exchange systems for this
purpose, and substantial domestic inflation has been
present in each case.

Rather serious difficulties have been encountered in
the use of the export exchange rate as a policy device
for influencing the domestic price. In view of the
reluctance to make frequent changes, the results
obtained depend to an important degree on two rela-
tively independent [actors—movements of the world
price, and the rate of internal inflation. Depending on
the constellation of these factors in any particular case,
producers in different countries or even producers of
different commodities within a single countiy could be
affected in divergent ways even though the basic
objectives roay have been the same in all cases.

This can be illustiated by contrasting developments
in Brazil and Colombia. Both countries held their
export rate virtually stable lrom pre-war to 1951.1In
Brazil, however, the cost of living rose fourfold from
pre-war to 1948, while in Colombia the increase was
about two and a hall times. Since the rise in the world
price for their coffees was roughly the same—about
threefold—the same exchange zate policy produced
quite different results: some decline in the real value of
the domestic currency proceeds of collee exports in
Brazil, but an increase in Colombia. In Brazii the cost
of living was stable from 1948 1o 1950, while the world
price for its coffee more than doubled, with a conse-
quently similar increase in the real domestic price. In
Colombia, on the other hand, the cast of living rose
30 per cent, and there was a lesser increase in the
world price of Colombian coflee so that the inciease in
the real domeslic price in Colombia was less than half
of that which ocecurred in Brawil.

A further difficulty is that the export rate is a part of

the entire exchange rate siructure, and this structure
is determined by a number of factors other than policy
regarding domestic producer prices. These other
factors will generally predominalte, and on occasion it
may not be feasible to separale the export rate com-
pletely from the general structure. For example, he
Brazilian exchange rate was devalued in October 1953,
and although the coflee rale was devalued less than
other rules in the system, il was still {ell necessary to
grant a devalvation of over 25 per cent at a time when
world coffee prices were rising rapidly, Similarly, when
Colombia devalued early in 1951, while the coffee
export rate was the Jowest in the new structure, it was
depreciated by over 10 per cent and provision was
made for continuing monthly depreciation untl it
was again on a par with other rates.

At the other extreme, an export rate loo far oul of
line with the general structure may also cause serious
problems. A large diflerence in rates encourages ex-
porters to understate exchange earnings o1 engage in
contraband trade in order 1o avoid turning the ex-
change in at the low official rate. Difficuliies of this
sort have been encountered, for example, in Brazil and
Colombia during recent years, and in Indonesia during
much of the post-war period; but this is a difficulty
present in all forms of high taxation.

An exchange rate that is too far out of line is also
in danger of obscuring the realities of a situation, Fox
example, prior to the 1950 reform, the export rate
applied to the nationalized mining operations in Bolivia
was only a [action of that which would have prevailed
under any realistic valuation, Since dollar earnings
were converted at this rate, the result was that very
large losses were regularly incurred, and these were
financed by leans irom the Central Bank. The exchange,
which was sold to the Central Bank at the low rate, was
then available for very cheap imporis, or resold at a
large profit which went to finance the government
budget. As a result the entire fiscal picture was need-
lessly obscured, statements regarding the profitability
of the mining operations were rendered largely mean-
ingless, and it became at best difficuit to make rational
choices in the expenditure ol fereign exchange and
domestic curieney. In Chile the rate at which the large
copper companies were reguired 1o sell dollars to the
Central Bank to obtain the domestic currency needed
to meet local production costs was held far below the
rest of the exchange structure until the 1955 reform.
The result was that purchases within Chile were made
to appear artificially expensive to the copper com-
panies, and they wese discouraged lrom making such
expenditures during yeams when Chile was very short
of available exchange.

Taken together, these difhculties have rendered the
export rate relatively ineflective as a policy instrument
for stabilizing domestic incomes in the export sector.
It should be stressed, however, that this was seldom
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the basic motivation for the introduction of multiple
exchange rate systems, and that the above evaluation
of such systems is therefore in terms of an objective
for which they were not primarily intended. More
important aims of these systems were to discriminate
among diferent types of imperis, or, in the case of
some of the mineral and petroleum producing countries,
to levy a form of tax against the corporations which
preduced and exported these ilems.

Stabilization and government policy

The foregoing discussion of policy measures shows
that there has been a wide diversity of experience
among the primary producing countries in the extent
to which they have succeeded in reducing the impact
of instability on the export sectors of their economies.
The degree of success has vatied roughly in accordance
with the kinds of policy technique employed, the
vigour with which the objective was pursued and the
particular market environment within which policies
were required to operale--at times facilitating and at
other times {rustrating the achievement of policy aims.
In general, where the goal of domestic price stabiliza.
tion was clearly placed in the forelront of government
policy, instruments were at hand to implement such a
policy. Many primary producing countries, however,
appear to have regarded the costs of a vigorously
pursued price stabilization programme as excessively
high, particularly where it may have come into conflict
with other policy objectives.

A Hmited, but nevertheless important, kind of
stahility was achieved in those countries which estab-
lished and effectively supported a fixed or minimum
price over the crop seasen. The significance of this
policy is particularly great where a large part of the
export crop is produced by small-scale enterprises and
where the marketing volume tends to be concentiated
within a relatively brief period of time during the
season. The resulting seasonal fluctuations in prices
often operate to the detriment of the small producers.
As previously noted, the desiie o eliminate extreme
seasonal fluctnations in price was an imporiant motiva-
tion in the establishment of marketing boards in several
countries, Stability of this kind has been achieved, in
large measure, in such couniries as Argentina, Brazil,
Buima, China (Taiwan), Colombia, Egypt, Ghanag,
Indonesia and Nigeria.

Apart from seasonal fluctuations, instances where
export commodity price movemenis have been stabi-
lized in an absolute sense are very rare. Burma’s ex-
perience is exceplional in that money prices paid to
rice producers by the SAMB were held constant
throughout the post-war period. In real terms, of
course, prices received by the rice farmer moved in-
versely with changes in the cost of living, but these
were, on the whole, relatively moderate.

While absolute stability was rarely approximated,

there were many instances where a measure of price
stability was achieved in the sense that domestic price
fluctuations were smaller in magnitude than those
recorded in the world price for the export commodity.
Where this was secured through the employment of a
State trading agency, it reflected directly one of the
essential aims of this type of policy instrument.
Movements in domestic prices were virtually divorced
from those occurring in the international market, and
fluctuations in the former tended to be confined within
narrower limits.

The stabilizing role of marketing boards is illustrated
in chart 9, where, for three different commodities, the
movements in domestic or local currency prices re-
ceived by the export sector are compared with the
United States dollar prices ruling in the international
matket.®! The piice stabilization effect achieved in
Burma is strikingly obvious; in contrast to the fxed
official procurement price set by the Board the world
price for Burmese rice has fluctuated markedly. While
not as readily apparent, the movemenis in domestic
prices for wheat in Argentina and cocoa in Ghana
have also been constiained relative to their respective
wotld prices, particularly in the latter part of the
period. In both countries domestic prices in the early
post-war vears moved approximately in line with woeild

prices in terms of direction and relative magnitude of

change. The apparent association between the two
price series in Aigentina and Ghana during these years
Is attributable to special circumstances rather than to
the existence of a causal connexion between the
domestic and world price. In Argentina, it reflects the
failure or inability of IAPI to adjust producer prices
sufliciently rapidly to offset soaring costs of production,
with the result that real prices received by the wheat
exporting sector declined sharply until 1950, and re-
mained relatively stable theieafter. In Ghana, the
almost continuous rise in prices paid by the Board to
cocoa producers between the end of the Second World
War and 1951 represents & process of upward adjust-
ment following the leng period of price restraint im-
posed during war time. Since the early nineteen fifties,
however, a significant degree of price slabilization has
been achieved.

In general, it may be inferred that among the primary
producing countries which have employed either ex-
port taxation or exchange rate adjustment as major

policy instruments, the objective of domestic price.

stabilization was not {oremost among the Government’s
policy goals. In relying on these types of policy instru-
ment, Governments implicitly choese to exercise only

6 Given the continuous and substantial rise in domestic prices
in Argentina over this period, it was necessary to deflate the
domestic wheat price by ¢ general price index in order to provide
a meeningful series for comparative purposes. While official
procurement prices were used for both Burma and Ghana, the
wholesale price in Argentina was taken as the best available
indication of the effective price received by the export sector in
that country.
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Chart 9. Relationship between Marketing Board
and International Commodity Prices®
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indirect control over the export trading sector, and
compared with the role of marketing boards, this meant
a less certain impact upon domestic price stabilization.
The wide range of experience in reducing the influence
of external price instability on the exporl sector in a
number of primary producing countries is illustrated
in charts 10 and 11.

In chart 10, the relative movement in export fax
rates and world prices is shown for six different in-
stances. The cffective export tax rates represent the
1atio of export tax revenue from a particular com-
modity to its total export value, while world prices for
the same commodity are expressed in terms of United
States dollars as in chart 9. To the extent that the
exporl tax ratio varies in the same direction as changes
in world prices over the post-war period, il may be
inferred that prices received in the export sector were
stabilized in some degree. The close correspondence in
direction of movement in the two series is readily
apparent for cotton in Pakistan and Peru and for rubber
in Malaya. The design of the export tax system in these
countries—whether the sliding-scale type as in Malaya
or the administered changes in specific duty rates as in
Pakistan—has apparently permitted the tax burden to
move closely in line with changes in woild prices and
thereby to cushion the impact of external price move-
ments on domestic prices received by the export
sector. The degree of stabilization achieved was in fact
greater in Pakistan and Peru than in Malaya because
the magnitude of the tax changes was greater, relative
to the changes in export earnings, in the former two
countries.

The positive association between changes in export
tax rates and world prices is less obvious in respect of
tea in Ceylon and coffee in Cosla Rica, while the tax
rate on jute in Pakistan appears to have moved in-
versely with world jute prices, exerting thereby a
destabilizing influence on domestic prices.

While domestic commodity policies based on export
taxation have, in some countries, contributed signifi-
cantly to domestic price stabilization, the extent of
stabilization has been less than that achieved where
marketing boards have been used. For example, among
the specific instances presented above, the highest tax
rate recorded was 26 per cent, imposed by Pakistan on
cotton exports in 1951, Fer a comparable petiod, the
implieit tax rate was of the order of 50 per cent in
Argentina, Burma and Ghana. While there is no reason
in theory why export taxes should not obtain the same
results, if required, the fact is that in pactice the
operations of the markeling boards made it possibie to

s Marketing Board prices arve lecal currency prices paid by
the Board te producers in Burma and Ghana; the scries for
Argentina hos Eeen computed by the Economie Commission for
Latin America and represents s?;e domestic wholesale price for
wheat deflated by a general price index. International prices are
in United States doliars.

b 10471948 =100.
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Chart 10. Relationship Between Effective Export Tax Rates and International Commodity Prices®
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Chart 11. Relationship Between Domestic and
International Commodity Prices"
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maintain a substantially greater price differential
between domestic and international prices than was
achieved with the aid of export taxes.

Examples of the effects on price stabilization of
exchange rale variation are shown in chart 11, where
domestic wholesale prices of particular commodities®®
are compared with variations in their international
prices expressed in United States dollars. Here, ex-
change rate variation may be taken to have contributed
to domestic price stabilization to the extent that move-
ments in domestic prices are {ound to be more moderate
than fluctuations in world prices. It is apparent that in
all three commodity markets domestic and world prices
exhibit a high degree of association in terms of direc-
tion and magnitude ol change. In these instances,
therefore, exchange rate policy has apparently failed
to sever the link between movements of domestic and
world commeodity prices, and in consequence little
domestic price stabilization has been achieved. As in
the case of export taxes, it will be ¢lear that this is due
not so much to any theoretical shortcoming of ex-
change rate policy as such, as to the practical inhibi-
tions on its use which were reviewed above.

The varied experience of primary producing coun-
tries in attempting lo stabilize domestic prices may be
ascribed to a number of factors which are at least
partly interdependent. Apart from variations in the
degree of fluctuation in the various commodily
markets, the inherent differences among the alternative
types of policy instrument, as employed in practice,
have had a direct bearing on the stabilization eflect.
Furthermore, the choice of instrument and the degree
of perseverance in its application refleet, perhaps, the
relative priority assigned by Governments to the objec-
tive of reducing the impact of instability in the export
sector. It is almost inevitable that amid the multiplicity
of possible goals which any under-developed country
might seck to pursue, the priorities assigned in practice
should reflect a wide variety of factors in each country,
ranging from the character of political traditions and
evolution to the extent of dislocation experienced in
the past through price instability. The fact that coun-
tries appear to have sct very different values upon
domestic price stability should therelore not occasion
undue surprise.

B Peflated domestic wholesale prices were used in these in-
stances for the same reasons that were adduced in the case of
Argentina and indicated in feotnote 61

s Domestic prices in local currency are wholesale prices
deflated by the cost of living index in Colombiz and by a whole-
sale price index (excluding ¢offee) in Brazil International prices
gre in United States doliars.
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Conclusion

The impact of primary product policies in industrial
countries has been of two main kinds. First, protective
policies or price support policies, especially in western
Europe but also in the United States, have reduced
imports of a number of primary preducts. Secondly,
the effect of United States support policies has been to
increase export availabilities of certain agricultural
produets.

In western Europe, the protective policies apply
chiefly to agricultural preducts, output of most
minerals being small or non-existent. European agri-
cultural protection has been inspired not only by the
desire to raise agricullural incomes but alse by the
food shortage of the war and immediate post-war
period as well as by the post-war European balance of
payments situation. Post-war policy has been consci-
ously dizrected at raising self-sufficiency in agriculture
and, on the whole, this objective has been attained,
Only recently has emphasis been shifted from further
over-all expansion of agriculture to a moie selective
expansion.

The technique of agricultural support used in
western European countries has been such that pro-
ducer prices are mainiained well shove world trade
prices, thereby discouraging consumption as well as
encouraging output. The chief exception to this is the
deficiency payments system in the United Kingdom,
although the payments have constituted a sufficiently
large proportion of agricultural incomes to encourage
a considerable expansion of output.

Much of the trade restriction on western European
agricultural imports affects intra-European trade; and
as tegards imports from outside Europe, the restric-
tions mainly affect products exported chiefly by other
high-income countries. Among the products exported
mainly by unde:i-developed countries, western Euro-
pean protection applies chiefly 1o sugar, though high
revenue duties also inhibit imports of tropical products
such as non-alcoholic beverages. European policies
also tend to discriminate in favour of the dependent
territories of certain countries.

United States agricultural policies are of a very
different nature, even though the ultimate eflects may
be very similar to those in western Europe. The United
States has been concerned almost exclusively with the
proteclion of farmers’ incomes for its own sake and
present policies date back to the measures introduced
to this end in the nineteen thirties.

However, the mechanism of agricultural price sup-
port adepted by the United States is such that there
has been little check to the rapid expansion of output
which has occurred in consequence of the rise in
productivity. As United States consumption of most
food products has risen relatively slowly, this has led

to the emergence of massive exportable supplies which
do not seem to have been diminished appreciably by
recent altempts Lo reduce cutput.

At the producer prices prevailing. in the United
States, these supplies are exported only with difficulty,
so that in addition to large stock accumulation, in-
creaging use has been made of special government
export programmes. The effect of United States policies
has therefore been to raise the share of the United
States in world exports of a number of agricultural
products. In addition, import 1estrictions or tariffs are
applied to certain produets, such as sugar, wool and
meat, of which United States imports would otherwise
be greater.

As with the European policies, however, the impact
on the trade of primary producing countries is prob-
ably less than on that of other high-income countries,
for it is the latter which are the main competitors in
the market for cereals. However, the economies of
many of these countries, and hence their own import
capacities, are very dependent on primary produet
exports. The increase in United States exports of other
products, such as cotton, tobaceo and oil-seeds, seems
to have heen partly matched, at least until recently, by
growing world demand or by smaller exportable sup.
plies in certain other producing areas.

United States mineral policies, like western Euro.
pean agricultural policies, have been more explicitly
directed at expanding supplies. The objectives have
included the need to meet the requirements of long-
term growth and of possible sudden emergencies. More
recently, however, there has been increasing protection
for producers in those mineral sectors which, given
their high cost relative to foreign suppliers, suffer from
excess capacity. The important United States interest
in overseas production of the products concerned
seemns only to have delayed or mitigated the final
imposition of protective devices.

As regards the over-all impact on under-developed
countries, the effect of United States policies is less
certain than of Europe’s policies. For the export dis-
posals of the United States have in many cases been of
significant benefit to the recipient countries which are
invariably low-income countries. Moreover, the elimi-
nation of the present diseguilibrium between United
States production and demand at prevailing prices is,
of necessity, a long-run problem—and the possibility
cannot be excluded that in the long run the overseas
needs for United States food supplies will increase.
From this point of view the problem of United States
agricultural surplus may be more a problem for the
United States itself than for the rest of the world.

While the impact of primary product policies in
western Europe and the United States appears to bear
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chiefly on other high-income countries, the benefits
that could be obtained from a greater liberalization of
these policies are substantial for certain under-
developed countries. The marginal nature of imports of
many agricultural products in western Europe and the
United States is such that a modest reduction in over-
all output in these countries, relative to consumption,
would cause a proportionately very large rise in im-
ports. And if the industrial countries were to concen-
trate any reduction in protection on products such as
sugar and cotton, among agricultural products, as well
as on the protected minerals, a considerable gain to the
lower-income countries could be achieved with the
minimum loss of aggregate producers’ incomes in the
industrial countries as a whole and a minimum deteri-
oration in western Lurope’s balance of payments.

Such measures would by no means, however, trans-
form the severity of the commeodity problems experi-
enced by most under-developed countries. Demand for
most foodstuffs in the higher-income countiies will
contintue to rise very slowly relatively to the growth of
their incomes, and the changing structure of their
economies may well reduce the relative rate of increase
in their demand for several raw materials. The problem
of the instability of primary product prices is also one
which has not been alleviated to any significant extent,
and in some ways it has been aggravated, by the policies
of the industrial countries.

The failure of policies in the industrial countries to
contribute towards a reduction in the severity of the
commodity problem has served to impose a grealer
burden upon national commodity policies of the
primary producing countries. The latter policies have
essentially sought to overcome the impediments Lo &
higher 1ate of economic growth that are imposed on
economies with a high degree of specialization in
primary commodity exports.

The nature of the commodity policies pursued has
varied widely among primary producing countries, if
only because of the great differences in their historical
experience of the commodity problem and in the
attitude of Governments, National policies have also
Leen related to such consideralions as the particular
market citcumstances surrounding the major export
commodities and more generally the stage of econemic
development thus far attained. The influence of these
factors has been such as to permit broad groupings of
countries with similar poliey attitudes towards the
export sector, and which eoincide roughly with the
geographic areas of Alrica, Asia und Latin America.

In most of the African countries economic organiza-
tion on a monetary basis is in the eatliest stages of
development and economic growth s almost exclusively
centred in the export sector. Given the limited alter-
natives, commadity policy in these countries has been
directed towards strengthening the export sector and

at the same time has sought to diversify traditionally
one-crop economies for both export and domestic
consumption. To the extent that many of these coun-
tries have developed alternative exports, or succeeded
in increasing their share of the world market for
particular commodities, they have achieved a rate of
growth beyond the limits imposed by the commodity
problem. But the logic of this development requires a
continuously rising share of the world market if present
rates of growth are to be maintained. Furthermore, it
implies that commodity exports of other couniries
must increase even more slowly than the total.

In Latin America, particularly among the major
trading countries of that region, the drive to industiial-
ize has been the prime concern of government policy
since before the war. This desire was encouraged by
the beliel that the scope for continued expansion of
primary exports was severcly limited, and policies
towards the exporl sector, rather than seeking to pro-
mote the expansion of primary production for export,
have emphasized measures of control and taxation.
This attitude was particularly evident in respect of
traditional export commodities. Instances of export
promotion were mainly confined to primary products
in the initial stage of development or where particular
exporls were losing their position in world markets. In
recent years, however, severe balance of payments
difficulties have led some countries to reconsider their
policies towards the primary export sector.

In the process of shifting the source of economic
growth {rom the primary export sector to the industrial
sector, the nature of the commodity problem conlront-
ing the industrializing couniries of the region has
altered. It has presented itself in no less severc a form,
however, since 1ising domestic output has called forth
a more than proportional increase in the demand for
imports; and the availability of imporls must still
depend on exchange earnings {rom commedity exports.
Thus eountries at the stage of development in which
many of those in Latin America now find themselves
may not be able to escape the consequences of the
commodity problem until such time as their export
structure has been diversified to include manufactures,
or their domeslic industry has grown 1o the point at
which it is less dependent on imports for further
expansion.

Among the Asian countries, a number of special
{actors have influenced the attitude of Governments
towards the primary export sector. Efforts to restore,
in certain commodities, Lhe produetive capacity des-
troyed during the war, combined with favourable inter-
national markets {or a number of traditional exporls,
were reflected in many countries by government
measures designed to secure an expansion in output.
At the same lime, many of the pewly independent
countries of Asia looked to the expo:it sector as the
most highly developed econemic area within the
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country to provide the means for achieving bioad
economic and social welfare goals. Policies of export
promotion were therefore often undertaken alongside
those of taxalion; although these policies were in
apparent coniradiction, the general effect was to shift
resources in the export sector from consumption to
investment. There are instances where Governments
encouraged the production of marginal commodity
expoits, but as in Latin America, export diversification
was not achieved. Since 1952 or 1953, as a result of the
deterioralion in some of the Asian countries’ export
markets and the increased demand {or imports associ-
ated with more intensive capital development pio-
grammes, many of the Asian countries have become
increasingly aware of the limitations on economic
growth imposed by specialization in primary com-
modity exports,

There has been much greater uniformity among the
primary producing countries in their attitudes towards
the domestic production of imported goods. Almost
without exception, policies have been designed to
encourage the increased output of goods which replace
imports, and thereby to ease somewhat the difficult
balance of payments positions prevailing in most
countries. A contributing factor, given the frequent
desire to diversify the economy, was the relative ease
with which a protected market could be offered to
import-displacing production. The uniformity is es-
pecially notable in the widespread efforts to achieve
greater seli-sufliciency in food production. In Asia the
adequacy of food intake was a major issue confronting
the newly independent Governments from the begin-
ning, and this has been a primary target of official
policy throughout the post-war peried. In Africa, to the
extent that policy turns away from the export sector
and seeks to encourage production for the domestic
market, il is the output of food which receives immedi-
ate attention. Even in Latin America, where in the
immediate post-war years there was some tendency to
neglect the agricultural sector in the drive for indus-
trialization, balance of paymenis pressures led to an
increasing policy concern with the displacement of
food imports afler 1950. Such policies have not always
succeeded in reducing food impoits, for requirements
in a number of countries have increased more rapidly
than domestic supplies.

The displacement of manufactlured imports has been
much less general. While many primary producing
countries look towards industrialization as a long-term
goal, relatively few have reached the stage where the
industrial sector is a major factor in the economy.
Further, the experience of the relatively industrialized
countries indicates that a net displacement of imports
through the growth of domestic industry is extremely
difficult to achieve. When it begins, the import require-
ments of capital equipment are relatively heavy, and
as the industrial sector grows, its imports of fuels,
materials and intermediate products tend to be laige.

These additional demands on {oreign exchange re
sources are likely to exceed substantially the import
savings in the form of finished manufactures which can
now be produced domestically-—unless the developing
industrial structure is of a balanced sort which mini.
mizes these new import requirements. And such a
halanee has proved to be very difficull to achieve,

While the fong-term aspect of the commodity prob-
lem has presented itself to the primary producing
countries in a number of diffezent ways, the impact of
short-term fuctuations in inlernational commodity
markets upon these countries has been more uniform
and moere universal. Almost everywhere, volatile
movements in foreign exchange receipts have imposed
a serious burden of adjustment upon countries least in
a position to bear it. Primary producing countries have
therefore widely adopted policies seeking to remove or
at least alleviate the harmful consequences for their
economies of excessive short-term commedity fluctua-
tions.

There were relatively few instances during the post-
war period where Governments pursued policies seek-
ing to influence the world market for a particular
commodily. In each case it was made possible only
because of the presence of special circumstances of
some kind. A number of countries succeeded in obtain-
ing premium prices for their exports, particularly when
international demand was high; and by withholding
supplies from the market during periods when demand
was falling it was possible to 1estrain the rate of decline
in export prices. The difficulties attending these efforts,
however, are reflected in the fact that where favourable
terms were achieved, it was usually for relatively brief
periods and at substantial cost.

The extenl to which the stabilization of export pro-
ceeds was the dominant motive in government policies
is not clear. In view of the pressing need of primary
producing countries for foreign exchange, it is under-
standable that government efforts either to influence
world prices {or their export commaodities, or to achieve
preferential terms for themselves, appeared to be in-
spired more by the possibility of reaping windfall gains.
A number of the long-term hilateral trade agreements,
however, achieved a measure of stability for com-
modily exports, particularly under conditions of de-
clining international demand.

Given the limited scope for success{ul intervention
in the world market for their commodities, many
primaiy producing countries have {ailen back on
various policies seeking to insulate the export sector
and thus the domestic economy from the impact of
fluctuations in world commedity piices. In termsg of
actual policies, insulation has meant an inereasing
burden of taxation on the export sector during periods
of rising world prices, and 2 reduction of laxes or a
minimum price suppott programme when world prices
have fallen. Depending on the efficiency of the policy




CHAPTER 2. NATIONAL COMMODBITY POLICIES

111

technique employed, it has been possible to achieve
some measure of domestic price slabilization in the
export sector, and {requently in the cost of living as
well. As between the two broad types of policy instru-
ments—the marketing board or Stale trading agency on
the one hand and export taxation or exchange rate
variation on the other—the former has permitied a
comprehensive degree of control over trade in primary
commodities; it has also resulted in a relatively high
degree of domestic price stabilization in the export
sector, when compared with movements in the world
price. Both export taxation and exchange rate variation
have interfered less directly with market functions, but
at the same time their eflect on the export sector has
been much less profound. Although these two policy
techniques are in many respects equivalent, such evi-
dence as has been examined suggests that export taxa-
tion may have been a somewhat more flexible instru-
ment than exchange rate variation.

Thus the extent to which domestic commodity
policies have successfully attained their objectives has
depended in part upon the kind of policy technique

that Governments have selected. The very choice of
policy instrument itself, however, reveals the varying
degree of urgency and the different priority rankings
that Governments have assigned to the objective of
domestic price stabilization,

Whatever the degree of success achieved by these
domestic policies, they have served only as a buffer
between the external market and, in the first instance,
the export sector of the domestic economy; in no way
was the basic solution of the commodity problem ad-
vanced. More generally it may be concluded that while
there is clearly much scope for industrial countries to
adopt less restrictive commodily import policies, and
{or under-developed countries, by their own efforts, to
reduce their vulnerability to ithe commodity problem,
there are serious limitations even under the best con-
ditions en what any one counlry can accomplish for
itself, acting alone. These considerations lend emphasis
to the need for more active international co-operation
in this field. Some of the possibilities for such co-
operation will be considered below in chapter 3.




Chapter 3
INTERNATIONAL COMMODITY POLICIES

Two major conclusions of international significance
emerge from the foregoing survey. Iirst, the com-
modity problem, as examined in chapter 1, imposes on a
large number of under-developed countries severe
limitations on economic growth which is an accepted
international objective. Secondly, national measures,
as studied in chapter 2, are entirely inadequate in deal-
ing with the problem, which is by nature international
in scope.

Economic growth of primary producing countries is
circumscribed both by the lag in growth of demand for
primary products and by the high degree of uncertainty
associated with market instability. While some indi-

vidual countries may achieve satisfactory rates of

growth by concentrating on the few primary products
the demand for which has been expanding rapidly, or
by displacing the products of competitors, the growth
rate of primary producing countries as a whole is bound
to lag behind that of the industiial countries if major
reliance is placed on the export of primary products.
Yet attempts to shift away from exports of primary
products have also been faced with great difficulties.
Where attention has been directed towards the devel-
opment of the domestic market, the need for imports
of capital goods and raw materials has often increased
to such an extent that the availability of foreign ex-
change resources has become a limiting factor on
economic growth. Moreover, where attempts have been
made to shift exports to semi-finished or fnished
manufactures, obstacles to trade imposed by the im-
porting countries have tended to mount, especially
since such exports are frequently in competition with
the weaker and less dynamic sectors of the industrial
countries. These considerations constitute a dilemma
for many primary producing countries in planning
developmental policies.

Instability of commodity markets adds greatly to the
difficuities confronting these countries. It is true that
in certain citcumstances violent flucinations may inci-
dentally produce a shock effect and thereby help to
bring about significant changes from a state of stagnant
equilibrium. Some of the industrialization of under-
developed countries in the nineteen thirties was almost
a direct consequence of disastrous drops in the com-
modity markets. Yet any stimulus given by the feast.
and-famine method should be capable of being
achieved at lower cost—and with less distress and
social dislocation—under conditions of greater stabil-
ity. In any ease, few if any countries would welcome
drastic periodic adjustments in the economy according
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to the dictates of severe fluctuations in the external
market.

The survey of nalional policies in chapter 2 has
made it clear that there are serious limitations on what
can be accomplished in this field by any one country
acting alone. Few countries can be said to dominate
the markets for the goods they export. Thus most
countries do not attempt to obtain betier lerms of
trade nor to prevent or counteract fluctuations in the
world market, but merely aim at mitigating the eflects
of such fluctuations on the domestic economy, But
even though each country, acting individually, may
net view its own actions as having any international
impact, the sum total of such national measures, taken
together, is not without influence at the international
level, Some measures lend to coincide with inter-
national requitements to a grealer or lesser extenl,
while others tend 1o offset each other or to aggravate
the difficulties from an international standpoeint.

Even where a country is actually a major producer
or consumer, there is still a limit to what it can achieve
acting alone, Unilateral eflorts to determine the course
of world market prices o1 of the quantities traded are
frequently frustrated by the smaller producers. The
experience of such countries as Biazil with coffee,
Pakistan with jute and the United States with cotton
illustrates the various ways in which unilateral action
even by a dominant exporter may stimulate, and
actually provide stiong protection for, the growth of
vigorous competition. Restrictive schemes by im-
porters may appear to be more successful in passing
the burden of adjustment to others but here too there
may be the possibility of retaliation. The international
community obviously cannot be satisfied with a situa-
tion in which any disequilibrium merely calls forth
mutually frustrating efforts on all sides to escape the
consequences—ot, worse still, in which the weaker
countries succumb to the self-protective measures
taken by the strong.

It is generally recognized therefore that there is a
valid case for international commodity policy. Yet the
diversity of interest and the jealous guarding of na-
tional sovereignly render any agreement on an inter-
national seale difficult. When some agreement is
reached, it is frequently of limited scope. Perhaps the
strongesl incentive to agreement arises in time of glut,
when producers may be drawn inte a common front.
Such was indeed the chief driving force behind the
restrictive exporters’ schemes during the pre-war
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period. The disadvantages of such schemes are not
difficult to see. In the frst place, they usually have a
persistent restrictionist bias; quotas on production and
export imposed during market weakness tend to linger
on long after recovery has set in. Moreover, such
schemes tend to freeze the existing pattern of allocation
of resources without adequate provision for the chang-
ing structure of the economy. One result is a general
rise in cosis as expansion is denied to the low-cost
producers while the withdrawal of high-cost producers
is obstructed.

Another result of exporters’ agreements is that the
interests of the consumers are often neglected. To the
extent that exporters are able to wield a monopolistic
power over the market, consumers may be exploited.
Generally, however, restrictive schemes tend to be
unstable, since low-cost dynamic producers constantly
seek to increase their share of the market and may even
find it to their advantage to stay out of the schemes.
Furthermore, exploitation of the market may stimulate
technological developments which, once introduced,
are usually irreversible and cause a permanent down-
ward shift in the demand for the primary commodities
in guestion.

Not all the disadvantages of the exporters’ schemes
mentioned above are inherent in such schemes. When
sufficient care and foresight are exercised many of the
disadvantages can be eliminated or reduced. It is also
possible to exaggerate the divergence of interest
between producers and consumers. It is, alter all, not
in the consumers’ interest that market prices should
be allewed to destroy productive capacity in a period
of temporarily slack demand, thereby ereating a short-
age of supply when demand recovers. Temporary
restriction may therefore be a perfectly sound and
equitable method of meeting a temporary decline in
the demand for a pmticular primary product. A far-
sighted policy on the part of producers will also take
into account the fact that artificially high prices may,
in the long run, be just as injurious to them as un-
economically low prices.

The need for fundamental safeguards against the
defects of 1estrictionist schemes was already emphas-
ized in pre-war international discussions. It was not,
however, until the post-war years that such safeguards
were developed. One of the more important principles
which have come to be aceepled in the establishment

of commeodity agreements is that requiring equal
representation of preducers and consumers. It is also
widely agreed that international agreements should, as
far as possible, be consistent with a rational allocation
of resources and the bringing about of ordeily adjust-
ments with the aid of the market mechanism. The shift
from pre-war restrictionist philosophy to a set of new
principles along these lines has been made possible by
—and is, in fact, conditional upon—the post-war
climate of economic growth and the absence of depres-
sions of the magnitude common before the war,

On the other hand, the number of commodities for
which formal international agreemenls have been
reached is smaller than in the pre-war period. To some
extent this reflects the general climate of economic
growth and the improvement in terms of trade of
primary producers; it also rellects the greater difficulty
of securing agreement when conswmers as well as
preducers have to be represented. When supplies are
abundant and prices low, any concern of the producers
is usually not shared by the consumers, and conversely,
when supplies are short and prices high, any dissalis-
faction among consumers is not likely to alfect the
producers, Negotiations tend to be protracted and
tedious; the time that elapses between the commence-
ment of negotiations and the final ratification of agiee-
ments must {requently be reckoned not in weeks or
even months, but in years. However, few countries
have wished to take a completely uncooperative posi-
tion; consequently the post-war scene has been
dominated by less formal and more modest approaches
in the form of exchanges of views, the collection of
statistics, the conduct of research and the assessment
of the international commodity situation, while study
groups and conferences have rarely resulted in formal
international agreements, This generally cautious atti-
tude also helps in part to explain why proposals reach-
ing beyond the commodity-by-commodity approach
have not caught the imagination of a sufficient number
of policy-makers to be translated into action.

In taking stock of post-war experience, the following
discussion will first examine the international com-
modily arrangements actually in force and will then go
on to consider proposals for action which go beyond
the present arrangements. This analysis will provide
the basis {or an indication of the choices now open to
Governments in the field of international commodity

policy.

The mechanism of international commodity arrangements

AN INTERNATIONAL FORUM

In the course of the post-war period, there has been a
considerable expansion of the facilities for bringing
aboul international commodity arrangements. The
broadest inlernational co-operativn on  commodity

problems is to be found in vasious organs of the United
Nations, such as the Commission on International
Commedity Trade, the Interim Co-oidinating Com-
mittee for International Commodily Arrangements, the
Committee on Commodily Problems of the Food and
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Agriculture Organization of the United Nations, and a
number of commodity committees of the regional
economic cemmissions. These organs provide a ready
forum in which interested parties may air their views.
National policies which may be open to objection from
an internatioral point of view are serutinized by inter-
national public opinion. General guidance in the com-
modity field is provided and a code of international
economic conduct is gradually emerging.

S1UDY GROUPS AND CONFERENCES

A more specialized mechanism {or dealing with a
particular commedity or group of commodities is to be
found in the study group o1 similar bodies. The study
group is especially suited to deal with long-range prob-
lems but may also contribute to the solution of short-
term problems. Groups of this type are used widely for

agricultural commodities, largely under the guidance of

the Food and Agriculture Organization {(FAO). Nearly
all the study groups undertake statistical cempilation
and research, as well as the appraisal of current condi-
tions. Such activities may in themselves be quite im-
portant in promoting stability. Improvement of factual
information tends to reduce exaggerated speculation
and to moderate fluctuations of the “cobweb” type.:

Some study groups also promote technological re-
search to improve production and expand the range of
uses of the commodities with which they are con.
cerned. The importance of such research is readily
understood when it is remembered that markets for
primary commodities often suffer from the generally
low level of technological development in primary
producing countries, not only in the sphere of produc-
tion but also in grading and standardization. The study
groups also explore possibilities of more formal inter-
national arrangements, extensive and careful prepara-
tion being a universal prerequisite for any workable
solution.

While almost all study gioups adhere 10 the com-
modity-by-commodily approach, the FAO Group on
Grains is unique in covering a number of commodities,
including a commodity for which there is already an
international agreement. In setting up this group,
it was recognized that the various grains might
most appropriately be handled together because of
their interrelationships. For example, food grains are
in competition with feed grains when the price of the
former is relatively low or when acreage is controlled
for one of them, The experience of this gioup
would be valuable if an altempt were to be made to
introduce a multi-commodity approach on a broader

1 *Cobweb” fluctuations arise {rom the lagged response of pro-
duction to price. Thus, for example, a given year's crop may be
stimulated gy high prices prevailing at the time of planting; but
when a bumper crop is harvested prices may qulI‘ Better and
more widespread information on the pattern of production and

rices would make it possible Lo adjust production more closely
in line with the market situation te be expected after the harveat,

basis. Experience of a multi-commodity approach is also
to be found in the FAO Consultative Sub.Commitice on
Suiplus Disposal, which deals with & number of com-
modities having a problem in common rather than with
a group of similar commodities

Even where a study group is not in existence, inter-
national conferences and meelings may be convened
under the auspices of the United Nalions 1o discuss any
problems arising in relation to particular commodities
as well as any proposals for solving them. Cases in
point are the United Nations exploratory meeling on
copper in 1958 and the United Nalions conferences on
lead and zine in 1958 and 1959; in both instanees, the
problem was precipilated by a decline in demand
coupled with a maturing of capacities under the
stimulus of high prices a few yeurs earlier.

The post-war period includes one example of inter-
national action in the field of primary commaodities of
a rather different sort from those common in peace
time. The International Materials Conference (IMC)
was sponsoted during the Korean counflict by I'rance,
the United Kingdom and the United States and joined
by twenty-five other nations representing a variety of
consumer and producer interests. The main objectives
were to limit competition by government agencies and
private business for commodities in short supply, to
increase production, and to assure equitable distribu-
tion. The IMC was 1eminiscent of various arrange-
ments for co-operation among the Allied Powers in the
supply and allocation of materials during the Second
World War, especially between the United Kingdom
and the United States in the Combined Raw Materials
Board and related institutions such as the Combined
Food Board and the Combined Production and Re-
sources Board. However, since the Korean conflict did
not develop into global warfare, the scope of the IMC
was more limited and the objective more modest as
compared with the war-time institutions. The IMC had
an imporiant measure of success in stabilizing the
market for certain commodities—not through control
of prices but by voluntary restraints on compelitive
purchases by government agencies, by sharing scarce
supplies and by changing business expectations as 1o
the degree of shortage to be expected. The IMC was
brought to an end after two and a hall years when
problems of scarcity had disappeared, and raw ma-
terial allocation became less acceptable once military
activilies coased. The essential policy conclusion to be
drawn from the IMC experience is thal international
co-ordination is superior Lo independent national action.
Moreover, the technical difficulties standing in the way
of international commedity stabilization are of a second
order of importance, and can be overcome provided
that there is suflicient incentive to place the stabiliza-
tion objective high on the scale of priorilies for govern-
ment action.
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INTERNATIONAT COMMODITY AGREEMENTS

The 1ather informal approaches to international
commodily arrangements provided in study groups,
working patties or conferences are in contrast with the
more formal character of international commodity
agreements, These agreements usually stipulate a set
of definite terms that the participants are pledged to
observe and implement. The operating principles of
these agreements fall into three main types—the ex-
port quota, the buffer stock and the multilateral con-
tract for purchase and sale. As will be shown later,
these types may be varied, extended or combined. Four
commodities have been made the subject of such agree-
ments, on a broad muliilateral basis comprising both
exporters and importers. Belore these agreements are
discussed, however, a briel examination will first be
made of agreements which are primarily on a bilateral
basts, or which are limited to exporters.

The post-war period has seen the conclusion of a
number of long-term agieements which either were
bilateral or were limited to specific groups of countries,
such as the Commonwealth countries. These agiee-
ments are {requently based on barter, as in trade with
the centrally planned economies or with countries
whose currencies are not readily convertible. They
were entered into extensively by the United Kingdom
in developing trade with the Commonwealth during the
war and immediale post-war years. Commonwealth
producers accepted prices usually below the world
market level in exchange for guarantees of a stable
market {or their products. The stability of the market
also gave a stimulus lo investment, especially where
new products were introduced, having a long period of
maturation. In some cases, bilateral contracts are the
only practical means of opening up a potential market
and tend, therefore, to create demand. The difficulty
with long-term contracts is that the longer the period
covered, the greater is the danger that contract prices
will diverge [rom world market prices to an extent
causing one parly ot the other to view the cost of
stabilization as too high. On the other hand, the
shorter the period covered, the smaller the advanlages
to be gained as compared with more normal forms of
marketing.*

A mote familiar type of international commadity
agreement is the exporless’ scheme typical of pre-war
years which is hased lagely on the quola principle.
Allusion has already been made to the comparative
disfavour into which this type of agreement has fallen
sinee the war and lo the luctors 1esponsible for this.
It is also possible that there is now greater difficulty in
achieving an eflective expoiters’ scheme than there was
before the war, The domination ol old established pro-
ducers has declined, partly because new producers have
emerged, especially in Alvica, and partly because

*For w ease of a long-lerm contract in which the price is

negotiated annually, see the discussion of the Commonwealth
Sugar Agreement below.

synthetic substitutes have gained in importance.
Nevertheless several cases of concerted action by
private exporters have occurred, albeit on a less formal
basis than was customary before the war. The produc-
tion and price policies of the major petroleum pro-
ducers have often been co-ordinated without reliance
on an actual agreement. The decisions of a number of
principal copper producers to cut production by ap-
proximately 10 per eent in 1958 were synchronized. In
the case of tea, the ability of major producers to con-
trol production may actually have been unimpaired
despite the discontinuation in 1955 of the International
Tea Agreement.

The most important post-war example of an ex-
porters’ agreement is the Latin American Coflee Agree-
ment of 1958. There is no question that the situation
which this Agreement was designed to meet is an ex-
tremely serious one, and affects a relatively large
number of under-developed countries. In response to
very favourable prices up till 1954 the output of coffee
has risen—despite heavy taxation on exports—to the
point at which burdensome surpluses have already
accumulated and threaten to grow. Thus far action to
deal with the situation is confined to the Latin Ameri-
can countries—the smaller producers of Latin America
having 1eversed their traditional position of not joining
restrictive schemes, apparently in an effort lo aveid a
price war and in the realization that the relative advan-
tage of their product has declined with the changing
pattern of demand.3 A major weakness ol the Agree-
ment is the conspicuous absenee of consuming coun-
tries and, more seriously, ol the African producers.
Here the difficulty of achieving a common course of
action with diverse interests is patently illustrated.
Yet, the coffee situation is in delicate balance, especi-
ally in view of the huge stocks ovethanging the
market.

In contrast with the agreements discussed thus far,
four international commodity agreements ate based
much more closely on the multilateral principles
formulated under the auspices of the United Nations
at the Havana Conference. These agreements deal with
wheat, sugar, tin and olive vil. The functions of the
olive oil agreement wie rather limiled, resembling
these of a study group, and it has, in any case, nol yet
come inle force. The other thiee are of particular
interest because lheil operations illustiate the work-
ings of broad principles, especially the expert quota
principle in the case of sugar, the bufter stock principle
in tin, and the multilateral contract principle in wheat.?

3 The shilt in the pattern of vonsumption towards instant
coffee resulted in a shift in demand in faveus of eheaper Alrican
coflee at the cx&mnsc of Latin Ameriean collee, including the
mild coffees produced in Colombia and Central America, which
had previously benefited from a secular upward frend.

4 T the folfowing discession, stalements about Agreements for
the three commodities refer, unless otherwise specified, to the
fust three International Wheat Agrecments of 1949, 1953 and
1956, effective 1 August 1999 through 31 July 1959, to the
International Sugar Agrecment ol 1953, ffective’1 January 1954
through 31 December 1958, and 1o the International Tin Agree-
ment of 1933, effective 1 fuly 1956 through 30 fune 196}
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The fact that post-war international agreements have
been limited to only a few commodities suggests that
there may be important differences between them and
other commodities for which agreements may be less
practicable. One such difference no doubt arises from
the fact that the physical properties of wheat, sugar
and tin are suitable for the establishment of inter-
national schemes. All three commodities are fairly
homogeneous; though quality variations are important
in wheat, standard grading is possible. The commodi-
ties are also comparatively non-perishable and storable,
so that provision for stocks may be made.

The economic characteristics of these commaodities
also fit them for international agreements. None of
them has enjoyed a rapid secular growth of demand.
Problems of excess capacity or of burdensome sur-
pluses have arisen in wheat and sugar. There is there-
fore a strong incentive to exporters to maintain some
measure of control, even though the magnitude of
short-term fluctuations in these commodities during
periods when they were not covered by international
agreements was not particularly large in relation to
other primary commodities. Moreover, the number of
countries either accounting for the bulk of total ex-
ports of these commodities or heavily dependent on
them is relatively small, so that they are sufficiently
interested in taking joint action and not se numerous
as to make negotiations difficult. Indeed, exporters’
schemes in these commodities existed long before the
war.

On the other hand, although the importers also have
an interest in stabilization, their interest is necessarily
less pressing and the number of countries involved is
relatively large. Something more is needed to induce
the importers to participate over and above the incen-
tive to guard against a restrictionist type of scheme.
One such inducement for some of the major importers,
especially of sugar, is their simultaneous interest as
producers, Further inducements for importers may
include assurance of price advantages. Under the Intex-
national Wheat Agreement of 1949, importers were
able to obtain wheat more cheuply than in the open
market; and conversely, one of the reasons why a
major importer did not join the subsequent Agreements
was the absence of this initial advantage when world
prices of wheat declined. In the International Sugar
Agreement, a special provision enjoins the exporting
countries to give priority to the requirements of the
patticipating importers.t

A common feature of all three Agreements is their
reliance on the price mechanism as the critical indi-
cator for action. A high price signals a strong market
and a low price gives warning of a glut. In the Sugax
Agreement, revisions of export quotas become manda-

5 In the case of olive oil, the limited scope of the Agresment
partly reflects the lack of enthusinssm for an international agree-
men{ among the importers, whose interest in the commedity is
mostly minor,

tory when the market price reaches certain critical
levels. In the existing Wheat Agreement, importers are
committed to take delivery of an agreed quantity of
wheat when piices reach a floor, while exporters are
obliged to supply an agreed amount when prices reach
a ceiling. In the Tin Agreement, the buying and selling
operations of the buffer stock manager are also guided
by minimum and maximum prices, although there is
some freedom of action when prices lie within certain
ranges (see chart 14). A related feature is that provi-
sion is made to allow the price mechanism o register
the operation of market forces at least within limits.
Thus the free market price of wheat may exist side by
side with the guaranteed prices of the Agreement; the
zone of prices within which the tin buffer stock man-
ager is not allowed to buy or sell is initially established
to permit testing of the market forces; even in sugar
it should he noted that the Agreement does not provide
for the enforcement of absolute ceiling or floor prices.

Although the commodity agreements illustrate dif-
ferent principles, as mentioned earlier, they also show
that the distinguishing principles are not used exclu-
sively and are indeed much more closely interrelated
than appears ai first sight. While the implications of
these schemes will be considered more fully below, it
should be observed here that the International Tin
Agreement makes provision for export quotas once the
buffer stock reaches a certain size. In the Sugar
Agreements, the exporters are obliged to keep mini-
mum stocks so as to be able to meet contingent in-
creases in demand when they are called upon to do so,
and at the same time they are required not to keep
stocks in excess of a certain level. These provisions
may be viewed as fulfilling some of the functions of a
buffer stock. The export quota and buffer stock schemes
may therefore be combined under suitable conditions.
In fact, when the funds in the hands of the tin buffer
stock manager were exhausted in September 1958, it
became necessary to rely to a greater extent than before
upon export quotas; and the Sugar Agreement of 1958
has strengthened stock requirements so as to make
better provision against the possibility of an increase
in demand, which export quotas alone canmot deal
with adequately.

Under the Wheat Agreements, a significant feature
is that no restriction on exports is imposed. This form
of the multilateral contract thus represents the clearest
break with the pre-war restrictive agieements. How-
ever, there is no intrinsic reason why a multilateral
contract cannot be combined with export quotas. The
provision in the Sugar Agreement of 1958 for multi-
lateral options® indicates the feasibility of combining
this feature with the export quota festure. On the
other hand, a multilateral contract may be regarded as

6 Under such eontractual arrangements, interested importers
have the right to purchase at the maximum price and exporters
the ight to sell at the minimum price certain quentities within

a given time limit, The Frinciple invalved is therefore essentially
that of the multilnteral contract under the Wheat Agreement.
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an alternative to a bufler stock in the sense that im.
poriers may have to accumulate stock if called upon to
fulfil their purchase obligations and exporters may
have to draw on their stocks when required to imple-

ment their sales guarantees. No explicit provision for
stocks has, however, been made under the Wheat
Agreements, except for a provision in the 1948 Agree-
ment which did not go into effect,

The impact of international commodity agreements

in an interrelated economy it is usually difficult to
irace the exact impact of a given measure. It is, how-
ever, possible to delineate some of the significant forces
at work in connexion with international commodity
agreements, It will be convenient to discuss first the
implications of the agreements for national policies and
second the effect on price or income stability; there-
after the question whether the agreements have dealt
successfully with structural problems will be con-
sidered.

IMPLICATIONS FOR RATIONAL FOLICIES

The intimate relationship between international
agreements and national policies is self-evident; no
mternational agreement is possible if it conflicts seri-
ously with established national policies. The mechanism
of informal commodity arrangements, such as study
groups and conferences, has the advantage of aveiding
any serious test of compatibility with national policies,
parily because the programme for action is largely non-
controversial and partly because definite obligations
are very limited. In the case of international commodity
agreements the possibility of divergence from national
policies is somewhat greater, although the fact that
nations with very different policy orientations, includ-
ing private enterprise and centrally planned economies,
have been able to participate in such agreements points
to the vast scope for variation. Even reliance on the
price mechanism as a signal for action, which, as noted
above, is a feature of the exisling agrcements, does not
imply that all countries have to maintain a free morket
in the commodities in question, but only that some of
them are expected Lo do so.

Apart from the obvious obligations which constitute
the essence of the commedity agreements, there are
implications for national policy in them which are not
made explicit in theitr provisions. In the Wheat Agree-
ments, national policies are in fact explicitly left to the
countries concerned. This dees not mean, however,
that the agreements ave without bearing on national
policies. When the Wheat Agreement price range is
below the market price, as was the case from 1949
te 1953, a dual price system appears, as shown in
chart 12, and some national equalization scheme for
exporiers is implied. A subsidy may be given in 1espect
of exports under the Agreement, as was done in the
United States; or a pooling arrangement may be made
as in Canada and Australia. Some equalization scheme
is also necessary in the importing countries. Where

wheat imports are the monopoly of government agen-
cies, the process of equalizing the different costs of
imported wheat may be only a matter of book-keeping,
Where wheat is privately traded, it becomes necessary
either to license the distribution of agreement and non-
agreement wheat or to equalize prices by means of a
tax or subsidy.

The open market price of wheat during the second
and third Wheat Agreements has, however, remained
within the ranges specified by the Agreements, and
there has therefore been no necessity for special
national measures to equalize prices. The national
policies adopted have thus been based almost exclu-
sively upon domestic considerations. As will be shown
later, it is the lack of definite provision in the Inter-
national Wheat Agreements for consistent national
policies that permits the growing disparity between
production and requirements. The domestic support
price policies of exporting countries and the protection-
ist policies of the importing countries combine to
aggravate the suiplus problem.

The Sugar and Tin Agreements explicitly or im-
plicitly require certain adjustments in exports, stocks
and production to be made; and national policies must,
therefore, in the first instance be addressed to securing
direct compliance with the quantitative goals laid down.
On the other hand, a given quantitative target, if it is
to be maintained over a petied of time in a private
enterprise economy, ultimately implies in addition
some adjustment of the absolute and relative prices
received by the producers.

While an export quota scheme does not in itself
necessarily give rise to a dual price system, such a
sysiem is {ormally recognized by the Sugar Agreement.
Whete dual prices apply, equalization schemes similar
to those already discussed in connexion with wheat are
also relevant, Dual price systems exist largely on
account of United States import quola arrangements
and the United Kingdom Commonwealth Sugar Agree-
men! (both of which are outside the free market for the
purposes of the Sugar Agreement). Under the United
States quota arrangement with Cuba a sizable shaie of
Cuban preduction is absorbed by the United States
market at a price usually—though net always—sub-
stantially higher than Cuba is able to obtain in the {ree
market, as shown in chart 13. It is thus possible for
Cuba to dispose of the remainder of her supply in the
free market at prices, if need be, below average cost.
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Chart 12, Movement of Wheat Prices
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The Philippines enjoys a similaily sheltered matket in
the United States, but has not exerted a significant in-
fluence on the free market since its output has heen
absorbed almost exclusively by the United States. The
negotiated prices under the Commonwealth Sugar
Agieement also deviate from the {1ee market price (see
chart 13). These prices are negotiated annually and
are therefore not subject to scasonal fluctuations.
While the free market price may influence the negoti-
ated price, its role is limited by a piice formula which
isHlargely based on average costs of production

T There are, however, two saleguards against high costs of
production. In the first place, there iz only one price for all
Commonwealth suppliers, so that a rise in the costs of production
of a particular supplier would not recessarily be reflected in a
higher negotiated price. In the second I[)}acc, since the 1951

Commoniweaith Sugar Agreement, the United Kingdom has
declined to buy the entire exportable supply availuble from the

C=1WA minimum price, No. 1 Manitoba Northern (elass 11}
in bulk, in store Fort Willinm/Port Arthur, Canada

D =1]S domestic price, No. 2 hard winter, Kansas City

Source: United Nations Burenu of Economic Allairs

A special provision in the Internatienal Sugar Agree-
ment discourages subsidies, but it does not appear that
this provision has actually been enforced.

In the case of the Tin Agreement, il is necessary to
ensure that there is a relatively free market in which
the buffer stock manager may buy and sell (see chart
14). The establishment of maximum and minimum
prices in the Agreement has important implications for
the operation ol any domeslic price policy. Fot in-
slance, if the domestic tin support price of an exporting

Commonwealth, Roughly a third of the supply has to find its
way into the free markel. At the same time, about two-fifths of
United Kingdom sugar imports are purchased from non-Common.
weaith countries. The free market under the International Sugar
Agrecment is thus of special interest to the United Kingdom, not
only because it is an important source of supply to that country,
but also beeause it provides an indirect check on the negotiated
price and on the costs of preduction of Commonwealth sugar.
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Chart 13. Movement of Sugar Prices
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country is sel below the minimum price al which the
buffer stock manager is obliged to purchase, domestic
support aperations become redundant. On the other
hand, if the domestic floor mice is set above the mini-
mum Agreement price, the international buffer stock
will nol be required to purchase supplies from the
country unless the difference in price levels is equalized
by a subsidy.

It would not be possible within the scope of this
chapter to examine all possible sources of conflict
between international commodily agreements and na-
tional policies. However, theie is a general presumption
that if international agreements are to be effective,
Governments musl be prepared to adjust their national
policies accordingly. The lact that progiess along these
lines has been rather limited constitutes a major weak-
ness of exisling internalional arrangements.

54 55 56 57 58
D =Commonwealth Supar Agreement price, estimated {0 b,

F=Cuban export price to USA, lob Cuba, raw, centri-
fugal, 96°

Source: United Nations Bureau of Economic Affairs,

IMPACT ON PRICE OR INCOME STABILITY

In tracing the impact of internalional agieements on
prices, a distinction should be drawn between at least
three kinds of prices, namely producers’ prices, con-
sumers’ prices, and prices in international trade.f The
maint concern of the present discussion is with prices
in international trade; to the extent that preducers’
and econsumers’ prices diverge from prices in inter-
national trade, their implications are discussed in
chapler 2. It may be remembered that in both wheat
and sugar the prices of transactions within the agree-
ments ate not neeessarily the same as those outside the
agreements. This multiplicity of prices does not hold
in the case of lin, with miner exceptions such as barter

8 A fourth price obtains in the organized commodity markets;
the distinction between this price and the price of transactions

in international trade will be made in the following discussion
only where it affects the argument,
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Chart 14. Movement of Tin Prices
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deals. The extent to which prices are actually stabilized
by virtue of commodity agreements depends on the
dizect stabilizing effect on agreement transactions, the
indirect effect on transactions outside the agreement,
and on the relative importance of these transactions.

With regard to the dizect stabilizing eflect on agree-
ment transactions, experience has indicated an im-
portant asymmetry between upward and downward
movements of prices, At first sight, such asymmetry
haidly seems possible in the Wheat Agreements since
definite guarantees are made at the upper and lower
limits of the Agreement price 1ange. Nevertheless,
there appear to be practical difficulties in enforcing
guaranteed purchases and sales. During the period
when free market prices were above the Agreement
maximum, some of the importers claimed that they

" 54 55 56 57 58

may sell 1

may buy 2

may buy or sell 3

may not buy or sell 4

Soarce: United Netions Bureau of Economie Affairs.

had been unable to obtain the gualities they wanted at
the customary ports of shipment, while exporters tried
to push sales of flour rather than of wheat. Experience
of this type does not, however, seem to have been
widespread, owing perhaps to the recognition that the
shortage of wheat would not last indefinitely. Of much
more consequence, in the present context, is the diffi-
culty that would almost cextainly be faced by the ex-
porting countries in enforcing sales at the lower end of
the Agreement price range. This is because most of the
principal wheat exporters are relatively rich countries
which might have inhibitions about enforcing the obli-
gation of relatively poorer importers to take delivery
of wheat at a price higher than that obtaining in the
free market, Such enforcement might be regarded as
running counter to policies of economic aid to less
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developed areas. Moreover, many nations would prob-
ably invoke escape clauses such as those dealing with
balance of payments difficulties. The tesling of the
Agreement floor price has thus far been avoided, since
Canada and the United States have preferred to accu-
mulate large stocks rather than unload them in the {rec
market. The surplus wheat disposals of the United
States, and to a lesser extent of Canada, have neverthe-
less been made at effective prices below the floor prices
of the Agreements and discounts on certain grades of
wheat have sometimes been unusually large. The intro-
duction of certain asymmetrical features in the obliga-
tions of importers and exporters in the 1959 Wheat
Agreement appears to stem from partial recognition of
the asymmetry considered above.

In contrast with wheat, asymmetry between the
effectiveness in dealing with rising and falling prices is
more evident in the Sugar and Tin Agreements; for, in
an export quota arrangement, it is at least theoretically
possible to cut exports drastically enough to support a
given price level; but it may be much more difficult to
assure a level of exports adequatle to prevent a rise
in prices.

The underlying bias may be offset or more than ofiset
by such provisions as a limitation of the freedom to cut
export quotas. The severe restrictions on the range
within which export quotas may be cut in the Sugar
Agreement imply the possibility that the Agreement
may not be entirely effective in arresting a fall in prices;
such a situation, however, has so far not arisen. The
inability of the Sugar Agreement to arrest promptly the
upsurge in the free market price of sugar in 1956/57,
when all export quotas were removed, illustrates the
difficulty of preventing a rise in price. It was in the
light of this experience that the stock provisions of the
Agreement were subsequently strengthened to provide
a reserve which can be drawn down in perieds of rising
prices.

While the Tin Agieement provides for both buffer
stock operations and export quota variations, only the
latter were left in operation when the buffer stoek
manager ceased lin purchases in September 1958. The
subsequent sharp decline in tin prices further illus-
trates the possibility——already mentioned in connexion
with sugar—that moderate reductions in exporl quotas
alone may not always be elfeclive in maintaining a
floor price. Later, however, tin prices recovered rapidly
when expoil quolas were drastically tightened and
special restrictions were imposed by major European
importing countries on purchases frem the Soviet
Union.

One form of asymmetry in buffer stock operations
proper lies in the fact that no stabilizing release of
stocks is possible when a buffer stock is first estab-
lished during a period of rising piices, since the buffer
stock manager has no stocks to operate with. Moreover

the suspension of buffer stock operations in tin in
September 1958 points to the difficully of arresting a
downward movement of prices if financial 1esources are
limited. Difficulties of this sort are likely to be im.
portant if the price objective of the buffer stock
manager is relatively high.

The effect of the Agreements on non-agreement
transactions is more difficult to ascertain. It depends
on such factors as the extent to which the Agreement
narrows the market for non-agreement transactions,
and whether it stimulates consumption or supply in a
stabilizing or destabilizing manner. Even if it is granted,
however, that the eflect of the Agreements on non-
agreement prices may, in certain circumstances, tend
to be destabilizing, the weighted average effect on the
price stability of transactions in the aggregate is likely
to be dominated by the stabilizing influence of agree-
ment prices, at any rate in cases where the area of the
non-agreement market is small in relation to that of
the market governed by agreement. Although the share
of world biade in wheat covered by agreement irans-
actions, as shown in table 30, has been {ar from uni-
formly comprehensive, it should be noted that the
share is likely to be high when guaranteed purchases
or sales under the Wheat Agreement are in effect.?
Furthermore, an overwhelming proportion of the trade
in sugar not covered by the International Agreement is
in turn governed by special prices under United States
import quota arrangements and the Commonwealth
Sugar Agreement. The Agreements do scem, therefore,
to have exerted a stabilizing influence on prices. The
case for this view is strengthened if account is laken
of the stabilizing effect exerted through the influence
of the Agreements on market expectations.

The stabilization of prices dees not, of course, neces-
sarily mean the stabilization of income or export
proceeds since these depend on export volume as well
as price. If all transactions were covered by the Agree-
ments, the eflect of price stabilization upon export
proceeds would depend upon the elasticity of demand
with respect to price, proceeds moving in the same
direction as prices when demand is inelastic and in the
opposite direction when it is elastic. Thus price stabil-
ity is consistent with income stability when demand is
inelastic and conflicts with income stability when
demand is elastic. In fact, however, not all exporting
countries are covered by agreements and the volume
of exports of participating countries is regulated in
varying degrees in different Lypes of agreement. In the
buffer stock type of agreement operations are concei-
trated in the general market. Bufler stock purchases
(or sales) are therefore not restricted 1o a particular

% In interpreting the share of recorded lransactions under the
Whent Agreement, it may be noted that there is no incentive to
report actual transactions for recording so leng as it s not
expected that the maximum or minimum price will be reached.
The rather small share of recorded transaetions does not, there-
fore, necessarily imply that the Apreement is ineffective.
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Table 30.  Share in World Trade of Countries Participating in Commodity Agreements

(Percentage)
Agreement and ifem 1950 1051 1052 FEUN 1954 1255 1046 1957
International Wheat Agrecment

Share of participating exporters in world exports . 846 836 939 897 753 769 817 938

Share of trade among participating countries in world
exports o . 47.9 45.8 46.7 575

Share of recorded transactions under Iaternational
Wheat Agreement in would exports . . 54.1 58.1 571 614 274 315 251 18.6

International Sugar Agreement

Share of participating exporters in world exports (58.4)
Share of world free market in world net exports o
Share of participating countries in world net exports,
free market only ‘ S
International Tin Agreement
Share of participating countries in world exports
Tin concentrates S (96.7)
Tin metal (65.6)

(64.6) (624) (613) 608 592 618 596

41.5 43.5 43.3 47.4
76.0 70.8 83.9 0.6

(97.7)  (96.6)
66.9) (57.5)

(97.0)
(54.9)

(96.7)
(60.0)

969 963 93.9
61.7y 635 60.4

Source: International Wheat Council, Forld IWheat Statistics
(London); Food and Agriculture Organization of the United
Nations, World Grain Trode Statistics {Rome); International
Sugar Couneil, Statistical Bulletin (Loudon), Suger Year Book
(London), and F 0. Licht, International Sugar Statistical Year
and Address Book (Ratzeburg); International Tin Study Group,
Statistical Bulletin (Hague).

Note: Participating countries refer to those countries adhering
to the relevant international agreement in the year stated. The

producer (or consumer} or even to the parlicipating
countries as a whole. There is therefore no guarantee
of the stability of the volume of exports of a particular
country or of the participating countries as a whole.

The export quota provisions for sugar and, when
applicable, for tin, specify not only the export tonnage
of the participating countries as a group but also the
shares of individual countries. When the quotas aze in
effect, there is usually a situation of surplus supply,
and the incentive to push actual exporls to the limit
of the quota is therefore not hindered by shortages.
The relatively moderate variations of the sugar quotas
thus ensure correspondingly stable export volumes,
except when the quota is entirely removed in a period
of high prices. At the same time, price variations have
also been moderate during most of the term of the
Sugar Agreement; and the production policies of the
exporting countries seem to be geared, by and large,
to the export quotas, despite the fact that stock provi-
sions may not always be enforced. The International
Agreement, together with the United States quotas and
the Commonwealth Agreement, seem on the whole to
have contributed to the stability of expoit income.

In the case of tin, in actual practice the relative
stability of pirices has been achieved at the cost of
drastic reductions of the export quotas and oulpul of
the participating countries. A series of reductions has
cut national export guotas below one-hall of the
standard tonnage provided in the Agreement.

years are: for wheat, twelve months ending 30 June of the year
steted, except for recorded transpetions, where the figures are
for the twelve months ending 31 luly of the year stated; for
sugar, culendar years, except for share of participating exporters
in world exporis, where the figures are for twelve months ending
31 August of yesr stated; for tin, calendar years. World exports
of whest and tin exclude thase of the Soviet Union, eastern
Furope and China (mainland). Figures in parentheses are hypo-
thetical colculations of the shares of participating countries
before the Agreement went into effeet.

The range within which export volume may fuectuate
is nat rigidly determined by the International Wheat
Agreement. Although guatanteed puichases under the
Agreements are supposed to ensure a certain minimum
of export proceeds, this mintmum has not been put to
a test in practice. In any case, in contliast with most
other primary products, the proceeds of wheat exports
rarely represent a preponderant part of the fereign
exchange receipts of the exporling countries so that
fluctuations in such proceeds are of relatively small
importance to them. In fact, since the exporters have
large stocks on hand, sizable year-te-year variations in
export proceeds have been brought about simply by
changes in national inventory policies.

THE PROBLEM OF STRUCTURAL ADJUSTMENT

More fundamental than the problem of consistency
between price stability and income stability is the ques-
tion as to how far the atiempt to achieve stability may
be at the expense of other desirable ends. In the worst
case, price or income stability may be secured al the
cost of structural maladjustment.

It is true that similaz difficulties were raised in the
past concerning programmes Lo ensure high and stable
levels of employment in the economy as a whole,
whereas post-war experience suggests that there is
adequate scope for structural change within a generally
stable environment—even more scope than under con-
ditions of excessive instability. But there is a crucial
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diflerence between stabilization programmes for the
economy ss a whole and programmes for stabilizing the
markets for particular commodities, High empleyment
levels may be secured through global fiscal and mone-
tary policies which do not involve the stabilization of
any single branch of cconomic activity taken by itself;
whereas the stabilization of a particular commodity
market means taking a view of prospects in that market,
both shert-term and long-term.

The problem of the relationship between commodity
stabilization and structural adjustment comes clearly
to the fore where commodities are in actual or potential
surplus. This is a problem common to both wheat and
sugar, and to a lesser extent, tin, and the question
arises as to whether the international agreements tend
to promote or hinder its solution. In the case of sugar,
export quotas and, indirectly, production are tailored
to market requirements. The surplus pioblem lends
therefore to be under control, although under-utiliza-
tion of productive capacity may conlinue if resources
are not readily transferable to alternative uses. In the
case of tin, the absorption of surpluses by bufler stock
operations permits stocks and production to be main-
tained at a high level until export controls are insti-
tuted and production is adjusted to sales. Only under
the Wheat Agreements has the surplus situation actu-
ally grown more serious; slocks in the hands of major
exporters now amount te about a year's entire output
or use, and twice the annual export requirement. This
situation did not result from complete disregard of the
surplus problem; in fact, as shown in chart 12, initially
there was provision for a series of downwaid price
adjustments. Yet these downward adjustments were
reversed in the second Agreement, and prices under
the third Agreement, though slightly reduced, stood
appreciably above those of the lirst Agreement. More
importantly, domestic prices have been pegged at an
extremely attractive level. Despite efloits to reduce
domestic price support levels and special measures to
dispose of accumulated stocks, the surplus preblem is
likely to persist unless bolder measures me employed
o equate production and consumplion,

While the measure of success achieved thus far in
dealing with the surplus problem through restrictive
measures in sugar and tin offers a significant contrast
with the failure in wheat, il needs to be noted that
restrictive measures also give rise 1o long-term prob-
lems in so far as they tend to {reeze the pattern of
production among the participants and to encourage
expansion of production by non-participants. Certain
aspeets of this point have alieady been considered in
connexion with national policies of restriction in
chapter 2. Here it may be noted that international
agreements involving quotas have a bias towards
freezing production patterns on the basis of past ex-
petience or of relative bargaining strength rather than
of considerations of cost or efliciency. Rationalization
schemes for Lhe orderly elimination of high-cost pro-

ducers are lacking. Indeed, as pointed out eatlier, there
iz a sirong tendency to protect high-cest producers
who might find it difficult to retain the same share of
the markel under mere competitive conditions. True,
the pattern of production is subject to revisions and a
number of participating countries have actually suc-
ceeded in enhancing their share in the total market.
Nevertheless, these concessions are made by the other
patticipanis mainly to prevent a deadlock in negotia-
tions for an agreemenl! rather than to achieve a more
rational distiibution from the point of view of resousce
allocation. This situation contrasts with that prevailing
in buffer stock or multilateral contract arrangements,
which do not tend Lo freeze the patiern of production
but are, at the same time, ineffective in bringing about
a more rational allocation of resources.

The encouragement to producers whe stay outside
an agreement may be especially damaging to the parti-
cipaling countries, as is amply illustrated by pre-war
experience in rubber and coffee. So far, however, there
is no evidence that the share in production and exports
of the participating countries has been significantly
affected by the post-war international agreements.
Nevertheless, the very desire of the participants to in-
clude as many producers and exporlers as possible
within the scope of an agreement tends o encourage
some countries, especially relatively small ones, to
remain aleof in order to exact an advantageous bargain.
These couniries somelimes succeed in oblaining a
relatively high, and perhaps even a progressively in-
creasing, share of the markel,

In the buffer slock type of agreement, the incentive
to non-participating counlries to join is especially weak
since it is difficuit to prevent these countries {rom
enjoying the protection provided by the bufler stocks.
One way of dealing with this situation is to discriminate
against non-participants, It has already been noted
ahove that this was done in the case of tin. In the case
of sugar, preferential treatment is given to participating
countries, and a similar provision may also be found in
the 1959 Wheat Agrcement. Such discriminatory pro-
visions, however, raise problems ol compatibility with
broad multilateral principles, especially the most-
favoured-nation clause.

In some respects, the shortcomings of commodity
agreements are those of omission rather than of com-
mission. Thus, in the operation of the Wheat Agree-
ments, the danger is to be found not so much in any
tendency o {reeze the existing pattern of production
as in the ability of some major exporter to increase its
production, both abseclutely and relatively, of a com-
modity in surplus supply. In the case of sugar, aside
{rom the tendency to {reeze the paitern of production
among the expoiters, it is perhaps the conspicuous
inability to do anything about subsidized high-cost
sugar production in importing countries that seems
open to the most serious objeclions frem an inter-
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national point of view, because of the outstanding
example of uneconomic resource allocation that it
provides. It may be noted that in these directions the
pre-war agreements attempted much more, by requir-
ing, for example, the reduction of tariffs when prices
reached a certain level. The problem of uneeonomic
resource allocation is less fmportant in the case of tin,
owing to the close link between production and natural
resouices.

It will be evident from the foregoing considerations

that when a limited objective is adopted in an inter.
national agreement, significant success may be ob-
tained. The goal of price stability may be assured if
unlimited support at that price is forthcoming and
income stability can also be secured through unlimited
purchases or sales by devices such as a buffer stock
financed by the importers. The achievement of a single
objective does not, however, always imply the solutien
of the major problem at hand, and even if it does, it
frequently creates new problems.

A reconsideration of international commeodity schemes

Post-war international commodity arrangements
have been based on the whole on the commodity-by-
commodity approach. This is the result partly of
deliberate choice and partly of lack of general agree-
ment on alternative approaches. Each primary com-
modity has its own peculiar characteristics and prob-
lems, and the right way of dealing with one commodity
may thus not be the same as that for dealing with
another. Buffer stock arrangements are evidently in-
appropriate for perishable commodities. Restrictions on
commodity production are not likely to be effective
when close substitules are outside the control.

Perhaps more important than the intrinsic difler-
ences in the properties of the commodities themselves
is the tendency of those concerned with commodity
policy to concentrate on the problems of direct and
immediate interest to them. It is no accident that most
international commodity arrangements have been
initiated by the principal producers of a single com-
modity, especially in periods of declining demand when
the incentive among producers to compete has, at least
temporarily, been overshadowed by the desire to de-
fend a common interest. The bond of common interest
is naturally much weaker among producers of a group
of commodities; and the practical possibility of arriving
at effective commoen programmes is dimmed by the
much larger number of producers involved. The com-
modity-by-commeodity approach is also in line with the
general attitude of caution in this field, especially
among industrial countries; it is maintained that ex-
perience should first be gained of agreements of limited
scope and any defects corrected as necessary, while
bolder schemes may be thought to have harmful
implications yet unrevealed.

Despite some progress since pre-war yeais, however,
the post-war recard of the commodity-by-commodity
approach has not generated unmixed optimism. Meas-
uted against the problem at hand the achievements
under this approach have been significant but limited,
and the pace of progress does not appear to be accelerat-
ing. The question has therefore arisen whether moxe
comprehensive approaches would afford a more ade-
quate solution of the commodity problem.

[ principle, the advantages of compiehensive ap-
proaches lie chiefly in their relative simplicity and
universality. In terms of the sheer mechanics of
negotiation and implementation, literally hundreds of
negotiating sessions and scores of governing boards
and councils may be required if each commedity is
considered separately, whereas this unwieldy number
may be greatly reduced to more manageable proportions
if some unifying principle can be applied to a large
number of commodities. Furthermore, the pressure of
self-interest, which is likely to be great when a single
commodity is the sole frame of reference, may be
reduced when a number of commeodities are considered
together and the issues are presented on a more general
plane. Moreover, owing to the interdependence of
various commodities and, indeed, of the various sectors
of the economy as a whole, a partial solution of a single
commodity problem can rarely be achieved without a
simultaneous atiack on other commodities and eco-
nomic vaiiables.

I the discussion which follows, two major types of
comprehensive approach are distinguished, involving
first over-all measures which do not deal with particular
commodities as such, and secondly measures dealing
directly with groups of commodities. The latter meas-
ures will in turn be discussed, in so far as applicable,
as an extension or modification of the individual com-
modity arrangements already examined, so that prin-
ciples developed and problems encountered under
these arrangements may be linked with the more
compiehensive approaches.

OVER-ALL ECONOMIC MEASURES

It has been widely recognized that the commodity
problem does not exist in isolation from other problems
of the economy. The difficulties experienced by most
primary producers are rooted in their low level of de-
velopment and are only magnified by their dependence
on exports of a few primary commodities. The economic
development of primary producing countries is there-
fore fundamental to the solution of the commodity
problem, and the changing structure of production
which almost inevitably accompanies the process of
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development is likely to reduce the vulnerability of the
economy to shocks generated in the commodity sector,
The experience along these lines of such countries as
Australia, Canada and New Zealand, despile the con-
tinued predominance of primary products in their
exports, is of particular interest in this connexion.

To the extent that the fortunes of primary products
are closely linked with the markets of the industrial
countries, much also depends on the ability of the
industrial countries to achieve a sustained rate of
economic growth, Moreover there is substantial scope
for an enlargement of the market for primary products
in industrial countries through reduction of trade
restrictions on a sclective basis, as has been shown n
chapter 2; and there are important cases in which the
liberalization of imports of manufactures would operale
to the advantage of exports from under-developed
countries, especially in providing them with more
rapidly expanding markets in the future.

Even under the best conditions from a long-term
point of view, however, there yemains the problem of
cyclical fluctuations. The success achieved in avoiding
severe depression during the post-war years has not
spared commodity markets from exaggerated fluctua-
tions. It appears that even a relatively minor degree of
instability in the industrial countries—such as no
measures of stabilization are likely to eliminate com-
pletely—may set oft greatly magnified oscillations in
primary commodities, if only because fluciualions in
inventories may be much greater than in total demand.

Granted that the commodity problem may persist
even under conditions of general stability, the impact
of the problem may be mitigated o1 compensated for
by over-all national and inlernational measures. Thus a
temporary fall in the export proceeds of a primary pro-
ducer may be compensated for by drawing on resources
{rom a national reserve fund or from international credit
imstitutions. It seems likely that the preoccupation of
primary preducing countries with the instability of
export proceeds stems largely from the low level of
their foreign exchange reserves. If the liquid reserves
of these countries were really adequate, they would
presumably not need to be as concerned as they in fact
are with the consequences of lempeoiaiy declines in
their export proceeds. Cranted the present level of
reserves, the difficulties resulling from commodity
instability could still be greatly reduced i reserves were
accumulated during perieds of high earnings and made
available in periods of low eatnings. As noted in
chapter 2, however, the pressuies on under-developed
countries have been loo great to permit most of them
to set aside such reserves to any appreciable extent.
All the more importance atlaches, therefore, to an
increpse in the potential lending power of an inter-
national institution such as the International Monetary
Fund, which performs the funetion of tiding countries
over periods of temporary shortage of foreign exchange.

There is, however, no specific obligation upon exist-
ing international financial institutions to come to the
aid of countyies experiencing declines in the proceeds
of their commodity exports. It is for this reason that
proposals have been made to Gl this gap, for example
through the extension of loans against the collateral of
primary producis under certain conditions. Such a
proposal lies midway between the over-all economic
measures discussed here and the commodity schemes
to be studied in the following paragraphs. If a success-
ful arrangement of this sort can be made, one pre-
ponderant advantage is that it would avoid many of
the difficulties of the commodity schemes, such as their
tendency towards ridigily ot misallocation of resources.
It is, of course, possible that the proposal might en-
courage countries 1o establish their own buffer stocks.
But the pressure for high prices by producers, often
experienced in international buffer stocks, would be
ahsent, and some co-ordination of national policies
might be achieved throogh the lending institution.

Tt is of some importance to nole, in connexion with
the latter proposal, that there have already been several
oceasions in recent years on which particular industrial
countries have made substantial short-term ot medium-
teym lozns to individual under-developed countries
following upon declines in the prices of their prineipal
commodity exports. It would appear that accommoda-
tion of this type does mitigate the difficulties of the
recipient countries, at least for a time, and that the
industrial countries are prepared 1o consider requests
along these lines. This approach therefore has the
initial advantage of having been tested in praetice, at
any rate on a bilatera] basis. And although there was no
question in thes¢ instances of the loans having been
granted against commodity collateral, the experience
gained suggests that there may be scope for further
development on a more systematic basis in this field.
Moreover the notion of commodity collateral need not
be regarded as an indispensable element; other criteria
which would be just as eflective could, if necessary,
be devised.

Another plan would require a compensatory payment
by the industrial countries to the primary producing
countries if the terms of trade, or-—accor ding to other
variants—export prices of proceeds of primary prod-
scts were to fall by more than a cer lain percentage. A
significant implication is that the impact of the com-
modity problem on piimary P oducers would be
shouldered in pait by the industiial countries.

COMPREHENSIVE € DMMODI‘I’YI SCHEMES

Attempts to give special emphasis to the commodity
problem in over-all economic schemes shade into
comprehensive schemes which are clearly commodity-
oriented. The comprchensive commodity schemes may
thus be viewed as more specific forms of the over-all
gconomic measures just discussed, or as an extension
of various commeodity-by-commodily arrangements.
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International co-ordination of national
stabilization schemes

A chief defect of national policies to deal with com-
modity instability is that these policies have rarely been
co-ordinated al an international level, even where
commodities are covered by international agreements,
Thus the Wheat Agicements specifically allow each
country “complete liberty of action in the determina.
tion and administration of its agricultural and price
policies”. Even when provisions are made for national
policies, they are usually couched in the most general
terms. Still less co-ordination of national policies is to
be found wheze no international agreements exist.

If truly international agreements are difficult to
achieve, the co-ordination of national stabilization
schemes may offer important advantages. One of the
methods for international co-ordination of this type
lies in the greater use of the various international

organs referred to above for the confrontation of

national policies and detailed examination of their
interaction and mutual consistency, It has also been
suggested that national buffer stock schemes are well
suited for extensive co-ordination, A chief advantage
here is that such co-ordination may he carried out
without elaborate machinery and on an informal basis,
On the other hand, the scope of application may be
limited because existing stocks which may be regarded
as operating according to bufler stock principles are
relatively few in number, and tend to be coneentrated
in a few hands, such as wheat in the United States and
coflee in Brazil. If numerous new national buffer stocks
have to be created and co-ordingted, it is open to
question whether an international buffer stack might
not just as well he established. Tt s, however, possible
that notwithstanding the greater simplicity and eco-
nomy of the latter method, Governments are psycho-
logically less prepared for it than they might be for
national bufler stocks.

Multilateralization of commodity agreements

Another way of co-ordinating national policies, and
more particulatly international policies, is to consider
a large number of commodities simultancously, When
a single commodity is at issue the interest of patticular
countries is usually well defined. Thus, the interest of a
producer is usually different from that of 4 consumer,
and the low-cost producer frequently finds himself jn
opposition to the high-cost producer, However, when
discussions cover a whole series of cominodities at the
same time, as in negotiations for tariff reductions undez
the auspices of the General Agreement on Tarifls and
Trade (GATT), countries are likely to consider their
inlerest as producers dominant in some Instances and
as consumetrs in others, so that there may be a greater
possibility of reaching compromises in the interests of
all. At the same time the effectiveness of individual
commodity agreements is likely to be greater if they

are properly co-ordinated and rendered fully consistent
with one another.

On the other hand, there are great mechanieal diffi-
culties in setting up such complex negotiations among
a large number of countries. There is also some doubt
as 10 how far the interests of primary producing
countties in the one or two commodities which domi.
nate their exports would teally be modified by con.
siderations relating to other commodities which may
play a negligible role in their economies; and the con.
verse would apply to these industrial countries, mainly
in Europe, which are bound to view commodity prob-
lems mainly as consumers since their own primary
production is so small. Furthermore, unlike the case
of tariff negotiations where bilateral concessions can he
identified and evaluated, the link between concessions
made and benefits obtained in multi-commodity stabi-
lization schemes would be exceedingly difficult 1o
establish. In fact the concessions made by one country
to another in a multilateral commodity negotialion,
whether under a buffer stock scheme, a multilateral
contract scheme, an export quota scheme, OI any come-
binalion of such schemes, are likely to be complex
and not readily recognizable as equivalent to each side
at the bargaining table.

International buffer stock scheme

A logical extension of the proposal for co-ordinated

national buffer stocks or for the multilateralization of

commadity arrangements is the scheme fo; the creation

of an International Buffer Stock Agency; variants of

this scheme, with some madifications, are known as the
International Commodity Clearing House, the Inter-
nalional Commo&ity Corporation, or the International
“Lver-normal Gianary”. The basic principle, except
for the number of commedities covered, is the same as
for a national or internalional bufler stock, and an
example~the operations of an international tin buffer
stock—has already been examined.

The proposal calls for the accumulation of stocks
when the market is weak and their release when the
market is strong, Within this general principle, various
operating principles may be devised. The buffer stock
manager may be granted more or less discretion and
the rules under which he operates may be more or less
rigid. He may make frequent or occasional interven.
tions in the market, operate within a certain fixed price
tange, or make unlimited purchases and sales at
announced minimum and maximum prices, espee-

tively. The latter method has the great advantage of

predictability and tends to promote confidence; and
speculators are therefore less likely to conduct their
operations in a destahilizing manner,

The main problem, as in the other schemes tor com.-
modity stabilization, is that of maintaining contact with
market realities by providing adequate means of adjust.
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ing the average stabilized level of prices as required;
failure to do so would cause the ultimate breakdown of
the scheme. It is not likely thal an aulomatic method
of adjustment can meet all contingencies. While
Governments may be reluctant to grant discretionary
autherity to the buffer stock manager, there is danger
in over-reliance on automaticity; for it is difficult to
build into any generally acceptable automatic formula
all the refinements and variations which are encoun-
tered in practice. However, various degiees and com-
binations of automalicity and discretion are feasible.
For instance, as in tin, the buffer stock manager may
be given discretion to purchase or sell maximum
amounts of commedities within certain price 1anges
and at the same time obliged to take action ence a
certain upper or lower critical figure is reached. If
necessary, a higher diseretionary authority may also be
created to determine matters of critical importanee,
and the actions of this authority may in turn be guided
by automatic rules regarding, say, the extent to which
price goals in any year may be allowed to deviate {rom
thase of the previous year or from a moving average.

Composite index stabitization scheme

An international buffer stock agency may seek to
stabilize the weighted average price of a group of com-
modities, rather than individual prices, by means of
purchases or sales of the commodities in certain fixed
proportions. Hete no attempt is made to stabilize the
price of any particular commodity; it is claimed thal
the stabilization of the composite price index allows the
full play of market forces to affect individual com-
modities. There is consequently no danger of mis-
calculation of the trend of any given commodity such
as may occur when the attempt is made lo stabilize
single commodities. Furthermore, owing Lo the close
interrelationship of the various commodities, the
stabilization of a gioup of commodities is likely to have
an indirect stabilizing effect on all commodities, in-
cluding those not in the group.

A decisive drawback of the composite commodity
proposal is that the benefit of, say, a price support
operation may be largely concenirated in a particular
group of commodities and countries. For example, a
fall in world industiial activity will depress the prices
of those raw materials which are sensitive to industiial
demand, bul prices of foodstufls may be relatively little
affected. Price suppoit operations based on the pur-
chase of fixed quantities of the commodities included
in the composite index—determined in accordance
with such eriteria as their relative importance in world
production o exports—will, under these conditions,
tend to raise {ood prices, while relief may be less than
adequate [o1 the commaodities most directly aflected. 10

Since under-developed countries typically specialize
in only one or two principal export products, they are
likely to 1egard any such scheme as rather academic

and remote from the realities of the problem. lor it
would be of singularly little comfort to any one of
them, confronted by a severe decline in world prices
and therefore exporl earnings, to know that by dint of
support operations, the prices of other commodities
were rising sufficiently to compensate for that decline
and thus maintain the average price level of all com-
modities included in the scheme. For the country
experiencing the decline, such a solution is no solution
at all.

Commodity reserve currency scheme

An important limitation on the feasibility of an
international buffer stock agency arises from the prob-
lem of finance. If such a scheme is to be able to with-
stand sharp and persistent movements either in an
upward or in a downward direction, it is essential that
financial resources amount to a sizable proportion of
world primary preduction or trade. To gain an idea of
the order of magnitude involved, it may be noted that
the value of world exports of thirty major primary
products amounts to about $30 billion in a single year.
It is open to serious question whether under-developed
countries can afford to lock up large guantities of re-
sources for the purpese of international stabilization.

One proposal for solving the problem of finaneing
international commodily stocks is to provide an auto-
matic link between such stocks and the currency. The
proposal for loans on the collateral of commodities
already mentioned may be one way of partially monetiz-
ing commodities. A logical extension of this proposal
would be to require an internatienal institution to grant
drawing rights to an international buffer stock agency
or for the purposes of the composite index stabilization
scheme. A more ambitious proposal, namely the com-
modity reserve currency scheme, would [lurther
strengthen the financial backing by putting currencies
on a composite commedity standard similar to the gold
standard. The pinciple of operation would be similar
to that of the composile index stabilization scheme
since the object would be, as before, to stabilize the
price of the composite commodity included in the
reserve rather than of single commodities; and the
problems of that scheme, as discussed above, would
apply with at least equal foree.

As under a true gold standard, unlimited curiency
would be issued against units of the composite com-
modity presented to the monetary authorilies, and

W1 is thearetieally possible to yemedy the uneven impact on
commodities by arranging the weights of the composile group in
aceordance with the ﬁcgrcc ol sensitivity to industrial demand
or other criteria; for example, the commnditics most aficcted by
a given change, such as a decline in industrial activily in the
jmporting countries, might receive the most support. The dithi
culty of estimating such sensitivity and the uncerlainty ss to
lhow constant it might be are serious limitations on the practical
possibilities of this approach—quite apart from the fact that
such an approach provides against only one particular coutin-
gency :suc}xx] as n decline in indestrial aetivity.
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currency would likewise be 1edeemed in similar
composite units on demand. The stabilization is there-
fore automatic and it is claimed that just as it is im-
possible for the price of gold to fluctuate under a gold
standard, short of a deliberate change in units, so is it
impossible for the price of a composite commedity to
deviate from the set level. Moreover, just as gold
production tends to be stimulated in a deflation, any
deflationary tendency would be met by an inerease in
production of all the commodities covered in the
composite index,

However, a huge social cost is invelved in accumu-
lating commodities on a large scale merely to serve as
currency backing. This cost is necessarily much greater
than similar costs under the gold standa:d, since the
storage and spoilage costs of commodities are sub-
stantially higher than those of gold. The production of
commodities not for their ultimate use but for safe
storage in vaults or burial underground to support a
man-made financial instrument hardly accords with a
rational utilization of resources. Certainly the stimu-
lating eflect on the economy can be obtained at less
cost to society by such devices as outright grants to
primary producers or conventional fiscal and monetary
policies.

Like the gold standaid, the commodity reserve cui-
rency scheme is inherently asymmetrical in that it
provides an unlimited market for commodities but
does not necessarily guarantee that commodities will
always be available at the set prices. For under infla-
tionary conditions there may be a run on commodities
just as there may be a run on gold under the gold
standard. [t follows that in the final analysis the success
of the scheme depends on the nature of the fiscal and
monetary policies pursued in the various countries, It
should not be thought, furthermore, that inflationary
conditions will automatically be stopped if all the
countries strictly limit their currency issue to the
amount of commaodities in reserve, because the cost of
commodities in terms of wage units may still rise unless
wages are controlled or wage incieases are offset by
higher preductivity or reductions in other costs.

From the point of view of a participating country,
fears of a possible deflationary impact on the economy
are perhaps more weighty than the possible breakdown
of the scheme under inflation. While the scheme tends
to stimulate commodity production in a period of
deflation, the strict subordination of national policies
to international currency requirements may imply, as
in the case of the gold standard, large-scale domestic
unemployment which most countries can no longer
tolerate under modern conditions. In any event, most
countries are not prepared to forgo their {reedom of
action in the domestic economic sphere to the extent
which would be required if a commodity reserve
standard were established.

Multi-commodity insurence scheme

Since the possibility of declines in export prices may
be viewed as a type of risk, the question arises whether
the principle of insurance might nol usefully be
applied in this field. While an element of insurance or
protection against extreme market fluctuations may be
implicit in a multilateral contract, a more explicit in-
surance scheme could be devised. Each participant
might, for example, pay a premium into a central fund
in return for indemnity payments in the event of
declines in absolute or relative export prices below a
certain level. The level of prices relevant for insurance
purposes could be adjusted periodically in sccordance
with the experience of preceding years. Furthermoze,
as in many insurance schemes, indemnities might he
limited to a certain fraction of the actual loss over a
maximum period. The scheme could, if desired, also
be made to insure against the loss of export proceeds
due to reasons other than a decline in absolute or
relative export prices.

Naturally actuatial caleulations are not strietly
applicable in the field of commodity price fluctuations,
But the extension of the insurance principle to such
risks as those of unemployment, war or government
expropriation, which are also beyond the competence
of the actuary, offers encouragement that it might be
similarly applicable to commodity 1isks. In so far as a
commodity insurance scheme did ne more than pool
the resources of participants over time, its interest
might be limited, especially since some commodity
producers would appear to be subsidizing others on
account of differences in the pattern and periodicity of
fluctuations. The latter consideration might make it
particularly difficult to secure agreement on a scale of
premiums. On the other hand, it should be emphasized
that one important advantage of a multi-commedity
insurance scheme is that most objections against other
types of international commodity measures are not
applicable. For the scheme does not attempt to tamper
with the market mechanism, to regulate supplies or
prices, or to impose fixed patterns of production, but
merely aims at providing relief against disaster.

Surplus disposal schemne

It remains to consider measures for dealing, at an
international level, with one of the major unsolved
commodity problems of the day—namely, the existence
of burdensome surpluses in a number of commodities.
As has been shown, most of the stabilization schemes
are ill-suited for dealing with the surplus problem be-
cause persistent surpluses involve something more
than the alternation of excessive ups and downs, Inter-
national buffer stocks are impossible to operate without
first tackling abnormally high national inventories.
Multilateral contract schemes do not in themselves
deal with the problem of surpluses. Nevertheless, large
surpluses constitute a continuous threat to an orderly
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and stable market since there is always the fear that
they may be dumped onto the market, This uncertainty
is particularly significant when the surplos commodity

is in the hands of a number of producers, especially if

they are financially weak,

The fact that large surpluses frequently originale
from national policies and that a change of these
policies is necessary to remedy the situation has already
been indicated, International forums for promoting the
orderly disposal of surpluses by national Governments,
avoiding the disruption of normal patterns of trade,
have also been mentioned. It may be worth consider-
ing, however, whether measures invelving a greater
degree of international co-ordination of surplus dis-

posal than has been achieved thus far might serve
national and international purpeses more efficiently.
Such measuzes might provide the basis not only for
emergency relief and for international aid to countries
in balance of payments difficulties, but also for the
creation of national reserves in consuming countries
and the stimnlation of consumption in low income
areas. The case for proposals along these lines is that
measures adopted by agreement among Governments
are likely to secure the greatest benefits from surplus
disposal while minimizing their adverse effects; and
that international co-operation will help to ensure that
in so far as such devices as barter deals are employed,
broader international goals are not impaired.

Conclusion

International policy, in a eonlext of sovereign na-
tions and conflicting national interests, is in essence a
policy arrived at among nations rather than above
nations, There is therefore a strong tendency to
gravitate to the compromise solution which offers the
largest common denominator. In the process of inces-
sant search for commen pround, what is seriously
objectionable tends to be weeded out, but the final
product often suffers from dilution and lack of vigour.
The post-war international commodity arrangements
are not immune from this process of international
policy formation. Their strengths and weaknesses are
traceable to the compromises which made them pos-
sible. Tt seems fair to say thal notwithstanding the
accomplishments, many problems persist and much
remains to be done.

It is not surprising that the chief accomplishment of

the post-war international commodity arrangements is
1o be found irn an area of little controversy. There is
scarcely any doubt that the numerous posi-war inter-
national institutions have provided a uselul forum for
airing views on commodily problems. Natlional policies
are thereby subject to the inquiring eve and restraining
influence of international public opinion. The consulia-
tions and discussions have led a step Turther to the
formation of numerous study groups and conferences
dealing more specifically with the long-run and short-
run problems of individual commodities. A common
feature of the work of these groups and conferences
has been improvement in the collection and analysis
of date, promotion of research and close observation
of the commodity situation. In some cases, the con-
frontation of national policies with international
requirements has materially reduced the lensions or
conflicts between them.

In more formal approaches to internalional com-
madity arrangements the degree of success is more
limited. International commoedity agreements have been
relatively few in number as compared with pre-war, and

the stabilizing influence of these agreements has been
of limited effectiveness. The chief accomplishment here
is the emergence of a set of new principles. One of the
most important of the principles is universality, a
corollary of which is the recognition of the interest of
consuming countries. At the same time it has become
widely recognized that international agreements are
likely to be self-defeating if they interfere unduly with
dynamic processes of change in the pattern of produc-
tien, or if they move too {ar out of line with market
forces.

It is true that the export quota and bulfer stock
arrangements are not new in international commodity
agreements. What is noteworthy is that they have not
been more prevalent and that they have not heen more
restrictionist. A pastial explanation apparently lies in
the insistence on consumer representation, But a
general awareness by the exporters themselves of the
dangers of maintaining artificially high prices by means
of restrictions on the exports and production of parti-
cipants seems to play an important role. This is
demonstrably the case with sugar as the price range
laid down in the Apreement is considerably below the
level at which sugar is traded in the rest of the woild
market. Even in the ease of tin, where restriction would
be most likely to enjoy a shont-term success owing to
the eoncentiation of production in a few hands, past
expetience of substitution through techinclogical ad-
vance, the uncertainty of intentions of nen-participat-
ing producers, the exislence of laige stockpiles in a
major importing country, and the practical limit of
bufter stock resources have all combined to exercise a
restraining influence.

The total absence of restrictionism in the multi-
lateral contracts iniroduced under the International
Wheat Agreements represents a major innovation.
However, the rigid determination of guaranteed quanti-
ties and prices over a long period, the practical diffi-
culty of enforcing guaranteed purchases by importers,
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particularly the less developed countriies, and above all,
pethaps, the indifference of consuming countries at a
time when massive surpluses overhang the market,
have greatly weakened the applicability of the multi-
lateral contiact provisions and have led to a consider-
able modification of these provisiens in the 1959
Agreement.

Within limits, post-war international commodity
arrangements have provided stabilizing mechanisms
while carefully avoiding the serious difficulties experi-
enced before the war. The larger degree of stability
achieved cannot, of couise, be attributed entirely to
the operation of the Agreements. Much of the stability
of the price of wheat is attributable to national policies
of a few major exporters. The eflectiveness of measures
to prevent wide fluctuations varies depending on
whether the movement is upward or downward. In a
quota type of agreement there are limits on the extent
to which increases in prices can be prevented by relax-
ing queta restrictions and the operation of buffer
stocks may be limited by an initial lack of stocks or by
the exhaustion of funds.

The chief weaknesses of post-war international com-
madity agreements have been those of omission rather
than of commission, Thus, the wheat surplus problem
has been intensified in the course of the three succes-
sive International Wheat Agreements, mainly because
national policies involving subsidies to production

have been entirely left alone. The encouragement of

high-cost sugar production under protection has not
abated despite the recognition of the subsidy problem
in the Sugar Agreements. In hoth sugar and tin there

is little attempt to remedy the maldistribution of

resources arising from quota restrictions.

More recently the serious excess capacity in coflee,
and very heavy accumulated stocks, made some kind
of international arrangement imperative if disastrous
declines in prices were to be avoided. The Latin
American Coflee Agreement represents a first response
to the situation. While the Agreement has thus far
exercised a limited steadying influence in the coflee
market, neither the consumers noy the growing Aftican
exporters have been persuaded to join it. A broadening
of the Agreement is, however, required if there is not
to be a retreat f1om post-war principles for commedity
agreements and, indeed, if it is to be workable in the
longer run.

On the whole the progress that has been achieved
since the war in dealing with the commodity problem
is noteworthy, but it cannot he considered as in any
way commensurate with the magnitude of the problem.
No comprehensive solution of the problem is even
being attempted, and partial solutions en a commodity-
by-commaodity basis cover enly a very small [raction of
the whole field. Nor does the present rate of progress
offer hope Lhat the coverage will become appreciably
greater within the foresecable future. Indeed, as noted
above, the recent past gives evidence of some loss of
ground in developing commeodity agreements.

If Governments are not content with the scope of

current activities in dealing with the commodity prob-
lem, a bolder and, pethaps, more comprehensive
approach may be indicated. It is true that over-all
economic measures examined above for attacking the
commodity problem at the root by promoting growth
and stability and by progressive liberalization of tiade,
have gained international support, and some measure
of relief {rom the impact of the commaodity problem on
under-developed countries can be derived from general
economic aid and from over-all increases in inter-
national Hquidity, Here too the pace of progress is not
rapid and the bearing on the commodity problem is
only partial. It is the intermediate approach between
the microcosm of single commodities and the macro-
cosm of the general economy that appears to be largely
neglected, as a complement to existing approaches.

Several of the compiehensive commeodity schemes
considered do not seem to offer great possibilities
beyond the existing approaches and some suffer from
being over-ambitious. Nevertheless there is clearly an
abundance of fruitfulide as in this feld as well as a
growing body of experience. A variely of comprehen-
sive schemes have been examined that could, if re-
quired, provide the basis of a realistic and work-
able programme of actien. If sufficient interest were
expressed in that direction, numerous technical,
financial and administralive details would, of course,
have to be carefully worked out, both objectively
and at the bargaining table. However, the foregoing
examination of existing international commodity ar-
tangements as well as of various proposals suggests
that none of these details should offer any insur-
mountable difficulties once the basic decision to pro-
ceed has been made by Covernments.




Chapter 4

PROBLEMS OF PRIMARY COMMODITIES IN THE
CENTRALLY PLANNED ECONOMIES

The problems of primary commodities faced by the
centrally planned economies differed from those en-
countered by the private enterprise economies, owing
to dissimilarities in institutional framework, paliern
of development and policies.

It was shown in ehapler 1 that the internal stability
and rate of growth of the primary producing countries
were affected by the dependence of these countries on
output of or trade in but a few commodities, by the
slow rate of inecrease in demand for primary com-
modities and by the fluctuations in their foreign
demand. The solution Lo these problems was generally
sought in the acecleration of the rate of industrializa-
tion, in the diversification of output and trade and in
measures to eliminate sharp fluctuations of expoit
proceeds and the effect of price fluctuation on the
national income of exporting countries. The attenua-
tion of eyclical fluctuations in industrial countries was
an essential {actor in any long-term solution of com-
modity problems.

In the centraily planned economies such measures
were inherent in the institutional {ramework and in

Problem

This rapid growth was associated with nationaliza-
tion of a large proportion of domestic resources, with
centralized direction of resources into preduclive in-
vestment-—during certain periods at the cosl of a
deterioration in the standard of living—and with the
elimination of cyclical Auctuations eriginating within
the domestic economy. In addition, the formation of a
laige “‘common market” by a group of countries dis-
posing of a considerable variety of essential com-
modities, free of cyelical fluctuations, and undergoing
rapid industrialization, created a continuously expand-
ing market for primary commodities. On the other
hand, the effect of cyclical fluctuations originating in
the rest of the world was largely eliminated by the
monopoly of foreign trade and the severance of any
direct link between foreign and demestic prices. The
margin between domestic and foreign prices, whether
positive or negative, was absorbed by the State foreign
trade agencies and translerred 1o the budget without
any effect on prices paid by the purchasing enterprises
or received by the producing enterprises. Although, as
will be shown later, this disscciation of domestic and

the pattern of economic development. The 1apid rate
of econemic expansion associated with large-scale
shifts of resources towards manufacturing resulted in
a sustained rise in demand for primary commodities.
The process of expansion was characterized by con-
siderable diversification of output, thus reducing the
dependence of national economies upon a limited
number of products. Such diversification occurred not
only in over-all production but also within specific
sectors, such as agriculture and mining. A char.
acteristic {eature of this development was that the rate
of expansion and the structural changes were more
substantial in the less developed than in the more
developed economies. It is worth mentioning that the
patiern of growth was not always fuily justified by
economic reasons. The simultaneous growth of identi-
cal industries in several countries, which reflected a
lack of co-ordination in planning and a disregard of the
problems of leng-term compaiative costs, has been
amply criticized in the literatwre of the planned
economies. But whether justified or not, it was cer-
tainly an important {actor in raising the demand {oz
primary goods in the area as a whole.

of scarcities
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foreign prices had some negative effects on the efficient
use of resources, it was doubtless an important
stabilizing factor.

As a result of these developments, there was at no
time since the beginning ol the long-term plans of
economic development an excess of supply over
demand of primary commodities within the area. In
contrast to the siluation in the private enterprise
economies, the commedity preblem in the centrally
planned economies was one of persisient shortages
rather than of undispesed surpluses. The f{act that the
area as a whole was a net exporter of certain com-
modities indicates, in most cases, only that consump-
tion was restrained in order to procure [oreign ex-
change for necessary impoits.

The scarcily of primary commodities was not of the
same magnitude in all countries of the area and for ail
commodities. The output of agiiculture was every-
where below the level required for the full satisfaction
of increasing needs. This was also true of output in the
extractive industries in most of the centrally planned
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economies, bu! in the Soviet Union and mainland
China, endowed with a great variety of natural re-
sourees, oulput was more in line with the rising demand
of manufacturing industries. Nevertheless, even in the
Soviet Union, the balance between supply and demand
was continuously strained, and at times deficiencies in
supply of raw materials prevented the fulfilment of
plans in certain sectors or restrained the planned rate
of growth of the economy. It should be added that in
the Soviet Union as well as in the other countries the
domestic supply of certain commodities was affected
not only by the need to export so as to secure foreign
curreney for imports, but also by the increasing claims
of the other centrally planned economies, whose ex-
pansion was considered beneficial for the economic
strength of the area as a whole.

This lag in supply in countries which, before the
planning era, suffered from excessive surpluses might
be traced to several interrclated causes. Apart from
miscaleulations in planning, the most important was
the fact that the same factors which accounted for the
increases in requirements for primary commodities
were simultaneously responsible for the much slower
expansion in supply. The emphasis placed on the ex-
pansion of manufacturing industries, especially heavy
industries, in the plans of economic development
imposed severe restrictions on investment in agri-
culture. It seems that this attitude also influenced the
amounts originally planned for investment in extrac-
tive industries, al least in some countiies. The upward
revision of plans for manufacturing associated with the
hostilities in Kozea increased the discrepancy between
the rising demand and the supply of extractive indus-
tries. Despite the fact that at the same time investment
in extractive industries was also substantially increased
at the expense of consumer goods industries, the
increase in production proved to be insufficient,
probably because the maturation period was longer and
the output-investment ratio smaller than had been
anticipated.!

The expansion of heavy industry without a corre-
sponding enlargement of raw material output was pre-
sumably based on the helief that, if’ necessary, raw

1The scarcities of raw muolerials, especially coal, as well ns
shortages of power, which led to serious disturbances in key
industries, were repeatedly mentioned by government officials in
the centrally planned eccnomies, The Bulgarian Premier, Mr.
Chankov, stated in a speech at the Sixth Congress of the Bul-
garian Communist Party, in March 1954, that the “'needs of the
countty for coal were not correctly taken into account in the
draft of the first five-year plan . . . The capital investments ear-
marked and allotted for the development of coal production for
the first five.year plan were insuflicient to ensure ug the coal
necessary for the national economy.” The Crechoslovak
Premier, Mr. Siroky, stated at the Jure 1954 Congress of the
Communist Party of Crechoslovakia that the “present output of
eoal is below the needs of the national economy and the coal
situation is very serious.” Similar statements were made in most
of the other centrally planned sconomies and the situation did
not improve during the following years, Tven in Poland, the
main exporter of coal, the rise in oulput was stated 1o be insuffi-
cient to mect both domestic needs and export commitments,
which had to be substantinlly eurtailed

materials and fuels could be withdrawn from less
essential sectors. On the other hand, since the national
plans were not co-ordinated, the expectation of addi-
tional imports {rom exporting countries within the area
frequently could not be realized, owing to inadequate
export availabilities. In any event, the prevailing
tendency was to push the expansion of manufacturing
up to the limit at which the resulting bottlenecks would
slow down the pace of industrialization.

Two other factors may explain why, despite planning,
the supply of {uel and 1aw materials was inadequate to
meet the needs of the expanding manufacturing sector.
The first reflects the fact that several components of the
economic plan were not under the absolute control of
the authorities; thus actual agricultural yields, changes
in output per man and input-output coeflicients may
vary considerably from the planned quotas. In practice,
targets for agricultural supplies had been based, in the
past, on too optimistic expectations, and the input-
output coefficients used for the calculation of material
balances had been derived from the experience of the
most efficient plants. The failure to achieve these
results would obviously be reflected in imbalance
between supply and demand for primary goods.? The
other factor, entirely independent of planning methods,
is probably characteristic of any economy in process of
rapid growth and in conditions of full utilization of
resources. On technical and economic grounds an in-
dustry may expand beyond the limits set by the existing
supply of raw materials in anticipation of future growth
of supply. The economy of scale and the indivisibility
of investment projects make it worth while to expand
capacity at a rate over and above that commensurate
with the expected increase in supply. This was especi-
ally important in several centrally planned economies
during their first plans of economic development, when
the construction of new projects, begun simultaneously
in various sectors, was bound to result in dispropor-
tions, since the time required to build manufacturing
plants was considerably shorter than that 1equired to
construct new mines. The effect of this factor was
considerably reinforced during that period by the fact
that in some couniries investment in extractive indus-
tries proved to be more costly than planned and the
construction period longer than anticipated.

The scarcity of supply of agricultural commodities
was due not only to the investment policy during this
period but also to the officially recognized failure to
provide sufficient incentive {o1 the peasants to produce
and sell more. However, the recent expetience of the
Soviet Union and of mainland China secins to indicate
that agricultural output could have been subslantially
raised in the past despite the need to devole a rising

2In several countries the extrazctive industries experienced
considerable difficulties in securing a stable labour force and were

plagued by shortages of labour, sbsenteeism and 1 high rate of

turnover, with detrimental effects on output and productivity,
In Poland, for instance, output per worker in coal mines was
37 per cent fower in 1956 than in 1937,
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proportion of resources to industry. In the Soviet
Union, the substantial increases in agricultural output
during the past few years were achieved largely
through an extension of the sown area, with relatively
small ghifis in investment from industry to agriculture,
and in mainland China, the sharp increases in yields
were largely due to the extension of irrigation works,
at little cost to the Government, by a {uller utilization
of agricultural manpower. These achievements seem to
indicate that the deliciencies in agricultural production
and in the supply of agricultural commodities were due,
not only to limitalions imposed on investment in agri-
culture and to price policies, but also to faulty esti-
mates of existing possibilities and to the low priority
given by the planning authorities to the task of raising
the supply of agricultural goods.

The difficulties encountered by the centrally planned
economies with regard to the supply of primary com-
modities are partly reflected in the data on fulfilment of
their plans indicated in table 31. Even on the assump-
tion that production plans for primary commodities
were correctly synchronized with the planned require-
ments of manufacluring industries and of consumers,

the non-{fulfilment of commodity preduction plans, or
their fulfilment to a lesser degree than those for manu-
facturing, would indicate the emergence of bottlenecks.
The information reproduced in table 31, incomplete
owing to the lack of data on targets set for several
commodities, shows that, except for the Soviet Union
and Romania, the targets set for fuel and power were
not achieved, and that in almost all cases, including the
Soviet Union, the extent of plan fulfilment lagged
behind that of total industrial production. With respect
to crude cil and iron ore, the degree of fulfilment of
plans was, in all countries except Romania, below that
achieved in total production. Among the non-ferrous
metals, only aluminium exceeded the planned quotas,
while production of copper, lead and zinc failed to
reach the target in the Soviet Union, the main pro-
ducing country.

In the agricultural sector, none of the centrally
planned economies were able to fulfil their plans. The
most significant shortfalls were those registered in the
Soviet Union where none of the planned increases of
individual commodities were achieved.

Table 31.  Degree of Fullilment of Plans in the Centrally Planned Economies
(Planned target==100}
Crecho- Bastern
Hulgnrie sfocakin Germiany Hungary Paland Nomunia LSS,
Hom {1053-1857) (4848~ I')S;‘) {1951 !')55) {1450~ !'?54) {(1850-1855) (1951-10855) (19531-1555)

Industrial production. 116 101 98 74 112 83 109
Flectric energy a8 86 83 69 92 93 104
Haid coal 75 84 Te. e 94 994 105

Brown coal 99 1 89 78 7l E -
Crude oil . —_— —_ — 46 105 101
Iron ore 91 67 47 62 85 .
AEummuim s o 176 - 104
p?cr 114 48+ 31- 81
42 . . 85
71:1{: — - - —-— 79 - 80
Agricultural prodaction. 75 90 - 73 804 82 ..
Grain oo 119 1000 93 : 730 116 59
Raw cotton 31 - o - _— 100 68
Sugar-beets 137 100 90 127 . 88
Meat. .. 18 81 v 48 70
Milk. . . 67 487 81
Wool. . . .. 63

Source: Direetives on five-year plans; reports on
{ulfilment of plans.

» Lignite, 60 per cent of plan

8 Ineluding lignite

« Copper ore

* Based on originally planned goals of 35 to 45
per cett increase. The revised tarpeis were set at
30 per cent,

o Wheat only.

" Yield per cow. The increase s cattle was equal
to 86 per cent of target

The role of the price mechanism

An important difference between the commodity
problems in private enferprise economies and those
encountered in centrally planned economies 1elates to
price formation and its effects both on supply and
demand, and on incomes of primary producers.

One of the distinctive characteristics of the price
system prevailing in the centrally planned economies
is the lack of correspondence between consumer prices,
prices paid to producers and foreign irade prices.
Within the sectors producing primary commodities an
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essential difference also exists, with respect to the
formation and eflect of prices, between agricultural
and non-agricultural commodities.

Prices of products of the extractive industries, like
industrial producers’ prices in general, are in principle
based on ecost. However, cost as calculated in the
centrally planned economies differs {rom that used in
private enterprise economies in that it is based solely
on lzhour and materials cost and smortization, and
excludes rent and interest. Wholesale prices are like-
wise based, in principle, on the average cost in a given
industry plus a certain percentage markup. While this
principle of pricing is applied to &ll industrially pro-
duced goods, including primary commodities produced
by extractive industries, an entirely different system
prevails in agriculture, where the predominant part of
output is preduced by co-operative farms and indi-
vidual peasants. Since most agricultural producers are
not wage-earners and their income depends on prices
received from the disposal of their products, the con-
cept of cost as a basis for price determination is hardly
applicable. A more important {actor, however, is the
fact that until recently, in all centrally planned
economies, there were several prices paid to producers
for identical commodities—prices for compulsory de-
liveries, prices for contractual deliveries and free Siate
purchases, and prices received for direct sales Lo con-
sumers on the fiee farm markets. Thus the average
prices received by agricullural producers were, to a
lazge extent, determined by the Government and in-
cluded a strong element of taxation. They could hardly
he considered as bearing any direct 1elation to cost,
and, in {aet, if compared with the cost on Slate {farms
employing hired labour, the ptices paid for compulsery
deliveries, at least up to 1953, were considerably below
cost,

It should be added that even prices of primary com-
modities produced in Stale-owned industries were not,
in fact, always based on azctual cost, and the price
relationships of various industrially produced goods
were, in most eeuntries, far removed {rom their
respeclive average costs. These deviations from the
principle were due in most cases to the tendency to
keep prices of producer goods unchanged over long
periods despite changes in cost. During the periods of
1ising cosis due lo inflationary inczeases in wages, the
difference belween rising costs and relatively stable
prices was covered by subsidies. From time to time
prices were adjusted to cost, although in most coun-
tries the adjustment was extremely uneven and there-
fore the 1elative prices of various goods were out of
step with their relative cost. Even when prices were
adjusted to cuirent wage cost, actual cost was fre-
gquently underestimated because amorlization did not
allow for increasing replacement costs and the cost of
imported raw materials was based on rather arbitrary
exchange coeficients. However, the general tendency
was to bring prices into harmony with average cost,

and the reforms of prices of producer goods in the
Soviel Union in 1936, 1949-1950 and 1955, as well as
the more 1ecent reforms in Eastern Germany, Hungary,
Poland and other countries, tended to achieve this end.
In the field of agricultural commodities, also, signifi-
canl steps were taken to unify prices paid to primary
producers and to bring them into closer relationship
with relative cost.

An even more important distinction between the
centrally planned and private enteiprise economies

exists as regards the bearing on consumer prices of

prices paid to producess. Prices of consumer goods are,
in the aggregate, determined so as to equate eflective
demand and supply, that is, they are based on the ratio
of investmeni and other government expenditure to
national income.® But their levels are not directly
related to prices paid by government agencies to pio-
ducers, the diflerence between these two sets of prices
—apart from the cost of processing, handling and trade
margin—Dbeing absorbed by a heavy turnover tax.¢

THE EFFECT OF PRICES ON SUPPLY AND DEMAND

Despite the fact that the bulk of primary com-
modities are allocated 1o various uses by the central
authorities, the defects inherent in the prevailing
system of prices proved to be an important obstacle to
the rational utilization of 1esources. Liven in the most
centralized economies, individual enterprises work on
the basis of economic accounling, and therefore their
decisions are o a ceriain extent determined by the
price 1elationships of various inputs and by prices
received for thelr outputs. Al the same time the deci-
sions of the central authorities with respect to alloca-
tion of specific resources are based on the information
and suggestions formulated by lower echelons, which
may be influenced by 1elative costs of labour and
various raw materials. And finally, since the over-all
managemeni of the economy cannot be hased exclu-
sively on physical data and has to deal with aggregates,
the prices used for the calculation of such aggregates
play an important role in any system of planning, The
absence of a uniform pricing system, whether based on
average or marginal cost or on scarcity relationships,
deprives the planning and managing authorities of any
common measurement of various factois of produe-
tion.5 Thus, for instance, the essential difference be-
tween the pricing of consumer and producer goods—
the considerable discrepancy hketween the nominal
markup applied to producer goods and the tremendous
markup on consumer goods through the addition of
a turnover lax—has resulted in a substantial under-

3 Sge United Nations, World Economic Survey, 1957 (sales
number: 58.11.C 1}.

4 This did not, bowever, upply to-the part of agricultural
su%plies sold by the peasants L\Ii)rectly to consumers

The tole of adequate pricing methods became even more

important when the scope of rigid administrative decisions token
by the centrgl authorities was reduced in favour of greater
initiative on the part of lower echelons and greater reliarce on
incentives as a means of [uifilment of the planned targets.
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valuation of producer goods in relation to labour
cost or Lo the prices which would obtain i a unilorm
method of pricing were applied. Such under-valuation
was nol conducive te economies in the utilization of
raw malerials and equipment.

The eflect of prices on supply and demand is not the
same for agricultural commedities as for commodities
produced by extractive industries. The dillerence stems
from the fact that, while extractive industries are
State-owned and the income of preducers is determined
independently of the prices paid for their products, the
income of collective farms, or of private agriculiural
producers, depends directly on prices received for
agriculiural commodilies.

The effect of prices on supply of primary commodi-
ties originating in extractive industries is, in general,
of little significance in the centrally planned economies.
Sinee the output of the Stale-owned extraclive indus-
tries is in general homogeneous, the prices paid to the
enterprises are not of primary importance in influenc-
ing the fulhiment of plans. The prices are lixed by the
central authorities on the basis of planned cost plus a
certain percentage of profit, while the bonuses paid to
the enterprises depend on fullilment, o1 over-fulfilment,
of plans and on cost reductions. In this respect the
situation in extraclive industries differs from that in
manufacturing, where a rise in prices paid for specilic
items could, through variations in price-cost ratios,
induee the management te achieve the planned assort-
ment of peods. In these circumstances the price
elasticity of supply of commodities produced by extrae-
tive industries is practically nil. Demand is, however,
significantly aflected by prices of such commodities.
Since with some notable exceptions these prices do not
reflect the scarcity relalionships, and in some instances
are fixed below eost, they do not provide suflicient
inducement for economizing raw materials and for the
substitution of less scarce commodilies for scarcer
ones. liven when the central authorities were aware of
the scarcity relationships and took measures to im-
prove the balance of raw materials, the eflectiveness of
such measures depended Lo a considerable extent on
income incentives. Both in the planning stage and in
the execution of plans, the requirements ol individual
enterprises for specific commodities and their willing-
ness Lo suhstilule certain materials for others are
shaped by Lhe established prices, since these prices are
tellected in their cost and alfect their profits and
bonuses.

In conlrast to the extiactive industries where it is
demand that is sensitive to prices, in the sector produe-
ing agricultural piimary commodities, it is sapply that
is most allected by prices paid to producers la all
cenirally planned economies the bulk of farm produets
is purchased by State agencies at prices determined by
the authorities. The amounts purchased by the State
are planned by the authorities and do not depend on

prices paid to the primary producers. The retail prices
of consumer goods sold in the State and co-operative
trade are not directly related to prices paid to primary
producers. Although retail prices of consumer goods
are, in principle, set at the level balancing supply and
demand, they have no direct effect on prices paid to
producers because the gap between these prices is
filled by the turnover tax.s This lack of correspondence
is best iltustrated by the example of the Soviet Union,
where prices ol compulsory deliveries remained
generally stable from 1928 1o 1953, while consumer
prices increased considerably during a great part of the
period and did not begin to decline until 1947.

In contrast to this, the supply of agricultural primary
commodities proved sensitive to prices paid to agri-
cultural producers. This was explicitly recognized in
1953, when the considerable lag in agricultural produe-
tion was altributed to the lack of sufficient income
incentives for the peasants, and when prices paid to
primary producers were substantially increased in most
of the centrally planned economies. Before these re-
forms, which comtinued during the following years,
prices for compulsory deliveries were not only below
free market prices but also subslantially below costs. ?
However, in contrast to prices in industry, the price-
cost ratios in agriculture were determined, al least to
some extent, with a view to induecing peasants to
accelerale vulpul of certain commaodities in preference
to others in aceordance with government plans. This
was achieved either by raising the prices of certain
commodities o1 by reducing compulsory quotas at
lower prices and enabling peasanis 1o increase the
share of their sales at higher prices. The existence of
muliiple prices received by ugricultural producers, and
the ad Joc changes in the sysiem of compulsory
deliveries, resulted, however, in extremely haphazard
price relations among the primary commedities. In
many instances primary producers were not able to
anticipate the average price and to schedule their out-
put on the basis ol proftability. The movement of
average prices received by peasants was, in some cases,
the reverse of what would have occurned in a different
system. Thus, when delivery quotas were based on the
acreage under crons, a good harvest would result in an
increase in average prices nwing to the fact that the
share of sales at higher prices 1o the government
agencies would inerease in relation to compulsory
deliveries at lower prices.

DETERMINATION OF FOREIGN TRADE PRICES

One of the characleristics of the price system pre-
vailing in the centrally planned economies is the lack

6§t should be neted, however, that to the extent to which
agricultural producers were selling directly to consuwmers, the
demand for primary goods was influenced by prices set by the
produeers.

T As estimated on the basis of wages in the State farms and
expenditure of cellective farms on ferlilizer and other malterials
as well s their payments to the State machine and tractor
stations.
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of any direct correspondence between domestic and
foreign price relations, Apart from this, at various
times there have been cansiderable differences between
prices for similar commodities in trade with the rest of
the world and in trade among the centrally planned
economies, Moreover, even in trade among the planned
economies themselves, there was little uniformity at
times between the prices charged by an experting
country to different importing countries.

Foreign trade prices in the trade of the centrally
planned economies with the rest of the world were
closely related to world prices. As to the principles
governing price formation in the trade among the
centrally planned economies, it is difficult to arrive at
any definite conclusion hecause official pronounce-
ments on the subject were often contradictory. Thus,
according to some statements, prices in intra-trade wete
initially based on woild prices, apparently for the year
1950, but were kept fixed for a number of years with a
view to eliminating the effects of cyclical fluctuations
and changes caused by extraordinary circumstances,
such as wars, booms and their aftermaths. According
to other statements, there was only a general tendency
to bring intra-tiade prices into conformity with woild
prices. It has alse been asserted that there was a
tendency to base prices in trade among the centrally
planned economies on domestic prices of the Soviet
Uniong or on woild prices adjusted to cost levels of the
exporting country and fo conditions in imporling
countries.? However, the piinciple of using world
prices as a basis of pricing in the trade of the centrally
planned economies with each other was unequivocally
reasserted in 1956 and, according to official statements,
was to be implemented in new trade agreements. it

The equalization of prices in intra-trade with those
in world markets, rather than theiz determination on
the basis of cost or scarcity relations within the area
of the centially planned economies, was motivated by
several considerations. Iirst, the lack of uniform
pricing methods in different countries and considerable
differences between relative domestic costs made it
difficul? to find an appropriate basis for a unified foreign
price system. Second, price differentials between intra-
trade and trade with the rest of the world might induce
some counliies o give preference to trade with
countries outside the group if the price relationships
in this t1ade were found to be more favourable. Finally,
as long as trade within the area is conducted on a
strictly bilateral basis, and domestic prices are entirely
dissocialed from f{oreign prices, the establishment of
foreign trade prices on any basis other than world
prices might provoke considerable difficulties in trade
negotiations.

In any event, world prices were employed only as a
starting point in negotiations and the prices finally

8 . Kohlmey, Der Demolkratische Weltmark {Berkin, 1956).
8 ¥Vnshna Trgovia, No, 10, 1956 {Sofia).
10 Prices were 1o be fixed for a period of at least one year,

adopted were the 1esult of bilateral agreements, differ-
ing substantially from country to country. The extent
of deviations from world prices is not known {or most
of the period, but in some cases such deviations were
very large. Thus, substantial proportions of Polish coal
and Hungarian bauxite were exported to the Soviet
Union at prices considerably below world prices and
differing substantially also from prices paid by the
other centrally planned economies. In most cases there
was, however, a tendency to compensate for such devia-
tions in prices paid for exports by offsetting deviations
in import prices. In recent years, however, both official
statements and available statistical data indicate that
deviations from world prices are being eliminated and
that trade between the centrally planned economies
tends to be conducted on the basis of world prices.

The exchange rates of the centrally planned econe-
mies were and still are unrelated to the domestic pur-
chasing power of various currencies. What was perhaps
more imporiant was the lack of any correspondence
between relative prices of various commodities in
domestic and {oreign maikets. If, on the one hand, the
severance of direct links between foreign and domestic
price movements was a factor contributing to internal
stahility, on the other hand, it also had a detrimental
effect on policy decisiens with respect to output and
foreign trade. The lack of a uniform price system and,
in some countiies, the entirely haphazard price-cost
ratios for various commodities, logether with the com-
plete dissociation of domestic and foreign price rela-
tionships between varieus commodities, made it practi-
cally impossible for the planning authorities to esti-
mate the most advantageous product mix for domestic
production and foreign trade and to induce the manage-
ment of enterprises to plan their inputs of various
commodities accordingly.

CHANGES IN PRICING SYSIEM

The defects inhezent in the price system prevailing
in the centrally planned economies became the subject
of public debate after 1953, and in almost every country
important steps were laken lo correct the deficiencies.
In countries where prices of industrial producer goods
had remained below cost, the general tendency was to
increase prices and eliminate the subsidies.’t These
reforms allected not enly the general levels of com-
modily prices, but also the price relalions between
various goods, which were brought more closely into
line with relative costs.

The most essential changes consisted of considerable
increases in prices paid for agricultural primary com-

I Such reforms have recently taken place in Eostern Germany,
Poland and Hungary. In the Soviet Union prices ol producer
zoods were brought into line with average costs in 1949-1950 and
further readjusted to costs in subsequent years, In Hungary a
major change in prices was announced for 1 January 1959, the
main purpose of which was to raise prices of basie commodities,
such as cozl, ores, metals, electric power and chemicals, which
previously had been set below cost.
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modities and the reduction or elimination of compul-
sory deliveries at lower prices. These measures led to a
substantial narrowing of the discrepancy between
various prices paid to the peasants for identical com-
modities. The abolition of compulsory delivery quotas
in Hungary in 1956 and in the Soviet Union in 195812
resulted in the elimination of multiple prices in the
State procurement system, although the unified State
procurement prices continued lo differ from free
market prices. The influence of the State on prices has
remained decisive for most commodities, because the
wholesale trade in agricultural commodities remains a
State monopoly and therefore the peasanls’ transac-
tions on the free markets are generally limited to direct
sales to consumers.

While in Poland and Hungary prices paid by the
State to the peasants tended to approach the relation-
ships prevailing on the free market, reflecting the
various degrees of scarcily, in the Soviet Union the
general tendency was to eliminale the discrepancies
between cost and price ratios for various commodities
and to introduce in agriculture a price system similar
to that existing in industry, that is, one based on cost.
Two important distinetions were made, however. Since,
unlike the State enterprises, collective farms have to
fnance their investment out of their own funds, the
markup for agricultural goods is to be much larger than
that for industrial products; and, in order to eliminate
the diflerential rent, prices will not be based, as in
industry, on the average cost for industry as a whole,
but will vary according to region. The reform involved
a considerable change in the price relationships of
different commodities and, although it resulted in a
more unified price-cost ratio, it brought about, in fact,
a relative increase in the prices of these commodities
whose supply the authorities plan to increase more
than the average.

Apart from these steps alieady taken, suggestions
presented in different countries indicale a general
tendency lowards greater rationalizalion of pricing
methods and policies, with a view to a more eflicient
use of the price mechanism as an instrument of
economic caleulation for the planning authorities, and
as a means of influencing the producing units to achieve
the goals set by the central authorities. The recon-
sideration of former pricing methods and policies dur-
ing recent years was evidenuly directly connected with
the general 1eappraisal of methods of economic man-
agement, with the trend towards decentralization and
towards extending the prerogatives of local authorities
and producing enterprises. The reduction of the scope
of purely administrative management and the increase

12 In Polend the abolition ol compulsory deliveries was an-
nounced, but has not yet been implemented.

18 The wage cost of collective farms was to be estimated pro-
visionally on the basis of wages of workers in State farms.

in the scope of decisions taken by the producing units
on the hasis of economic accounting brought into
sharper focus the problems of price formation.

In the Soviet Union the main subject of discussion
was the elimination of the duality in price determina-
tien as between producer and consumer prices,! This
duality of prices, which resulted in a relative under-
valuation of producer goods, adversely aflected invest-
menl decisions and decisions related to the choice
between various combinations of capital and labour,
According to the new suggestions, uniformity of prices
could he achieved by equalizing the ralio of markups
1o costs for all commoedities. Such reform would obvi-
ously result in a rise in prices of producer goods in
relation Lo wages.'s

While, in the Soviet Union, the principle of fixing
prices according to average cost was retained and most
of the other eentially planned cconomies adopted a
similar attitude, in Poland the general tendency has
heen to remould entirely the method of price deter-
mination. The proposal presented by the State Eco-
nomic Council, but not yet adopted by the Government,
represents a fundamental departure from the principles
of price formation prevailing in the centrally planned
economies. The originality of the Polish project lies not
only in the fact that it tends to eliminate the duality in
price structure of consumer and producer goods, but
that it introduces for the first lime as a basis for price
formation “marginal cost™10 instead of average cost
used in all the other planned cconomies, and states that
prices of producer goods should reflect the scarcity
relationships among various commedities. This prin-
ciple does not apply to prices paid to agricultural
producers, for which no definite policy has yet been
suggested. Price 1elations of industrial primary com-
modities and some semi-finished materials, which play
an importanl part in {oreign trade, are to be based not
on domestic cost but on price relations in world
markets, and their levels are to be based on world
prices converted into domestic currency by a “cor-
rectly determined rate of exchange” which should
relate the inteinal balance between supply and demand
to the foreign balance of payments 7 The introduction
of this system of pricing would link domestic and
foreign prices of primary commodities.

1 As already stated, prices of preducer goods were fixed on the
basis of cost, plus a relstively smail markup, while consumer
prices carried, in addition to cost, n large turnover tax, the
agoregate amount of which was related to imvestment, social
services, defence and other expenditures.

1% The rise in prices of producer goods would not affect retail
prices of consumer goods It woults’ be reflected only in an in.
crease in cost for consumer goods industries and in a decline in
the turnover tax. In the Slate budget, the revenue {rom turnover
tax would decline, but the revenue {rom profits of producer
goods induostries would increase by the same amount.

16 Defined as the average cost in the “group of marginal
enterprises’,

11 Zycie Gospodarcze {Warsaw).
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Movement of prices of primary commodities

Although the paucily of statistical data makes it diffi-
cult to present a consistent piciure of price movements
of primary commodilies, their relations to changes in
cost and their effect on demand and supply can be
illustrated by the quantitative informalion available
for some countries.

PricEs OF EXTRACHIVE PRIMARY COMMODITIES

The price movements of extractive primary com-
medities in the centrally planned econcmies are hardly
relevant as indicators of changes in supply-demand
relations or of changes in cost since, as a rule, they
were fixed for a certain petiod, in principle for the
duration of the given plan period, and readjusted 1o
cost changes from time to time. This principle was not
always respected, however, and in some countries for
some periods, the readjustment was gradual, stretching
over several years, and was not uniformly applied to
all commodities. During perieds of inflationary wage

Table 32.

increases, prices of primary commodities were fre-
quently kept below the rising cest, the difference being
covered by subsidies, whereas during a peried of
deelining cost, profit maigins would often rise far
above the ariginal markups. In consequence, the
significance of various price movements cannot be
ascerlained without complementary informalion on
cost changes in specific industries, which generally is
not available. In some cases, however, where prices are
known to have been readjusted to cost, their compari-
son may vield important information on changes in
relative cost of production of primary commeodities and
of manufactured goods.

The only country which published price indices for
several commodities covering a number of consecutive
years was Hungary. The data reproduced in 1able 32
may serve as an illustration of price policies in the
centrally planned economies, although the timing of
changes and their magnitude undoubtedly varied from
country to countiry.

Hungary: Indices of Prices of Selected Commodities

(1949=100)
Tem 1956 1551 1952 1953 1854 1955
Consumer goods .. .. ... .. . . 99 105 177 179 181 181
Producer goods 106 167 108 109 109 108
Machinery. . ., T 1 ¢ 109 98 98 95 95
Fuels. . co o 111 113 99 109 113 104
Brown coal . T 1 ¢ 120 114 112 110 110
Hard cozl . ‘ oo 100 137 130 133 158 158
Crude petroleum . . 100 125 119 124 127 127
Lignite. .. . . . .. .. 100 119 114 106 92 92
Materials e ... 100 104 118 118 120 119
Bauxite . ... e 87 87 86 83 108 107
fron ore. ... . . . 129 129 103 103 103 103
Aluminium ingots S 1] 107 107 107 117 117
Average unit wage cost. .. .. 101 95 112 115 129 128

Source: United Nations, IForld Evonomic Survey, 1957; Avalalules Magyarovscagon 1938~-Ben es 1945—

1955-Ban (Budapest),

A comparison of the indices shown in the Lable indi-
cates first of all the complete dissociation of changes
in preducer and consumer goods; in fact, an almost
complete stability of producer prices between 1950 and
1955 was accompanied by an 80 per cent increase in
consumner prices. Duiing the same period prices of
specific primary commeodities changed significantly,
but, for almost every commodity, prices remained
practically stable for several years {ollowed by a sudden
upward o1 downward vevision. The reasons fer such
revisions were not always discernibie. The upward
revisions are likely to reflect rising unit costs, since
data on the average unit wage cost for all industries
show an increase during this peried. It should be added
that, accoerding to official sources, the changes in

prices of primary commodities were often largely acci-
dental, and the level of prices, especially for coal, ores
and metals, was below cost before the reform of

1 January 1959.

The direction of changes in prices of extractive
primary commedities was more uniform in Eastern
Germany between 1950 and 1955; in contrast to Hun.
gary, the unit wage cost did not incresse during that
period and the cost ol living declined. The almost
general increase in prices of producer goods during
that peried was chicfly due to the gradual lifting of
prices 1o cost levels and Lo the elimination of subsidies.

Until 1950 prices of producer goods, inclusive of

primary commodities, were {rozen at their 1944 level.
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Several price increases which have taken place since
1950 have not as yet—or had not by 1955—resulied in
a complete readjustment of prices to cost.!s In addition
to bringing prices into line with costs, the reforms in
Eastern Germany attempted to eliminate the multi-
plicity of prices of identical producer goods, which, in
violation of the proclaimed principle of price formation,
were {requently based on costs in the individual pro-
ducing units rather than on the average cost of the
entive industry. Aeccording to official statements,
neither the unification of prices nor their adjusiment
to cost was achieved until 1956, when a general price
reform completed the process of readjustment.

Similarly, in Poland until 1956, prices of fuels,
metals and minerals, as well as of various producer
goods, were set below their average cost. Prices paid by
manufacturing industries for several materials, in
particular coal prices, represented a form of hidden
subsidy which resulted in a considerable waste of re-
sources. The magnitude of the under-valuation in coal
mining was reflected by the fact that the ratio of net
1eceipts to cost was equal Lo no more than about 63 per
cent.1? The price reform of 1 January 1956 led to a rise
in prices of producer goods, but the considerable in-
crease in wages during that year resulted again in
deficits in some industries. In coal mining the deficit
still amounted to about 19 per cent of cost in 1956.

In the Soviet Union, general price reforms tending
to synchronize prices of pioducer goods with cost
changes took place in 1936, 1949, 1950 and 1955,
although during the intervening years some minor
price changes were also undertaken. Whereas the
reforms of 1936 and 1949, {ollowing upen periods of
inflation, were characterized by upward revisions of
prices and elimination of subsidies, the relorm of 1950
represented mainly a downward correction of the 1949
prices, which apparently had been set too high, and the
reform of 1955 was designed lo reduce prices in line
with the decline in costs that had been brought about
by inereases in productivity during the five-year plan.
Although no data on production costs ol various
prima1y commodities are available, it is generally
stated that price relations in 1928, 1950 and 1955 were
a fairly good approximation of cost relations ol various
commaodities. Changes in prices ol primary commodi-
ties and of some manulactured goods during these
benchmark years are indicated in table 33. The con-
siderable diflerences in price changes ol various com-

8 Avcording to Stesistische Proais {Berdind, Mareh 1957, heween
1950 and 1954, prices of producer goads inereased by 40 per cent
for steel ingots, 81 per cent for Hal Lars, 150 pes cent for copper
plates and 19 per cont for steel plates. The [ollewing indices for
1955 hased on 1949 =100 were dorived from data published in
Gesetzblutt  der  Dentschen Demolratischen Republilc (Berlin)
itumincus coal 148, coke 159, Lignite 100: copper 512, zine 118,
aluminium 65,

8 The aggregate deficit of industrivs subject 1o central planning
amounted in 1955 1o 2 3 billion 2lotys, that is, 1o 1.6 per cent of

cost. Afler the price reform of 1 January 1956, total profits
amounted 1o 2.6 billion zlotys, that is, to L4 per cent of cost.

modities reflect primarily changes in unit cost. In the
case of lead, which shows a pattern of change different
from that of other primary goods, the price increases
between 1950 and 1955 reflect at least partly the stated
government policy of raising prices irrespective of cost
changes with a view to discouraging consumption,20
The considerable divergence in the price movements of
primary commodities and manufactured goods is
clearly due to a decline in cost of manufactures in
relation to production costs of primary produets.

Table 33. Union of Soviet Socialist Republics:
Indices of Prices of Selected Commoditics

(1950 == 100)

Commodily N8 1555
Coal 9.3 91.6
Iron ore . 16.7 88.5
Manganese ore . 16.6 88.6
Aluminivm 229 72.5
Cop{i)ez 15.0 80.9
Lead .. . . . 20 195.7
Tin . .. ‘ 84.0
Zine .. 24.7 1114
Timber 18.6 149.0
Caustie soda . 9.8 55.0
Sulphuric acid 3ra 0.2
Pig-iron . 12.0 90.0
Steel 17.7 70.9
Cement 15.2 53.5
Bricks ‘ 9.3 65.3
Window glass .. . o | 49.8
Tractors o . . 55.2
Trucks 73.0 62.0
Automobiles 71.9 80.6
Metor cyeles. 50.0 55.0
Steam boilers 55.9 88.3
FEleetric motors 87.0 94.7

Source: Indices computed on the basis of price quotations given
in the following puglicatians: Universalny Spravochnil Tsen
(Moscow-Leningrad, 1928); Nomenkluturny Spravechaik i Tseny
na Materialy i Oborudovanie Primenyaemye v Ugolnoy Promysh-
lennosti (Moscow, 1950); Spravechnil-uliczatel Tsen | Srednikh
Srokov Sluzhby {Moseow, 1929}: Spravechnil Tsen na Stroftelnye
Materialy { Oborudovanie Tsen Deistouyushehikh s [ iyulia 1935
Goda, parts LIII (Moscow, 1956); D. T§> Kondrashev, Tsenoobra-
zovanie v Promyshlennosti S5SR (Moscow, 1956).

It should be added that the 1928 prices ol several
produets of the engineering indusiry 1eflecled the very
high cost of the initial stages of manufaeluring, pre-
ceding the introduction of serial production.® In addi-
tion, their changes should be consideicd only as a
rough indication of the trend, sinece the engincering
products may differ considerably with 1espect to tech-
nical specifications and quality.

20 The timber fndustry showed a deficit hefore 1955 and prive
increases ol timber in that year seem to refloct a readjustment
to east.

= This is partly reflected in data reproduced in table 33. The
mueh smalier increase in prices of productls of the engineering
industry than in those of primary commoditics was mainly due
to the very considerable incresse in output per man in engincer-
ing which resulted (rom the gradual extension of serial produe-
tion
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Between 1940 and 1949, the prices of primary com-
modities, as well as those of other producer goods,
remained unchanged despite the very considerable
increase in unit wage cost which occurred during the
war, particularly in mining and metalluigy. The large
deficit resulting from the widening gap between prices
received by producing units and their cost was covered
by budgetary subsidies, which rose from ahout 5 billion
roubles in 1940 1o 45 billion in 1948.22 The reform of
1949 resulted in an 80 per cent increase in prices of
producer goods, with higher than average increases in
prices of primary commodities. Thus, coal prices were
raised by about 190 per cent. However, while the inten-
tion of the Government was to bring prices to a level
determined by cost plus 3 to 4 per cent profit, the new
prices exceeded cost by a considerably larger margin,?
and therefore were reduced during the following years.
The index of wholesale prices, based on 1949 =100,
was reduced to 80 in 1950, 77 in 1951 and 70 in 1952.
The next general price reform took place in 1955, with
the object of adjusting prices to the cost changes which
had taken place between 1952 and 1955. Average
prices, fixed for the duration of the new five-year plan,

were set at a level of 8 to 10 per cent below that of

1948.24 It is significant, however, that this reduction
was mainly the result of changes in cost in machine-
building industries, while in the remaining bianches
prices were still 20 per cent above those of 1948.
Prices of primary commodities such as coal, ferrous
metals and several non-ferrous metals were 50 to 100
per cent and more above the 1948 level. These differ-
ences in price changes indicate that between 1940 and
1955 the cost of manufactured products declined sub-
stantially in relation to that of primary commodities.?®

CHANGES IN PRICES PAID TO AGRICULTURAL PRODUCERS

The multiplicity of prices paid to agricultural pro-

ducers for identical commodities and the scarcity of

data make it difficult to analyse the changes in average
prices of agricultural primary commodities. These
average prices were influenced not enly by changes in
prices paid for compulsory deliveries and for above-
quota State purchases, and by changes in free market
prices, but also by changes in the share of each of these
transactions in total sales.

In most of the centrally planned economies prices of

22 Coal priees represented 39 per cent of cost, timber 48 per
cent and pig-iton 68 per cent (1. D, Kondrashev, Tsenoobrazo-
vanie v Promyshlennosti SSSR, pages 132 and 133).

2 The new prices were culcuﬁxted on the basis of cost estimates
during the fourth quarter of 1948 and their projection for 1950.
The preliminary estimate of cost for 1950 proved to be erroneous
(0. B Kondrashey, op. cit., puges 140 to 143).

# In 1948 wholesale prices were generally equal to those in
1940,

2D ). Kondrashev, op. cit., page 148, According to Sh.
Turetskei, ¥oprosy Ekonomiki, No. 5, 1957 (Moscow), “compared
to the pre-revolutionary period, the whelesale prico index of
machingry is now approximately 4.5 times lower than the index
of prices of coal and timber industry and 1.5 to two times Jower
than the price index for metals”.

compulsory deliveries were kept at a very low level
until 1953 and then substantially incieased, together
with prices for other State purchases. Prices on the
free market, however, fluctuated under the influence
of changes ir supply and demand.

In the Soviet Union prices paid to the peasants for
compulsory deliveries of most agricultural commedities
remained practically unchanged between 1928 and
195526 despite the fact that consumer retail prices rose
during this period approximately eight times, Prices of
other State purchases increased substantially, although
much less than retail prices. However, in 1953-1954,
delivery quotas were reduced for several commodities
and prices of meat, milk, butter, vegetables and pota-
toes were increased, resulting in a substantial increase
in average prices.?” The rise in average prices paid to
agricultural producers had a significant eflect on profit-
ahility and played an important part in increasing out-
put during subsequent years. In 1958 the muliiplicity
of prices paid by the State to agricultural producers
was abolished and the new unified prices were to be set
at a level approximately corresponding to average cost
plus about 30 per cent markup * In order to eliminate
the effect of differential rent, however, prices set by
the central autherities will be differentiated on the
basis of regional differences in natural conditions. The
changes in prices paid to the peasants are indicated in
table 34.

The differences in the direction and magnitude of
changes caused by the 1958 reform were due to the
fact that one of the purposes of the reform was to
eliminate the entirely haphazaid cost-price relation-
ships for various commodities which had developed
during previous years. The cost estimates were to be
provisionally based on wages paid to workers on State
farms plus amortization, and other current expenditure.
The rise in prices {or grain, potatoes, milk and livestock
reflects both the readjustment to estimated cost and
the inclusion of markup necessary for financing invest-
ment expenditure which, before the abolition of ma.
chine and tractor stations, was financed by the State,
The decline in prices paid for cotten, flax, hemp and
other textile crops reflects the elimination of sharply
progressive premiums paid to producers for increases
in yvield in excess of plan. Prices paid for cotton, even
without the premium, had been set at a profitable level.
In 1956 they rose by more than 50 per cent over 1955
and were slightly reduced in 1957. The new price set
{or 1958 is in fact equal to the 1957 piiee, exclusive of
the premium. While the gap between State procure-
ment and collective farm market prices was substanti-

26 Faprosy Fhonomili, No. 3, 1958, page 53,

27 Prices paid for compulsery deliveries of milk and butter
doublod, for potatoes increased threefold, and for meat and
poultry increased fivefold.

2 1t scems that this was not entirely achieved in 1958, and it
is to be introduced gradually during 1959. Price levels are to be
reviewed every year on the basis of cost and may also vary with
harvest prospects.
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Table 34.

Union of Soviet Socialist Republics: Average Prices Paid to

Collective Farms for Agricultural Products and Free Market Prices

(Roubles per guintal)

Stale procurement

Farm marketss

Product Compulsory Siate Avcrage Unified R
deliveries, purchases, prices, prices, 1954 1857

1943-1954 19531954 1956 1958
Wheat ......... .. .. 12 120 53 T4b — —_
Potatoes. . .. ... ... .. 10 27 e 40 194 118
Sugar-beets.. . ... .. 21 32e 24 24 —— —
Cottond . .. ..... ... .. 260 372 340 — —
Mik......... o 55 120 97 115 394 307
Hogs. ... ............ 320 700 . 826 .
Cattle. ... ....... .... 150 410 619
Epgse. ... ... 20 50 60 239 226
Wool. ... ... . ... 1,630 2,581 2,045 R —

Source: United Nations, Economic Bulletin {br
Europe, vol. 10, No. 2, 1958 (Geneva), poge 18;
Pravda (Moscow), 26 September 1953, 2 February
1956, 7 July 1956, 1 June 1958.

» Moscow collective farm market.
b Al grains.

ally reduced by the 1958 reforms, it has 1emained very
considerable for the few commedities for which farm
market data are available. Among the commodities
listed in the table, grain, sugar-beets, cotton and wool
are hardly sold at all on collective farm markets. With
respect to other commodities, such as potatoes, milk
and eggs, the farm market prices were still about three
times as high as State procurement prices, and prices
of meat were about 70 per cent higher than the meat
equivalent of cattle sold to the State.

Among other centrally planned economies, only
Czechoslovakia and Hungary published detailed indices
of prices paid to agrieultural producers covering a
number of years. The data reproduced in table 35 show
a substantial increase in average prices paid to agri-
cultural producers in 1953/54 and again in 1955/56.
The changes in average prices reflect the increased
prices paid by the State for compulsory deliveries and
for other purchases, respectively, as well as changes in
the relative share of these two kinds of State procure-
ment in total sales. It should be pointed out that Lhe
favourable effect of the reduction of delivery quotas®
on average prices was occasionally oflset by declines in
output. In consequence, substantial incieases in prices
paid for State purchases were not always reflected in
average prices. In Czechoslovakia, in 1956, the rise
in average prices paid for livestock products was
much greater than price increases for compulsory
deliveries and {or State purchases, reflecting a shift in
total procurements towards higher-paid State pur-
chases., The rise in prices paid by the State purchasing
agencies resulted in a narrowing of the gap between the
free market and State procurement piices in both
countries, In Hungary, however, the multiple prices
paid by the State procurement agencies were aholished

2 Delivery quotas were set in absolute quantities.

¢ Contractual delivery prices.

9 All cotton is sold 1o the State at speciel con-
tractual prices. The considerable incresse in prices
in 1956 reflects largely the steeply progressive
premiums paid to cofton growers for increases in
yield per hectare.

= Hundreds of units.

and the unified prices were set at levels exceeding the
former average prices and, in the case of cattle, above
the former State procurement prices.

In Poland, as in Hungary, there were important
price changes from 1953 to 1954 and from 1955 to
1957. Delivery quotas were abolished for milk and were
reduced by one-third for grains; prices for above-quota
sales were considerably increased. The average prices
paid for compulsory deliveries and State purchases
increased as {ollows (1950=100):

1955 1950 1957
Wheat....... . . 132 184 255
Potatoes. ... ... .. . 113 151 185
Cattle ... .. .. .. .. 210 272 257
Hops o 141 177 217
Milk. ... ..., .. ... 158 192 258

Saurce: Rocznik Statystyczny, 1956 and 1958 (Warsaw}.

As in other countries, the margin between free market
and Slate procurement prices declined substantially.

The increase in prices paid to agricultural producers
in all European centrally planned economies resulted,
after 1953, in a recovery of the terms of trade between
agricultural primary commodities and goods purchased
by the peasants. These changes can be illustrated by
the following indices of the ratio of price received to
prices paid by the peasants in Hungary and Poland:

1952 {953 1954 1955

Hungary {1951=100)». ... 67 80 98 103
Poland (1950/51=100v. . 116 88 87 104

Source: Hungary: Avalakulos Magyarovssugon 1938~Bun es
1949-1955—Ban; Poland: Elonomista, No. 3, 1957 (Warsaw).

« National averages.

* Unweighted mean of price ratios for medium-sized farms in
Poznan-Bydgoszeh and the western provinces, While the magni-
tude of changes varied among farms of different sizes and in
different parts of the country, the direction and timing of changes
secem to be typical for the country as & whole.
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Table 35.

Czechoslovakia and Hungary: Indices of Prices

Paid to Agricultural Producers

Crechoslovakia Hungary
1952 1959
prices prices
Praduct and ilem (korunas Indices (1952 = 100} (forints Indices (1952 = 100}
r;uﬁf{ﬂf) 19252 1956 1057 qu?rfll;:!} 1053 1956 1957
Wheat
Average procurement price® 101 129 143 138 . cee .. ...
Compulsory deliveries 80 125 125 125 63 100 118 335
State purchases . 120 250 200 175 81 199 M2 263
Farm market price . , ‘ . . 250 129 128 96
Cattle
Average procurement price® 264 113 246 248 278 97 260 324
Compulsory deliveries 261 108 222 220 . 260 100 104 346
State purchases 515 169 183 182 340 85 238 265
Farm market price : . . o 510 100 173 206
Hogs
verage procurement price® 045 101 141 138 570 104 254 342
Compulsory deliveries . 606 100 98 97 570 91 95 342
State purchases - 1,600 100 94 87 630 138 311 309
Farm market price. . . 2,180 115 04 83
Milke
Average procurement pricet 100 106 148 153 71 129 281 338
Compulsory deliveries .. 100 107 122 122 7l 104 108 338
State purchases | 200 117 112 124 71 345 372 338
Farm market price e : . ‘ 350 100 91 01
All agricultural products
Average procurement price® 111 158 161
Compulsory deliveries 108 130 130
State purchases 120 118 116

Source: For Czechoslovakin: Statisticel Yearbook
of Czechoslovakia, 1958 (Prague); for Hungary:

agyor Statisstikai Zsebkonyv 1958 (Budapest).

» I'or compulsory deliveries, State purchases and
their weighted average, the data represent the uni-

Although comparable data are not available for other
countries of the group, the existing information on
changes in retail trade prices and in average prices paid
to peasants indicate that the change in terms of trade in
favour of agricultural primary commodities was similar,
if not greater, in most of the other Ewropean centrally
planuned economies between 1953 and 1955.

CHANGES IN FOREIGN TRADE PRICES OF
PREMARY COMMODITIES

It has been stated previously that the foreign trade
prices of commodities and their changes over lime were
not related to price movemenls on domestic markels,
and that prices in trade between the centially planned
aeonomies differed frem woild market prices duing
most of the post-war petiod. Some insight into price
1elationships and their changes in 1955, 1956 and 1957
can he gained {rom the extensive trade statislics re-
cently published hy the Soviet Union.

The data reproduced in table 36 1epresent the unit
value of relatively homogeneous commodities derived
from value and quantum statisties of Soviet exports.
They indicate that Soviet export prices in 1956 and
1957 generally changed in the same direction as prices

fied prices; for furm rmarkets, the current farm
market prices.

b Average weighted prices of compulsory de-
liveries and State purchases.

¢ Priee per one [hundmd litres,

in world markets although the amplitude of change was
often different, partly because price variations in trade
with other centraily planned economies differed from
those in exports to the rest of the world. It should be
added that the fluctuation of prices of Soviet exports
to the centrally planned economies between 1935 and
1957 was much greater than during the preceding

period when prices were usually fixed for a number of

years, The rather extensive changes in prices of several
primary commodities during the past two yeats reflect,
at least partly, the readjusiment of prices in intra-
group trade 1o those prevailing in werld markets.

The comparison of changes in ratios of world prices
to those of Soviet export prices would hardly be rele-
vant because of possible diflerences in quality and in
transpottation cost included in price quotations. Such
differences are obviously much smaller between Soviet
prices of exports to the centiaily planned economies
and those to the rest of the world, Since all Soviet
export prices are L.o.h. the [rontier of the Soviet Union,
and most of the primay commodities cross the Soviet
border al points that are relatively close 1o one another,
the price difference due lo Lianspoilation cost scems
to be of little significance if one excludes exporl prices
to mainland China. The data presented in the last three
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Table 36. Union of Soviet Socialist Republics: Indiees of Unit Values of Exports in Trade with Centrally
Planned Economies and with Rest of World

Prices of USSI exports o

Ratio of USSR prices of

Centrally planed

exporls to rest of world (n
prices of erporis {o cendrally

Commedity World market prices World, tolal cconnmies ftest of world planned economies
1056 14557 F N 1957 1956 1857 1956 1957 1955 1556 1957
(19552 100) O ntrntty phverts
ecoranivg= [}
Coal, bituminous 125 139 118 148 121 154 116 136 86 83 76
Anthracite. . . . .. 119 140 100 118 120 145 94 113 115
Coke . . . . 108 137 71 92 121 149 57 98 03
Iron ore ‘ o 108 120 102 125 102 125 — —
Manganese ore S 133 199 99 159 187 250 98 186 154
Chrome ore o 120 143 103 121 123 146 77 93 95
Apatite ... . S 97 82 48 80 95 — 93 91
Crude oil. L 94 102 a7 102 98 97 100 118 73 73 82
Copper. .. . 102 a6 102 79 103 81 102 75 107 109 99
Leaéj o O (4. 92 98 86 98 89 o 82 88 81
Zinc .. ... . ... 105 95 99 88 98 93 103 88 a7 91 83
Aluminium . 106 111 114 110 105 121 115 97 113 123 90
T ... .. . . .. 108 105 72 69 71 70 101 98 66 95 93
Wheat S {44 97 91 96 98 96 90 96 93 86 94
Rye . .. .. . 96 97 99 96 91 103 97 85 104
Barley . 100 93 97 97 100 G0 103 00 82 84 82
Qats . . o 96 97 100 101 92 93 109 99 100
Cotton . ) 86 9y 91 99 a8 94 a8 84 81 95
Flax fibre . . . . 0 a5 106 56 82 83 58 48 86
Tobaeco . . S 100 107 100 98 84 110 104 113 75 83 77
Sawn wood. P 96 97 95 98 95 92 89 89 84
Vepetable cil. . ... .. 105 106 116 115 112 111 125 126 75 84 86
Sugar . . . A (1) 119 102 129 122 126 105 133

Source: For Soviet Union export prices: Fneshnyaye Torgovlya
S55R =a 1956 God and Vaeshnyaya Torgovlya SS58R za 1957 God
{(Moscow, 1957, 1958); for world market prices: coal, United
Kingdom export value unit; crude petroleum, United States
export value unit; iron ore, United Stales export value unit;

columns of table 36 represent ratios of unit values of
exporls to the resi of the world to the unit values of
exporls Lo the centrally planned economies, with the
exclusion of mainland China and Nerth Korea. Even
after this correction the ratios may be influenced by
some differences in transportation cost and by the fact
that the commadities listed are not cleatly defined and
may not be completely homogeneous. Nelwithstanding
all these qualificalions, the ratios shown in the table
indicate that for most of the primary commodities
Soviel export unit values in trade with the centially
planned economies exceeded those in trade with the
rest of the world, but in most cases there was a tend-
ency to veduce this margin, especially in 1957 The lack
of information on other commodities, both in exports
and imports, makes it difficult to draw any definite
conclusions about the siganificance of these discrepan-
cies. Tt is likely that the dillerences reflected in the
rativs were offsel in bilateral agreements by compen-

copper, aluminium, lead, zine and tin, United Kingdom export
value units, as given in United Nations, Commodity Trude
Statistics, Statisticel Papers, Series D, 1955, 1956 and 1957,
wheat, barley, cotton, woel, vegetable oif, sugar and tobacee,
data su )Iich by the Foed and Agriculture Organization of the
United Nations.

satory deviations in prices paid for imports or received
for exports of manufactured goods.®

The data in table 37 indieate that the differences in
unit values of exports lo various centrally planned
countrics were considerable for anthracite coal, iron
ore, manganese ore, copper and cotten, and much
smaller, or insignificant, for other commodities. The

30 It is interesting to note that the ratie of imporis to export
unit values of some primary commodities which appear both in
Soviet exports and imports in the trade with the European
centraily planned eeonnmies was increasing in the following
fashion:

955 G 057
Coal, bituminous 96 6 05 4 100.5
Cake 649 107 6 103.5
Zine o8 8 1008 1043
Lead 206 92 5 96 5

The ratio of import and export prices for crude oil has remained
practically unchanged during 1955, 1956 and 1957
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Table 37. Union of Soviet Socialist Republics: Unit Value of Selected Primary
Commodities Exported to Various Centrally Planned Economies

{As percentage of average)

Commodity and counley 1956 1957 Contnodity ard country 1956 1957
Bituminous coal Tin
Czechoslovakia. ... .. 108 101 Bulgeria . ........ .. 103 104
LFastern Germany ... .. .. 99 103 Czechoslovakia. ... .. .. 100 101
Hungary.............. 93 96 Hungary. .. ...... ... 99 98
Anthracite Puland: P a9
Czechoslovakia ... . .. 95 82 Romania. . . .......... 98 97
Eastern Germany . .. ... 99 95 Zine
E"l“gﬁw” R %(0}{5) %(2)‘]% Czechoslovakia = . . 97 90
olana e Fastern Germany ...... 101 105
Tron ore Romania . ... . ..... 101 105
Czechoslovakia ... .. ... 101 104
Eastern Germany ... .. 101 90 Lead )
Hungary. ........ .. 9B 85 {zechoslovakia .. ...... 98 08
Poland. .............. 101 115 Fastern Germany....... 100 102
Romania....... ....... 101 106 Hungary ... ... ... .. 102 100
Manganese ore W heat
Czechoslovakia. ... ..., 118 131 Bulgaria . . ... .. 102 102
Eastern Germany.. ... 94 55 Czechoslovakia. .. .. 100 102
Poland. . .. .. ..... 88 114 EIastern Germany ... .. 100 95
. Hungary .. ... .. .. ... — 101
Crude oil gary
Czechoslovakia ... ... 103 99 goland; L 18& 133
LBastern Germany... ... 107 1 omama ..o
Hungary. .. .. ........ 9 95 Cotto
L
Poland oo 96 106 Bulgaria . .. ... .. 103 109
Copper Czechoslovakia. .. ... . 99 —
Bulgeria. .. . ......... 101 105 Eastern Germeny ... .. 100 92
Crochoslovakia. .. .. ... 109 108 Hungary........ . ..... 101 115
Hungery ... ... ... 113 105 Poland.. . ............ 98 93
Poland. .. ... . .... . 77 82 Romania........ ...... 99 89

Source: Vreshnyaye Torgovlya SS5R ze 1956 God and Preshnyaya Torgovlya SS5R za 1957 God (Moscow,

1958).

deviations from the average do not show any significant
decline in 1957 as compared to 1956, and in some cases
were even greater than in 1956. Although they could
be partly the effect of differences in transportation cost
or in quality, it is doubtful that, for instance, changes
in the relative prices of anthracite or manganese ore
between 1956 and 1957 could result from these
factors.® It is likely, however, that the differences in
commodity prices fixed by bilateral agreements with
various eountiies were compensated by inverse differ-
ences in prices of other exports or imports. The frag-
mentary data on unit values of exports of other cen-
trally planned economies indicate similar deviations
from the average price by countries of destination. This
is partly shown by the following examples indicating
variations from the annual average price, taken as 100:

1854 1955
Exports from Hungary
Crude oil to
Czechoslovekia. ............... 95 120
FEagtern Germany .. ... ..... ... 90 90
Polond ... .. ... ......... .. 114 91

Aluminiunt to
China {mainland) .. .. .......... 112 139
Poland.. ..................... 88 61

Exports from Bulgaria
itrogenous fertilizer to

China {(mainland) ... ... . 107 107
Czechoslovakia  ..... . ..... .. 111 78
Hungary. .. ............. ... 114 114
Poland.. ... ... ................ 108 82
Romania. . ..... .............. 80 116
Tobacco to
Czechoslovakia . . .......... 121 113
Eastern Germany ... ... ........ 8B 117
Poland . ... ... .... ........ 92 85
USSR.... .................. %90 84

Unlike the Soviet data, the unit values indicated above
are not £.o.b. frontier, but are valued at point of change
of ownership and may therefore reflect considerable
differences in iransportation cost, not only by country
of destination but also from year to year, Despite this,

11t is unlikely that the quality of these two homopeneous
commodities changed between 1956 and 1957 or that their

ul-r?nsportation cost to the Soviet border recorded any significant
change.
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it is unlikely that the changes in price relations are
entirely due to these factors. As in the case of Soviet
export prices, they also reflect the fact that despite the

principle of unified prices based on world prices, actual
prices established in bilateral agreements may vary
considerably from country o country.

Chanees in output of manufacturing, mining and agriculture
5 p & g

During the inter-war period, output and trade of
primary commodities were influenced in less industrial-
ized Lurope and jn mainland China® by general
economic backwardness, agricultural over-population,
low degree of diversification of natienal production and
by a deficiency of eflective demand, which in most cases
was below the level required for full utilization of the
existing productive capacity, In all these countries at
one period;or another, steps were taken by the Govern-
ments to stimulale the development of manufacturing
industry and thus achieve a mose complete utilization
of patural and human resources. In no case, however,
were these efforts adequate te gemerale a rale of
economic growth sufficiently high to alieviate the exist-
ing conditions. In Czechoslovakia and Eastern Ger-
many, the most industrialized countries of the group,
demand during most of the inter-war period was seri-
ously affected by the woirld depression. The demand-
supply balance for primary commodities changed com-
pletely in all these countries following the introduction
of large-scale industrialization.

Whe sake of convenience, less industrialized Europe is
defined in this seetion as including Bulgaria, Hungary, Poland

and Romania; more industrialized Europe, Czechoslovakia and
Easstern Germany, and eastern Europe, all six countries,

In the Soviet Union, which began its plans of cco-
nomic development in 1928, indusirial production rose,
according to the official index, more than ten times
between 1928 and 1950, Similarly, very high rates of
growth were achieved during the post-war period by all
centrally planned economies, where industial predue-
tion rose {rom 1950 to 1957 by as much as 136 per cent.
Although these indices based on gross value oversiate
the increase in value added,’ the aclual expansion,
measured by any standard, was unprecedentedly high
and it has conlinued at very high rates into recent
times (see table 38).

It is significant that the rapid expansion of manu-
facturing was a phenomenon common to all centrally
planned economies, irrespective of their size or the

%8 This is particularly true for the Seviet index for the period
from 1928 to 1950 (see United Nations, World Economic Survey,
1955 (sales number: 1956 11.C.1), page 89). It should be noted,
on the other hand, that indices of gross industriel production-—
which includes, in addition to manufaciuring, mining and eleetric

ower output——are used here to trace the development of manu.
acturing. The latter is somewhat underestimated, on this score,
inasmuch as output of mining hos lagged behind gross industrial
ﬁruductionh The understatement cannot be large, however,
ecause the relative weight of mining in lotal industrial output
is small. Qutput of electric power generally moved more in line
with the expansion of manufacturing.

Table 38. Indices of Gross Oulput of Industry, Agriculture and Mining,» by Area
(1950 = 100)

Area and item 1928 15375 1053 19564 1957
Eastern Europe
Less industrialized countries®
Industry S o 39 50 167 216 240
Agricultwre ... ... .. .. 106 112 108 122 128
Mining=. P : . 81 125 138 138
More industrialized countriese
Industry. ... ....... .. ...... B4 83 15¢ 195 212
Agricultare. ... . . .. 119 115 112 125 131
inimg .. 72 78 124 151 157
Total, eastern Europe
Industry . ... ... ... 6l 68 160 204 224
Agriculture .. . ... ... 108 113 109 123 129
Mining. ... ... ... .. . 78 79 124 144 147
USSR
Industry . e 9 40 145 205 225
Agriculture . e a0 90 108 137 138
Mining .. . C 17 58 128 176 195
China {mainland)
Industry 89 213 351 376
Agricnltuie 122 132 154 159
Mining. 66 167 281 326
Total, planned economies
Industry . . 53 1565 216 236
Agriculture 167 117 140 1d4
Mining. . 65 129 172 188

Source nrd footnotes to talle 38 on paze 146.
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availability of industzial skills and resources. There
was, however, a tendency towards retardation of the
rate of growth as higher levels of development were
approached. This tendency was reflected in some
levelling off of the inequalities in the degree of indus-
trialization within this group of countries from 1950
onwards. Thus, as indicated in table 38, in mainland
China, where industrial development started from an
extremely low level, industrial preduction increased,

from 1950 to 1957, 3.8 times. A much lower, but never-
theless the second laigest rate of increase—2.4 times—
was achieved in the Jess industiialized area of Europe
It was still lower—2.3 times—in the Soviet Union, and
lowest, only 2.1 times, in the industrially most devel-

8 This group includes Hungary, where industrial output
declined in 1956 as a result of the uprising. From 1950 to 1935,
Hungary's gross industrial production expanded at the seme rate

a5 the average. In the other three countries of the group, output
increased 2.5 times [rom 1950 to 1957,

Source: Industry: Gross industrial production
indices 2s given in national statistical yearbooks
und reports on fulfilment of plans. Group indices
are weighted by the method described in United
Nations, IVar!JEcunumfc Survey, 1957, page 200.
The 1937 figure for Ching (mainland) represents a
rough estimate.

Agriculture: Except for the Soviet Unien for the
years indicated below and for China (mainland) in
1937, iadices of gross agricultural production as
given in nationgl statistical yearbooks and reports
on fulfilment of plans. Group irdices are weighted,
uging the output of an identical list of agricultural
commodities in each country in 1956 valued by the
Soviet Union export prices and—when ne such

rices were available—import prices in that year
he list includes: grain ang rice, tobaeco, vegelable
oil, sugar, meat, milk, egps, coiton, woel, [lax,
hemp, silk, jute, and tea. Sinee data on fruit and
vegelable production were not available for each
country, Eolh fruit and vegetables, including
otatoes, were excluded from this list to make the
mdices for various couniries more comparzble.
For the Soviet Union no official index of agricul-
tural production s available for the period covered
except for the statement by Mr. Krushehev
(Pravda, 21 June 1958) that the average increase in
output of agriculture was 1.6 per cent from 1950
1o 1953 and 7.1 per cent {rom 1954 to 1957, This
statement expressed in index form implies an
increase of agout 5 per cent in production from
1950 to 1953, and a 38 per cent increase from 1950
to 1957, Using Soviet export prices of 1956 and the
available series on the physical output of com-
modities included in the list above (exciuding
tobacco anrd hemp but including potatees), the
following indices of production were obtained

(1950=100):
1913 1938 1837 1953 1955 1856 1957

90 80 90 108 127 146 14l

The index given in the table is baged on the
estimates above adjusted for minor discrepancies
between these data and those given in Mr. Krush-
chev's statement. The 1937 figure for China

(mainland) is derived by u similar method. As in
the case of the Soviet Union, the index obtained by
this method i3 very close to the official index
reported for other years. This can be seen from the
fo{]iowing comparison:

1936 1249 1952 1853 1954 1955 1856 1957
Official index 50 83 86 88 96 100 104
Computed index 79 57 85 86 87 96 100 104

The closeness of the results is the more remark.
able in this case as no data for livestock production
are nvailable for Chinz (mainland); consequentl
the list of commodities had to be reduced uccorcﬁ
ingiy. It should be noted, however, that the share
of fivestack production in Ching’s sgricultural out.

ut is relutively very low. Thus, sccording to Ta
hung Lin (Chine’s National Income 19311934,
The Brookings Institute, Washington, D. C,
1946}, the gross value of output of livestock pro.
duction was, in 1931-1936, only 4 per cent of the
gross value of grains. This ratio was applied for the
derivation of the relative weight for China (muain-
land) which would be comparable to the weight
derived for other countries.

Mining: In contrast to the indices of industry
and agriculture which are, with the above.men-
tioned exceptions, based on national statistics, the
indices of mining output are derived entirely on
the basis of physical output series weighted by
Soviet foreign trade prices in 1956, A cheek on the
sceuracy ol these estimates can be provided for
countries which publish indices of mining output
or for which sucl? indices can be derived by com-
bining tndices for fuel and metals given separately
weighted either by the value of product or the
number of workers empleyed in these branches
As may be seen from the comparison given below,
the discrepancies are generally small despite the
fact that the relative weights used in the computa-
tien of the indices most probably differ signifi-
cantif'. The following indices of mining output are
based on 1950 =100; those in the first column for
cach country were derived {rom physical sutput
datn and those in the second columa from data on
gross value of output.

Crechostoralkie Eastern Germany Hungary Homania
1937 . .79 e 77 69w 60 G4 108@m  grw
953 ... . 119 123 127 125 155 i74 167 180
1956 o . 149 146 151 153 151 167 203 220
1957 . . .. 159 165 155 147 158 211 234

() 1936; no data available for 1937, The index of gross cutput for 1937 was obviously higher.

@ 1938

s Fuel extraction, mining of iren and manganese
ares, mining and smelting of non-ferreus ores,

b Figures Tor 1937 refer to the years from 1936
to 1938 aceording to the availability of data.

¢ Figures lor agrienlture represent averages from
1952 to 1954,

4 Figures {or agrienlture represent averages from
18955 1o 1957,

¢ {ncludes Bulgarin, Hungary, Poland  and

Romania. Data for 1928-1937 (pertain to pre-war
territory, those for 1937-1957 to post-war
territory.

t Grain only.

& Includes Czechoslovakia and Fastern Germany
from 1937 on; up to 1937, Czechoslovakia only.
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oped planned economies.?? The differences in the rates
of growth were nol entirely the result of the greater
importance of retarding factors in the more developed
economies, but were also due to the strenuous efforls
of the national Governments to achieve a high degiee
of self-sufficiency in all stages of manufacturing. While
this policy undoubtedly had the positive effect of
bringing each country onto the path of industrial
development, it often resulted in an over-emphasis on
heavy industry and, within this sector, on engineering
industries. The defect of this approach, now generally
recognized, was the sacrifice of benefits from specializa-
tion and trade along lines of comparative advantage,
based on differences in natural resources, together with
economies of scale based on expansion of the market.

The expansion of manufacturing raised the demand
for minerals, {uels and 1aw materials of agricultural
origin, and resulted in increased import requirements
of raw materials and products which could not be
produced locally, or of which domestic supply was
inadequate, In primarily agrarian countries, this in-
creased demand for imports could be met largely by the
expansion of exports of primary commodities, henee
by an intensified pressure on domestic supply. In the
more developed countries, expanded requirements of
raw materials could be covered partly by increased
exports of machinery and other finished products, the
import content of which probably did net increase pro-
portionally. Such exports, however, weze in competi-
tion with the huge domestic investment programmes

which absorbed a large proportion of the outpul of

engineering industries,

Demand for primary commodities was, in all coun-
tries, further enhanced by rising domestic demand for
food, associated with the increase in real disposable
income of the working population as compased to ils
pre-war level. However, even in periods when real in-
come was not rising, shifts of labour from the country-
side to the cities, not accompanied by a commensurate
shift in foed supplies, 1esulted in relative increases in
per capita food consumption by the peasants and con-
siderable pressures of demand upon supply in the ur ban
areas.

Iixpansion of agriculture was very moderale com-
pared to the swift growth of manufacturing in all cen-
trally planned economies. Alter a disastious decline in
the early nineteen thirlies, Soviel larm output, on the
eve of the Second World War, exceeded its 1928 level
by only about 10 per cent and was approximaiely at the
same level as in 1913 The performance of agriculture
was considerably bettes during the pusl-war reconstrue-
tion petiod if all centrally planned cconomies are con-
sidered as a group. As may be seen [tom table 38, the
increase f1om 1930 to 1957 was of the order ol 44 per

33 The rate of inerease would have probably been lower in this
group were it not for the [act that has!cm Germany was stil}
going through a process of recovery in the cartier part of the
peried.

cent; however, the expansion was very uneven both
from year to year and from country to country. In
mainland China, where agrieultural output expanded
during this period more than in any other country, the
increase was spread more ot less evenly throughout the
period;3s part of it, however, was a result of recovery
from war devastation, the 1936 level of output not
having been regained until 1951-1952. In the Soviet
Union the over-all rate of increase in agricultural pro-
duction exceeded that of mainland China for the period
from 1937 1o 1957 as a whole, but fell considerably
short of it during the 1950-1957 period. A character-
istic feature of developments in the Soviet Union was
the fact that most of the expansion oceurred between
1954 and 1957, whereas between 1950 and 1953 the
increase was below 2 per cent a year. The expansion
of farm ouiput was smaller in the eastern Luropean
countries, which, except for Eastern Germany, did not
regain their pre-war level until 1954 and exceeded it
by only 13 per cent in 1957. Changes in individual
countries ranged {rom a decline of 4 per cent in Czecho-
slovakia to an increase of about 20 per cent in Eastern
Germany.

On the other hand, although the expansion of mining
output clearly lagged behind the expansion of manu-
facturing in all countries throughout the period of
central planning, the lag was in most cases moderate,
quite untike that of agriculture. Thus, the growth of
manufacturing in the Soviet Union from 1928 to 1950
was sustained by an almost sixfold increase in mining
output. A fairly close relation between gross industrial
production and mining output is also ascertainable for
the entire group of centrally planned economies from
1950 to 1957 when an increase of 136 per cent in the
former was matched by an increase of 88 per cent in
the latter. However, during this latter period the rela-
tive rates of growth of mining output in individual
countries were less directly associated with the rates
of expansion achieved in manufacturing. Thus, the
highest rate of growth in mining was achieved in main-
land China, followed in decreasing order by the Soviet
Union, more industrialized eastern Evrope and less in-
dustrialized eastern Europe.

The dilferences between the rates of growth of min-
ing outpul in different arcas reflect primarily differences
in the availability of untapped mineral resouices at the
period of inauguration of the long-term plans. Although
during the pre-revolutionary period and thioughout the
period of reconstiuction the rate of growth of extrac-
tive industries outdistanced the growth of manufactur-
ing in the Soviet Union, the level of mining outpul at-
tained by 1928 was low refative to the country’s endow-
ment in mineral resources. Expanded geolegical re-

36 Disregarding fluctuations due to weather conditions.

37 |t should be noted that in i least two countries, mainland
China snd Fastesn Germany, mining output during the pre.
planning period grew faster than that of munuflactaring This
vefllects mostly war-time expansion of coal mining
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search and prospecting during the five-year plans
brought further discoveries and resulted in a widening
of the mineral base to include a range of previously
unavailable raw materials, Improvements in technology

and transportation made possible the exploitation of

mineral deposits which previously had been physically
inaccessible or the extraction of which had been un-
economical, with the result that the rate of expansion
of mining output, by and large, fell into step with the
general pace of industrial development. More exactly,
at different periods of time, the supply of minerals was
short of the requirements imposed by the plan. Such
shortages, however, were the result of inadequacies in
planning, different degrees of plan fulfilment in differ-
ent sectors, long maturation periods in mining con.
struction and similar factors affecting the short-term
supply-demand position, rather than the result of an
inability to expand the mineral base sufficiently.

The situation in the eastern European countries was
different in this respect. This area is much poorer than
the Soviet Union in mineral deposits, and the rates of
utilization of available resources were relatively much
higher at the time planning was initiated. While in the
Soviet Union the exploitation cost of new deposits was
frequently lower than in the older producing regions,
expansion of mining in eastern Europe was mostly
achieved at increasing cost. In fact, increases in output
had often to be brought about by re-opening mines pre-
viously abandoned because of high cost. The shift to-
wards poorer deposits, particularly intense in eastern
Europe, entailed rising unit costs and became an im-
portant limiting factor of the expansion of mining.

While these considerations seem to offer a valid
explanation of the differences in the 1elative rates of
growth of mining in the two areas, there are some varia-
tions in the rates of change within the group of eastern
European countries which deserve notice. Between
1950 and 1957, the rate of increase in mining output
was particularly high in Bulgaria and Romania; it even
exceeded that of the Soviet Union. Among all the east-
ern European countries, Bulgaria is industrially the
least developed and its natural resources were Jargely
untapped at the beginning of industrialization. In
Romania, on the other hand, the high rate of increase
reflects, to a large extent, the recovery of crude oil
output which reached its 1936 level as late as 1953, and
also a very substantial improvement in drilling and ex-
ploitation technology not experienced to any compa-
rable extent in othex branches of mining.

DIvERSIFICATION OF FOREIGN TRADE

The Jack of diversification of productien before the
plan era in most of the centially planned economies had
its counterpart in a low level of diversification of ex-
ports, Practically all commodities available for exports
in the Soviet Union, mainland China, Bulgaria and
Romania were products of land and mines. By export-

ing such products these countries were able to cover
most of their demand for machinery and a large part of
their demand for industrial consumer goods. In Hun-
gary and Poland exports of manufactures, mostly con-
sumer goods, were relatively more important although,
here too, most of the exports consisted of primary com-
modities.

The dependence on exports of a limited number of
primary commodities as earners of foreign currency
may be illustrated by the fact that in Russia, for in-
stance, prior to the First World War, grain and lumber
accounted for as much as 50 per cent of total exports.
In Bulgaria, prior to the Second World War, exports
of tobacco and fresh fruit represented 60 per cent, while
in Hungary exports of meat, including animals for
slaughter, and grain accounted for 40 per cent of the
total. Even more dependent on a single commodity for
its export proceeds was Romania, where the share of
petroleum and petroleum products in total exports was
40 per cent, The list of exported primary commeodities
was somewhat more diversified in Poland; none the
less, two items—coal and lumber—accounted for over
30 per cent of its export proceeds. Such an export strue-
ture made these countries very sensitive to the Quctua-
tions of foreign demand for primary commodities.

Unlike exports, the structure of imports was char-
acterized by a relatively low weight of raw materials.
Unfortunately, the available commodity classification
does not permit a distinction to be made between raw
materials and semi-manufactures, but it is none the less
quite certain that, whereas most food exports consisted
of staple commodities, food imports represented refined
and finished products. Similarly, whereas most of the
export commaodities included in table 39 under “‘raw
materials and semi-manufactures” consisted in 1938 of
raw materials, most of the imports were semi-manufac-
tures. In certain cases imports of textile raw materials
and fuel, or even ores, accounted for a sizable percent-
age of the total, but even then the share of raw mate.
rials in imperts was small as compared with that of
exports.

The changes in economic strueture which occurred
in all these countries during the period of industiializa-
tion resulted in a significant divezsification of exports
and eonsiderable changes in the demand for imports.
This was associated with a general lessening of the rela-
tive importance of individual commedities in exports.8
It involved at the same time, at least for the eastern
Furopean countries, a greater dependence on imports
of staple {oods and industiial raw materials.

The diversification of exports took the form of a de-
cline in the share of foodstufls and a corresponding
increase of the share of manufactures, specifically of
machinery and equipment (see table 39). In certain
countries, some degree of substitution took place be-

38 With the exception of Poland. See page 150.
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Table 39. Changes in Commodity Composition of Forcign Trade, by Country
(Percentage distribution)
Couniry and fHem fmports Ixporis
1038 1948 1953 1956 1357 1938 1940 1553 1256 1957
Less industrialized countries
Bulgaria»
achinery and equipment. .. ....... . 31L5 250 393 424 296 ~ 02 22 36 75
Industrial consumer goods.. ... . o4 4.3 44 40 116 40 ... 3.1 174 217
Food. ...... ... ... .............. 32 9.7 1.3 L7 67 48.0 13.7 375 201 248
Raw materials and semi-manufactures.  59.9 610 550 519 521 480 861 572 499 400
Hungary
Machinery and equipment ... ... ... 80 174 187 125 1.8 9.0 174 352 303 380
Industrial consumer goods ... ..., ... 200 27 17 40 6.2 21.0 112 201 154 135
Food . e we. BO 350 119 127 10.3 97.0 432 247 309 264
Raw materials and semi-manufactures.. 570 764 677 708 717 13.0 222 20.0 234 221
Poland
Machinery and equipment. . .. . ..... 140 244 406 332 233 1.0 24 123 156 200
Industrial consumer goods . .. ... ... 140 28 27 5.8 5.7 9.0 9.1 9.6 89 64
Food .............0. ... ...... 90 1il4 67 124 174 320 198 203 117 126
Raw materials and semi-manufactures . 63.0 6L4 500 486 53.1 580 687 578 638 61.0
Romania®
Machinery and equipment . .......... 230 245 416 205 — 0.8 83 101
Industrial consumer goods ... ....... 550 7.6 3.3 4.4 1.0 02 4.2 3.5
Food e iaee. 400 480 27 69 41.0 487 167 238
Raw materials and semi-manufactures. . 180 631 524 682 580 503 708 626
More industrielized countries
Czechoslovakias
Machinery and equipment . ....... .. 98 73 140 172 187 64 272 424 403 408
Industrial consumer goods . ... . 59 1.7 1.5 32 3.9 36.8 279 122 154 174
Food . .... .. Ce e 1630 264 302 246 234 9.8 78 86 14 7.0
Raw materials and semi-manufactures. . 68.0 646 543 550 540 470 371 368 369 348
Eastern Germany<
Machinery and equipment . ... ... . 1oy {82 52 47 g7o {319 627 604
Industrial consumer goods. . ... .. . ) 165 239 183 : 208 193 208
Food e cheee oo 3630 314 409 361 1.3 7.0 1.0 20
Raw materials and semi-manufactures 516 439 30.0 409 11.7 403 170 168
L7SSR
Machinery and equipment coeie. 345 . aar 248 239 5.0 173 153
Industrial consumer goods. .. .. ........ 1.0 P et 95 114 7.9 28 33
Foed... .. ... ...0. ... ............ 128 ; ot 164 145 30.5 10.8  18.0
Raw materials and semi-manufsctures. . . 51.7 . o 493 502 56.6 69.1 634
Sorrce: In addition to the sources given in United Nations, UBSR: Statistike Vneshnei Torgeoli SSSR, Ne. 12, 1938
IForld Economic Survey, 1955, 1able 55, page 120, and Economic (Moscuwg; Vreshnyaya Torgovlya SSSR, Nos, 4 and 8, 1958
Survey of Eurepe in 1957 (sales number: 58.11.E 1), chapter Vi, (Moscow); Fneshnyaya Torgevlya SSSR za 1957 God {Moscow,

table 4, page 8 and appendix table XXXII, puge A-53, the
{ollowing sourees were used:

SB{}:I;;ariu: Statisticheski Godishnik ne Tsarstve Bulgaria, 1942
{Sofi);

Hungary: Magyarorszag 1938 Euvi Kulkershedelmi Forgalma,
1939 (Budapest) and reply of the Government of Huagary to the
United Nations questionnaire of 1957/1958 on economic trends,
problems and poriicics;

Poland: Concise Statistical Yearbook, September 193%—=June 1941
{Glasgow); Rocznik Statystyczny 1955, 1956, 1957 and 1958;

Crechoslovakia:  Postaveni CSR ve Svetovem  Hospodarstvi
(Prague}; Statisticke Recenke Republiky C(.’skos?mrensﬁz, 1958
{Praguc};

tween exports of foodstufls and exports of agricultural
raw malerials and minerals. But even in these coun-
tries, the increase in the relative importance of the
laler in teotal trade was insufficient to offset the fall in
the relative importance of the former. In consequence,

1658). Figures for 1956 and 1957 include re-cxporis, alse the
value of goods purchased and resold by Soviet egencies without
crossing  the govict border. Granis-in-zid and other non-
commercial transactions, and the value of goods in transit across
Seviet territory are not included.

»Data indicated in columns for 1938, 1949 and 1953 refer to
1939, 1948 and 1952 respectively.

b Pata indicated in columns for 1949 refer to 1948.
© Data indicated in columas for 1938 refer to 1937,

4 Data indicated in celumas for 1938, 1949 and 1956 refer to
1936, 1950 and 1955 respectively.

exports of primary commodities generally declined in
relation to total tiade,

The fall in the share of foodstulls was already well
marked in the industrially less develeped eastern Euro-
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pean countries as early as 1949.5 This decline reflected
the shrinkage of agricultural output, as well as of the
share of {ood production offered for sale, which, at that
stage, was in part due to the distribution of large land-
holdings among the peasants, The decline in the share
of food in exports continued in Bulgaria and Poland
throughout the post-recovery period, and in Hungary
and Romania until 1953, In all these countries this
reduction took place in the face of the most intense
drive for industrialization and the related rise in de-
mand for imports. In contrast, the rise in the share of
manufactured goods began only after the inauguiation
of the five-year plans and continued at an undiminished
rate until very recent times. However, the movemen!
of the shares of the two components of manufactures—
capital goods and industrial consumer goods—was quite
different in the various countries. Between 1938 and

1949, there was already some increase in the share of

capital goods, particularly in Hungary, which subse-
quently accelerated everywhere. On the other hand,
the share of industrial consumer goods was, in prac-
tically all countries, lower in 1949 than in the pre-war
period and, except for Bulgaria, has not risen appreci-
ably anywhere since then, In fact, the only twd coun-
11 ‘es of the group, Hungary and Poland, where the rela-
tive share of industrial consumer goods in total exports
was not negligible before the war, registered a fall in
the share of such goods, after a temporary tise, with
the result that it was even lower in 1957 than in 1949.

The post-war decline in the share of food exports in
the industrially less developed centrally planned econ-
omies had its parallel in the decline of Seviet food
exports in the post-revolutionary period. Thus, while
in 1913 foodstufls accounted for as much as 58 per cent
of total exports from Russia, their share had declined
to 21 per cent by 1928. Unlike the post-war develop-
ments in the eastern European countries, however, the

share of food exports increased considerably during the -
great industrialization drive in the carly nineteen thir- |

ties and, although it declined subsequently, it rose
again by 1938 to 30 per cenl of total exports. Con-
versely, Soviet exports of machinery and equipment
remained a negligible propartion of total exporls
throughout the first two five-year plans. These differ-
ences in development ate remarkable inasmuch as they
reflect the impact of the creation in the post-war period
of a self-contained market within the group of cen-
traily planned economies which permitted an expansion
of exports of engineering products {rom countries
which atherwise would not be able to meet the compe-
tition and standards of international markets.

During the post-war period the share of {oodstufls
in Soviet expoits declined very substantially. A rever-
8 Though data on exports in physical terms are scanty-for this
period, there are indications that the decline was also in absolute
amounts. In [aet, it appears that mest of the absolute decline in

food exports of this area between 1937 and 1956 oceurred
between 1937 and 1949 (see page 153).

sal of this decline may have ocowred only in 1955 in
connexion with the significant increase in output since
that year. As in the other countries, the decline of the
1elative importance of food exports was associated dus-
ing this period with a 1ise in the share of exports of
machinery and equipment. The latter increase, al-
though not as spectacular as in most of the other coun-
tries, was sharp enough to bring the shares of food-
stufls and capital equipment to about an equal level by

1957.

The relative importance of single commaodities as
earners of foreign exchange has been considerably
lower in most countiies of the group in recent years
than it was before the inauguration of the five-year
plans. In the Soviet Union the two largest single export
items in 1957 were grain and cotton. These together
accounted for only 19 per cent of the total, despite the
fact that grain exports were at an unusually high level
in that year, exceeding more than twice the average for
1955 and 1956. In Bulgaria the share of tobacco and
fresh fruit amounted in 1956 to 20 per cent of total
exports. Even more diversified was the list of primary
commodities exported in 1956 from Hungary, where
the combined exports of meat, bauxite and grain did not
exceed 15 per cent. Only in Poland did the relative im-
portance of a single commodity in total exports in-
crease, exports of coal (and coke) accounting for as
much as 43 per cent of the total in 1956 and 34 per cent
in 1957. This exception, however, was due to the acqui-
sition of western Upper and Lower Silesia which made
Poland one of the world's largest producers and export-
ers of coal in the post-war period. However, the share
of coal in total exports, which was considerably higher
in 1949 than before the war, has tended to decline since
that year as other exporls expanded, while the volume
of coal exports declined. This is not fully reflected in
the statistical data based on current prices owing to the
steep inciease in prices received for a sizable proportion
of Polish coal shipments to the Soviet Union, which,
hefore 1953, were delivered at extremely low prices

Although the relative importance of major export
commodities generally declined in some countries,
there was a rise in the share of some primary commodi-
lies previously not available for expoit or available in
small quantities only. This was especially important in
the Soviet Union, where the {all in the relative share
of Jumber and foodstufls after the war was, to a laige
extent, compensated by an increase in the shate of fuel,
iron ore, non-lerrous metals, cotton and some other
materials. Similaily, there was an increase in the share
of fuel and metals in Bulgaria. In Hungary and Poland
the relative impozlance of exports ol melals has also
tended Lo rise.

On the impeit side, the share of machinery and
equipment tended to rise in all countries until about
1953 and to decline alterwards. The increase hetween
1938 and 1949 was accompanied by a decline in the
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relative importance of imports of industrial consumer
goods. Similarly, the increase in the share ol capital
goods imporls between 1949 and 1953 was accounted
for by a decline in the share of imports of raw materials
for indusirial consumer goods and also, in most cases,
of foodstufls. Conversely, the decline in the share of
machinery and equipment after 1953 had its counter-
part in an increase in the share of {ood imports. On
balance, the rise in the share of foodstufls between
1938 and 1949, and again between 1953 and 1957, was
larger than the intervening decline. In consequence
the relative share of foodstuffs in total imports was
in each country, bigher in 1957 than before the war,

While the share in total imporis of raw materials and
semi-manufactures, taken together, tended either to
decline or to remain unchanged, the ielative impor-
tance of raw malerials, taken alone, tended to rise.
These developments appear to have been different only
in the Soviet Union where the share of imported metals
and some agricaliural raw materials showed a tendency
to decline.

Unlike the other centially planned economies, East-
ern Germany and most paits of Czechoslovakia were
industrially highly developed at the time of inavgura-
tion of the long-term plans. Although helore the war
these countries were major sugar producers and ex-
potters, and Eastern Germany had some exportable
surplus of grain and potatoes, most of their exports con-
sisted of greatly diversified and high quality products of
manufacturing industry. Their imports, on the other
hand, consisted Lo a large extent of processed foods,
agricultural yaw materials for industry and minerals,

None the less, the composition of the foreign trade
of these two countries differed significantly before the
plan era. While more than 85 per cent of the commodi-
ties leaving the area of Eastern Germany before the war
consisted of finished manufaciures, such geods ac-
counted for only 43 per cent of Czecheslovak exports.
Moieover, while most of the German manufactures
consisted of machinery and equipment, the greater part
of manufactures exported from Czechoslovakia were
consumner goods. Although exports of {vod and raw ma-
terials represenicd a relatively small pait of the total
in both countries, the share of such goods in Czecho-
slovak exports was mueh higher. Conveisely, although
both countries were heavy food and raw material im-
porters, the share of imported foodstufls and raw ma-
terials was much higher in German than in Czecho-
slovak imporis.

The situation changed drastically during the period
immediately following the war, Devastation and under-
utilization of capacity were more severe in Eastein
Geiman industries producing finished commodities
than in industries producing raw malterials and semi.
finished goods. As a consequence, the share of this
country’s exports of machinery and equipment {ell
sharply, while that of raw materials and semi-manufac-

tures increased. In Czechoslovakia, on the other hand,
there was in the meantime a steep tise in the share of
exports of machinery and equipment accompanied by a
decline in the share of both indusirial consumer goods
and basic materials.1® These changes brought the com-
pos t'on of exports of these two countries quite close to
ene another. The rise in the import share of {oodsiufls
in Czechoslovakia, brought about by the decline of agri-
culture, had a somewiat similar effect on the import
side.

During the following yeais, the composition of ex-
ports of these Lwa countries was largely influenced by
changes in the composition of imports of the other
countries ol the gioup. Between 1949 and 1953 ma-
chinery and equipment increased in importance in both
countries, although fo a greater exten! in Lastern
Germany, in line with the reconstruction of capacity.
The shilt towards machinery and equipment was accom-
panied in Easlern Germany by a decline in the share
of expoits of basic materials, and in Czechoslovakia by
a further decline in the relative importance of exports
of industrial consumer goods. After 1953, as the invest-
ment programmes in other eastern European planned
ceonomies siowed down, the share of experts of ma-
chinery and eguipment became stabilized at about 60
per cent in Eastern Germany and about 40 per cent in
Czechoslovakia. Correspondingly, the share of exports
of basic materials remained fixed in Czechoslovakia at
u higher level than in Eastern Germany.

On the impost side, developments in these two coun-
tries during the plan era were the 1everse of those in
the other eastern Luropean countiies. Between 1949
and 1953, the share of food imports rose and that of
basic materials declined. Between 1953 and 1957 the
movement was reversed in Fastern Geymany, while in
Czechoslovakia the decline in the relative importance
of food imports during this period was counterbalanced
by an increase in the share of imported manufactures.

CHANGES IN QUTPUT, CONSUMPTION AND TRADE,
BY MAJOR COMMODITY GROUPS

The decline in the shate of exports and the increase
in the share of imporis of primary commodities in the
foreign trade of the centrally planned ecconomies was
the yesult of a stecper 1ise in ¢ensumption than in
domestie production of these commodities, This pat-
tern of change was particularly marked in the eastern
European countries, but it was also apparent in the
Soviet Union. Only in mainland China was the rale of
increase in domestic consumplion of primary com-
modities somewhat lower than that of domestic output
(see table 40). This cxceplion was net, however, of
sufficient weight to prevent the shrinking of the tradi-
tional export surplus of this group of countries to about
17 per cent of its pre-war size.

10 This reflects in part the fact that Czechoslevakia suflered

little from war destruction and that its industriad capacity was
expanded during the war.
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This general trend, however, conceals the existence
of divergent tendencies for commodities available for
export and for those of which domestic preduction was
inadequate during the pre-war period. In the case of
surplus commodities the rise in consumption as a rule
exceeded the increase in production, thereby reducing
the share of output available {or export to the rest of
the world, In contrast, consumption of deficit com-

Deficit commoditiea Ratios
Copper. . .. ... ... oL, 227
Fead .. .. ... ... ......... le64
Wool .. .................... L127
Aluminiom .. ....... ....... L23
Cotton .. ... . ... ....... LI7
Tronere ................... 103
Hemp. ...... ... ........... 101

Table 40. Al Primary Commodities: Indices of
Output, Trade and Apparent Consumption
{Pre-war as percentage of late post-war period)®

Apparent
Area Outpul Imporls Exzporls consmp.
{ion
Lastern Europe
Less industrialized
countries. ... .. ... 76 45 122 68
More industrialized
countries. .. ....... T4 o8 45 74
Totar, gasteEry Eyrore 75 53 99 70
USSR ... ... . 50 23 37 49
Totar, USSR anp
eastiny Evrore 58 40 65 56
China {mainland}. . .. . 65 al 80 66
Torar, CENTRALLY
PLANNED ECONOMIES 59 47 68 58

Source: Estimated by applying 1956 Soviet export prices or,
when not available, import prices to the quantities of output and
trade of selected commaodities,

s Data for agricultural commodities used for the calenlation
of Indices represent averages for 1934-1938 and 1955-1957; for
minernl raw materials and timber, averages for 1937-1938 and
1956-1957.

All of the eight major deficit commodities show a
higher inciease in production than in consumption,
while the reverse is irue for all but one of the eleven
major surplus commodities. Notwithstanding these dif.
ferences, changes in output and consumption show a
fair degree of correlation. The higher or lower rates of
increase in output were generally associated with higher
or lower rates of expansion of consumption, Consump-
tion of some deficit commodities, though rising more
slowly than output, expanded at 2 much higher rate
than consumption of several surplus commodities,
which increased more than output. Changes in produc-
tion wete primarily geared to changes in domestic re-
quirements rather than to the foreign demand and were
determined by relative priorities assigned by the plan-
ning authorities to various commodities.

modities increased less than oulput and, in conse-
quence, the dependence on imports from the rest of
the world tended to decline. These very characteristic
differences in relative changes in output and consump-
tion are clearly seen from the comparison of the ratios
of percentage increase of output ko percentage increase
of apparent consumption of selected primary com-
madities shown below. 4 .

Surplus commedilies ftatios
Zine.......... .. ... ..... LOT
Grain and rice . ... .. ...... 0.99
Browneoal... .. ... . . ..... 0.98
Meat . ...... e 097
Sugar . ... ... o0 097
Fggs . . . .. ........ 05906
Petroleum ... ... ... ... 093
Hardeoal.. .. .... ... .... 090
Flax e e 09D
Manganese. ... .. ... ........ 0.88
Silk. ... Q7O

Since the real income of the population increased
less than total production, consumption and therefore
output of raw materials used primarily in production
of consumer goods increased at a lower rate than con-
sumption and output of commodities used primarily
for production of capital goods. This tendency was best
reflected in the lower rates of growth achieved in out-
put and consumption of food and agricultural raw ma-
terials as compated to those achieved in output and
consumption of metals and fuels. It should be added,
however, that although this pattern of growth was
obviously laigely influenced by the considerable in-
crease in the rate of investment in relation to national
income, it cannot be entirely attributed to this factor.
The rise in the real income of the population would in
any event result in a shift of demand in favour of dur-
able consumer goods and, therefore, call for a greater
increase in supply of metals and other raw materials
than of food. In fact, such a shift in demand took place
in most of the European centrally planned economies
during very recent years on the basis of rising levels
of consumption. The effect of such shifts in demand on
supply is much less direct in the centrally planned
economies than in privale enterprise economies and
depends largely on the preference schedules of the
planning authorities. However, recent experience indi-
cates that the composition of supply and output in the
centrally planned economies shows a fair degree of sen-
sitivity to changes in consumer demand, provided that
such changes do not infringe upon higher priority sec-
tors, such as output of capital goods and foreign trade
balances.

The rise in output of foodstufls was considerably
smaller than that of all other primary commodities. In

41 For agricultural commodities indices for 1955-1957 based on
19341938 =100; for industrial commeodities indices refer to
19561957 based on 1937-1938=100. All indices were derived
from tables 48 to 53.
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Table 41. Indices of Changes in Population and
Per Capita Food Production and Consumpiion

{1955-1957 =100)

Area and ilem 1935-1038  1834-19381 1950

FEuastern Europe
Less industrialized countries

Population... . . ...... ... 100 100 92
Food production per capita. . 81 87 89
Food consumption per eapita 76 8ie 87
More industrialized cotntries
Population.... ... ... 103 100 100
Food production per capita.. 99 100 79
Food consumption per capita. 88 §9e 71
Total, eastern Iurope
Population ..... . ... 108 100 95
Food production per capita. .. 86 91 86
Tood eonsumption per capita . 80 84e 81
USSR
Population .. ... ... B 95 90
Food production per capita. .. 65 66 78
Food consumption per capits . 64 65¢ 78
Total, USSR and eastern Eurape
Population. ... .. ... ... 92 97 92
Food production per capita .. 73 4 81
Food consumption per capita 71 720 79
China (main(anag
Population.. ... ... . . . 77 77 88
Food production per capita . 99 99 85
Food consumption per capita 101 101e :
Total, centrally planned economies
Population” ... .. ... .. . 82 83 89
Food production per capita. .. 80 88 83
Food consumption per capita 85 87e 1.,

Source: Tor methods of caleulation, see source for table 40.
Population indices based on data from natfonal statistical year-
books and Statistical Office of the United Nations, The 1937
index for China (mainland) is based on an estimated population
of 476 million which mny be subjeet 1o a substantial margin
of exror,

» Pre-war territory; population in 1937.

b Post-war territory; populstion in 1937.

e Trade in pre-war territory, production in post-war lerritery.

the more industrialized countyies per capita production
of food remained in 1955-1957 at about the same level
as before the war (see table 41). In the other eastern
European countries, it did not increase by more than
15 per cent.i? In mainland China the substantial in-
creases in {food output during recent years were barely
sulficient to make up {or the decline in output during
the war and the continued growth of population. In
consequence, per capita output in 1955-1957 did not
exceed the pre-war level. The only country showing a
considerable rise in per capila production was the
Soviet Union. While Soviet food production increased
between 19341938 and 1955-1957 by about 60 per
cent, the population rose by 5 per cent only. This rise
in food produclion, hewever, was from an extraordi-

41 In these two regions population was, in 1957, approximately
the same as before the war. In Eastern Germany and Czecho-
slovakia this was the result of the outflow of population to the
Federal Republic of Germany, or of the expulsion of the
Sudeten Germans. In the other group of countries, the main

reasons were the losses of population suffered during the war
by Poland.

narily low level caused by the decline of outpul during
the collectivization period from which it had not fully
recovered by 1934-1938. In fact, the decline in per
capita output during the period 1926-1930 1o 1934~
1938 was so severe that most of the increase during
succeeding years merely compensated {or this decline.
In that period, food output diminished by about 13 per
cent and the population increased by ahout the same
percentage; these together resulted in a per capita
decline of about 23 per cent. In effect, per capita food
production by 1955-1957 was no mere than 17 per cent
higher than in 1926--1930.4

As a result of the lag in outpul, the balance of foed
trade of the centrally planned economies changed
significantly. The rise in consumption in excess of cut-
put resulted in considerably greater increases in im-
ports than in exports (see table 42), and the centrally
planned economies tended to become net importers of
food in contrast to the pre-war period when they were
consistently net exporters. The most marked changes
in the balance of {ood trade took place in the eastern
European countries. The once substantial export
surplus of Bulgaria, Hungary, Poland and Romania was
reduced, between 1934-1938 and 1955-1957, by about
80 per cent as a result of a decline in exports and a
fourfold increase in imports. Simultaneously, there was
a threefold increase in the food deficit of Czechoslo-
vakia and Fastern Germany.

The Soviet Union and mainland China wese able to
inerease food exports very considerably. However,
although Soviet food exports in 1955-1957 were more
than double their pre-war level, the rise in imperis was
about sixfold and the average deficit increased. Only
mainland China succeeded in reducing food imports
and incieasing exports, despile its prevailing low level
of censumption, and the resulling export surplus seems
10 have offset the deficit of the other arcas in 1955~
1957.

The relative importance of the food Lade in various
areas may be seen {rom the average exporl and import
values {or 1955-1957, indicaled in table 43. Since ex-
ports and impotts of {ood may fluctuate from year 1o
year under the inffuence of changes in harvest, an
average for the thiee years for which data were avail-
able scems more indicative of the relalive imporiance
of trade of various countries than data for any single
year. It should be stated, however, that although the

# The considerable discrepaney between changes in food
production indicated in the text and in total agricultural output
as given in table 38 is due to diflerences in the periods covered as
well 65 1o o considerable disparity between rates of increase in
food preduction and in output of industrial crops While oulput
in 1926~1930 was approximately the same as in 1928, in 1937
it was considerably a{;nve the 19341938 average owing to the
recovery from 1932 to 1937, On the other hand, while food out-
put, which had suffered # severe decline during the early nine-
teen thirties, had only regained its 1928 Jevel in 1937, production
of industrial erops flud doubled between these two years. In
consequence, total agricultural preduction inereased by about
12 per cent between 1928 and 1937
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Table 42.

Food and Agricubtural Raw Materials: Indices of Output,

Trade and Apparent Consumption
{1955-1957 =100)

Foada

Agrictediural ram moderinlsd

19205 1034
193¢ 1938

ren and Hem {pre-war territory)

1034

1938

(postavor lerritory}

19355~ 193/4- 1534- 1948~
1930 1038 1038 1952
{pre-tear lerritory) {post-war territory)

1948~
1952

Fastern Europe
Less industrialized countries

Production .- 89
Imaports. . 44 25
Ixports ‘ 162 133
Apparent consumption 83
More tndustrinlized countries
Production . . 102
Tmports 76 40
Exports 281 103
Apparent consumption | 91
Total, eastern Europe
Production . .. a3
Imports 65 35
Exports. .. .. . 172 126
Apparent consumption - 86
USSH.
Production s 55
Imports 15 16
Exports . . 41 26
Apparent consumpiion .. . 55
Total, USSR and eastern
Europe
Production . .. - 68
Imports 46 31
Exports e, 92 66
Apparent consumption S 66
China (mainland):
Production. .. . .y 76
Imports . ‘ 573 384
Exports.. .. ... . . . 72 81
Apparent consumption : 77
Total, centrally planned
ECononIes
Production . . s 70
Imports . - a3 42
Exports . . Ce 85 71
Apparent consumption . 69

86

81
100

90¢
91
B4e
63
(18)

(41
620

69e
76

70

73

720

82 .. 74 65 78
an 49 65 77
(73) 189 169 (14)
80 o 66 B3 T8
79 .37 37 55
(33) 122 101 (56)
(92) ... — -
71 94 940 56
81 ... 68 61 T4
27) 80 83 (66)
(75) 175 149 (11)
77 - 78 760 69
70 52 54 78
38 68 39  (49) 51
23 111 an ..
71 57 610
74 " 53 55 78
(39) 61 52 (61)
{44) 15 14 By
73 . 63 650
74 . 48 48
“ 129 74
165 113
.45 450
74 .. 51 52
- 86 68
53 39
.. 56 58¢

Source: For methods of calenlation, see source
given for table 40. Indices in parentheses based on
incomplete dutn,

s Including wheat, rye, barley, oats, maize, rice,
meat, milk, eggs, tobacco, vegetable oils, sugar, ten,
coffee, coeoa beans, Trade of meat includes animals

pattern of trade was similar in 1955 and 1956, it altered
considerably in 1957, mainly under the impact of an
extremely steep increase in Soviet exports and Polish
imports of food. While Soviet imports remained practi-
cally unchanged, Soviet experts rose from about 1.6
billion roubles in 1955 and 1956 to ahout 3.2 billion
roubles in 1957, resulting in a change {rom an import
surplus of 810 million roubles in 1956 to an exporl
surplus of 876 million roubles in 1957. In contrast,
Polish net imports increased between 1956 and 1957
from about 50 to 380 millien roubles.

Changes in the balance of food trade were associated
with significant changes in per capita food consumption
of the eastern FEuropean countries In Czechoslovakia
and Eastern Germany food consumption per capita

for slaughter; trade of milk includes milk equiva-
fent of butter only,

b Including cotton, wool, flax, hemp, silk, jute,
natural rubber,

«Trade in pre-war terrilory, preduction in post-
War territory.

Table 43. Imports and Exports of Food of the
Centrally Planned Economies in 1955-1957

{Millions of roubles; in current prices)

Arsa Exports Imporis Balance
Fastern Europe
Less industrialized countries 1,868 1,057 811
More industrialized countries 473 3,164 2,691
ToraL, EAsTERN Purorr 2,341 4,221  —1,880
USSR, .. ... ... . 2,104 2,385 —281
Torar, USSH axp
EASTERN FBurore 4,445 6,606 —2,161
China {mainland) {2,300) (200} (2,100)
ToTAL, CENTRALLY PLANNED
TeoNOMIES (6,745}  {6,806) — (61)

Source: Source for table 39, except that data for China {main.
land), Eastern Germany and Romania are partly estimoted.
Figures within parentheses are estimates hased on incomplete
data.
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inereased by about 12 per cent above the pre-war level,
despite the fact that per capila production did not
increase. In the other eastern European countries
taken us a group, the 23 per cent increase in per capita
consumption was associated with a decline in the export
surplus. On the other hand, in the Soviet Union,
changes in the balance of trade had little effect on
aggregate per capita consumption on account of the
low share of trade in total consumption. This was true
to an even larger extent in mainland China (see tables
41 and 42}).

The rate of expansion of output of agricultural raw
materials exceeded significantly that achieved in food
production. In eastern Europe, the increase in output
of textile fibres amounted to about 64 per cent between
1934-1938 and 1955-1957. In the Soviet Union the
increase was 85 per cent and in mainland China, output
more than doubled during the same period (see table
42). The much greater rate of increase in output of
raw materials than of foodstuffs, as well as an extension
of the use of man-made fibres and synthetic rubber,
resulted in a different pattern of change in the relation-
ship of output, consumption and trade. Unlike food-
stufls, domestic production of raw materials increased
more than apparent consumption in the centrally
planned economies taken as a whole. The considerably
higher rate of expansion of output between 1934-1938
and 1955-1957 resulted in a sharp reduclion in net
imports from the rest of the world. The relative changes
of output, consumption and trade diflered considerably,
however, in various areas. In less industrialized eastern
Europe, imports of agricultural raw materials 10s¢ at
about the same rate as production, while exports,
which even before the war were negligible, declined. In
consequence, consumption increased at about the same
rate as output and the share of imports in apparent
consumption remained approximately unchanged. In
Czechoslovakia and Eastern Germany both imports and
the negligible amount of exports remained, in 1955-
1957, at approximately the same level as before the
war; consumption increased somewhat as a result of
increased production. In the Soviet Union and main-
land China, on the other hand, consumption increased
more slowly than output while exports rose faster than
imports. In consequence, Soviet exports and imports of
raw materials were nearly in balance in the recent
years, while mainland China succeeded in increasing
the value of its net exports.

Comparison of changes in consumption of food and
agricultural raw materials and, what is more relevant
in this connexion, of apparel fibres, shows a substanti-
ally higher rate of increase for raw materials than for
foodstufis in the centrally planned economies taken as
a group. Closer scruliny shows, however, that while in
the apparently more developed counuiies such as
Eastern Germany, Czechoslovakia and the Soviet Union
the rates of increase in consumption of lood were
slightly above those of raw materials, in the less devel-

oped areas the percentage increase in consumption of
raw materials was more than twice as high as that of
food, while in mainland China it was four times as high.
This somewhat surprising pattern of change might
have been due 10 several factors.

Although influence of consumer choice on the com-
position of output was severely limited by government
decisions relating to output and foreign iade, the
priorities altached by Governments to the expansion of
supply of various commodities was obviously not hap-
hazard, but reflected, at least partly, changes in con-
sumer demand. It seems probable, therefore, that the
differences in velative rates of inerease in apparent
consumption of food and of agricultuial raw materials
were influenced by the scope and nature of econemic
and social changes from 1934-1938 to 1955-1957. The
impact of land reforms and of shifts of population from
jural Lo urban areas on consumption patleins was
much more significant in the predominantly peasant
countries than in the more industrialized countries of
eastern Europe. It is, therefore, likely that the higher
yate of increase in apparent consumption of agricul-
tural raw materials than ef {ood which occurred in
mainland China and in the less industrialized castern
European countries was largely due to improved con-
sumption levels of the peasants and to the integration
of former subsistence {armers into the exchange
economy. These changes resulted in a considerable
increase in demand for manufactured goods among
which cotion fabrics were of primary importance.!

1411 is obvious that the changes in appurent consumption of
agricuitural raw materials are rc%aled not only to domestic, but
alse to foreign, demand for fabrics. However, the data on ap-
parent consumption of textiles in the centrally planned econo-
mies seem te confirm the conclusions srrived st by comﬁnrisun

of the increases in apparent censumﬁii{m of {food with those of
agricultural raw materinks. This can be seen from the {ollowing

data:
Indices of apparent consumption, 1955-1957
{1934-1938 =100)
Eustern Europe
less More
industrial-  indusiricl-
ized fred LSsh
Food. . . . 123 110 16l
Agricultural raw materials. 159 106 104
Cotton fabrics. . 146 100 164

In mainland China, where consumption in 1949 was obout
equal to that of pre-war levels, the increase in per capita con-
sumption of cotton cloth was, for urban population, from 9.13
metres in 1945 to 20 6 metres in 1956, an l{’lr rural population,
from 2.3 metres to 667 metres, respectively. According to these
figures, total apparent consumption of cotton cloth incressed
during that period 3.3 times (sec United Nations, Economic
Survey of Asia and the Far Fast, 1957 (sules number: 58 1L.F.1) }.

In the Soviet Union the pattern of change was influ-
enced by the fact that, prior Lo 1953, the Government
concentrated its cfforts on raising output of industrial
crops and therefore, even in the emly nineteen filties
the demand pressure on food, especially on meat, was
no smaller than on textiles. In Czechoslovakia and
Eastern Gesmany changes in apparent consumption of
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agricultuial commodities is likely to have been influ-

enced by lack of foreign exchange to pay for imports of

wool from the West, while imports of food from the
other centrally planned economies were more readily
available.

While changes in apparent consumption of food and
agricultural raw materials were mostly geared to changes
in the 1eal income of the population, the growth of
apparent consumption of fuels and metals was directly
linked with the pace of industrialization. Despite con-
siderable efforts to raise output of fuels and metals in
line with requirements, supplies were often deficient,
and these deficiencies were frequently a decelerating
factor of economic growth,

Apparent consumption of fuels and metals in the
centrally planned economies taken as & group increased
much less than industrial preduction (see table 44},
This was in some degree true of each individual country
except mainland China where the growth of apparent
consumption of mineral raw materials exceeded that of
industrial production. In the case of metals the lag in
apparent consumption appears to have been greatest in
Czechoslovakia and Bastern Germany, followed in
diminishing order by the Soviet Union and by the less
industrialized countries of eastern Europe.

Table 44. Changes in Qutput and Consumption of
Fuels and Metals in Relation to Changes in Gross

Industrial Output, 1956-1957
{1937-1938 = 100)

Oulput
Fuels  Meluls Fuels  Melals

Consumption

Area

Eastern Europe

Less industrialized countries 55 71 70 59
More industrialized countries 81 64 88 48
Torat, gastery Europr 60 76 74 58

USSR, ... .. 62 70 65 55

Torar, USSR AND EASTERN
Eyrore 61 80 67 59
Ching {mainland}.. . . .. 116 98 116 126
TOTAL, CENTRALLY PLANNED
ECONOMIES 65 71 71 61

Source: Tables 38 and 45, For less industriatized eastern Europe
the base yenr pertains to pre-wer territory.

These differences were related to variations in the
composition of industrial output, in the degree of sub-
stitution of materials, the proportion of scrap used and
other factors, the analysis of which is beyond the scope
of the present report. It is, however, of inlerest lo note
that differences in the comparative rales of growth of
consumption of minerals and of industrial production
in various centrally planned economies were, in
general, closely related to the degree of economic de-
velopment of various regions. In conformity with long-
established trends in the private enterprise economies,

the index of the ratio of apparent consumption of

minerals to industrial production tended to be lower in
the more developed than in the less developed coun-
tries. The exception, consisting of the higher 1elative
growth of fuel consumption in Eastern Germany and
Czechoslovakia as compared to the less industrialized
eastern European countries and the Soviet Union,
possibly reflected the faster growth of heavy metallurgy
and engineering industries, which would require a
larger coal input.t5 It should be added that shifts, in
some cases considerable ones, in the allocation of fuel
to industrial or other uses might have partly acecounted
for the differences in 1ates of increase in fuel consump-
tion relative to those of industrial production in various
regions.

The changes in the relationship between aggregate
output, consumption and trade of the centrally planned
economies differed as between metals and fuels. While
apparent consumplion increased for each of these
commodity groups almost three times between 1937-
1938 and 1956-1957, production of fuels rose 2.7
times and output of metals about 3.3 times. The result
of these changes was a decline in net exports of fuels
to about 40 per cent of their pre-war level and the
reduction of net imports of metals from the rest of the
world to some 20 per cent of their pre-war level.46 On
a tegional basis, the differences between relative
changes in output and consumption were less pro-
nounced for fuels than for metals and ores.

In the Soviet Union and mainland China, output of
fuels increased at approximately the same rate as con-
sumption, while in eastern Europe production lagged
behind consumption, especially in the less industrial-
ized countries (see table 45). In consequence, the
export surplus of fuel declined considerably between
1934~1938 and 1955~1957 in less industrialized eastern
Europe while the once negligible {uel deficit of more
industrialized eastern European countiies 1ose sub-
stantially. The net fuel exports liom these two regions
dwindled by 19561957 to only about one-fourth of
their pre-war level. In the Soviet Union the net exports,
and in mainland Chiva the net imports, increased at
slightly slower rates than did apparent consumption.

The changes in output and apparent consumption of
metals on a tegional basis are even more difficult to
ascertain than for the area as a whole, because of the
highly conjectural character of the estimate of certain
iterns in several countries, Notwithstanding this, the
data reproduced in table 45 give at least a general indi-
cation of relative changes. They show that, unlike the
case of fuels, in metals there was a smaller rise in con-

45 This factor might not huve had the same effect on the re-
guirements of metals because of increases in the share of im-
orted semi-manufactures, such as iron ond steel plates,
mncreased use of scrap and substitution for oxpensive metals of
cheaper onss,
16 Tt should he noted that a larpe part of the remaining deficit
was covered by imports from North Korea, not included here in
the group of centrally plantied economies.
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Table 45. TFuels, Metals and Timber: Indices of Output, Trade and Apparent
Consumption

(1956-1957=100)

Faelss

Melals Timbert

Avrex and ifem
19371838 1950

1937-1938=  1937~19384 19500 19371938 1950

Euastern Europe
Less industrialized countries

Production . ... . . ... 62 74
Imports........... ... 14 {23)
Exports.......... .... 128 (126}
Apparent consumption. . . 46 61
More industrialized countries
Production. ... .. ....... 50 66
Imports . ............ 24 (75)
Exports................. 109 (65)
Apparent consumptien.. .. 46 67
Total, castern Europe
Production e 56 70
Imports. ... .. ......... .21 (61)
Exports .. .. ............ 125 (117
Apporent consumption . ... 46 64
Us. .
Production .. ............. 31 55
Imports .. .. .............. 2 {107}
Exports ... ... ...... .. 2] {14)
Apparent eonsumption. .. ... 31 57
Total, USSR and eastern Europe
Production . ... ... ... .. 39 60
Imports. . . ... ... ... 14 (77
Exports ... .. ... ... .. 88 (78
Apparent consumption 36 60
China {mainland)
Production -} | 36
Imports... ... ..... . . 103 .
Exports ... ... . . 293
Apparent consumption. ... .. 21
Total, centrally planned economies
Production .. ... ... .. .. 37 57
Imports .. o 20 S
Fxports ... .. .. . ... 88
Apparent consumplion . . .. 34

31 23 54 68 79
47 47 . 100 120
47 19 . 205 116
37 37 . 55 77
64 23 37 102 97

107 107 . 12 26

280 6 . 127 70
84 84 .. 04 03
45 23 52 82 86
76 76 o 56 73
70 10 o 183 103
59 59 . 71 84
28 28 50 53 71
9] 23 L 2 169
10 10 . 179 38
36 29 o 49 72
30 27 51 58 74
8] 42 . 38 104
19 10 - 181 65
41 (35) » 57 75
25 (18)

(190)  (190)

(73) {27)

(17) (17

34 30 (47)

82 82 _

25 925

40 34

Source: For methods of caleslation, see source
for table 40. Indices in purentheses bused en in-
complete data

» Anthracite, Dbituminous coal, brown coal,
lignite, crude oil and natural gas. Indices for the
Soviet Union include also peat and oil shioles. Trade
of petroleum products caleulated on a tonby-ton
basis and weighted by prices ol crude oil.

b Production relers to total industrial wooed;
trade represents the sum of sawn wood and wood
logs, the latter including sleepers, saw logs and
vencer logs, pit props, puipwoed and, for the

sumption than in production in eastern Kurope, though
not in the Soviet Union and mainland China where
output and consumption seem to have increased at
similar rates. Expressed in constant prices, nel imporis
of metals of less industiialized countiies appear to have
been somewhat lower in 19571958 than in 1937-1938,
while the substantial pre-war import surplus of more
industrialized countries was turned inlo an export
surplus in 1957-1958. Inn consequence, aggregate metal
exports of eastern Lurope in 1956 somewhal exceeded
the volume of imports, whereas before the war this area
showed a considerable import surplus. In the Soviet

Soviet Union, ether industrial logs.

¢ {ron ore, manganese ore, slaminium, copper,
lead, zinc and tin,

4 Includes in 1956-~1957, in addition to the fer-
rous ores and non-ferrous metals listed under ¢, the
value of rare and non-ferrous ores. This value was
asstmed 1o be negligible in 1937-1938

Note: Unlike other quantity data used in the
caleulation of the agpregate indices, the underlying
data on metals represent mostly estimates adopled
from unofficial sources. The indices shouid, there-
fore, be considered as appreximations only.

Union net imports of melals rose nearly 2.5 times com-
pared to pre-war, reaching the sum of 830 million
roubles in 1956-1957. In mainland China, on the other
hand, net exports increased considerably, exports to
the Seviet Union alone amounting in 1956-1957 to
535 million roubles.

It should be added that the changes in the trade of
different centrally planned economies rellected the con-
siderable increase of transactions in rare and non-
ferrous ores which were negligible before the war.
Thus, post-war metal experts of Czechoslovakia and
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Fastern Germany consisted exclusively of 1are and
non-ferrous eres and it was the development of this
trade which accounted primarily for the shift in the
position of these countries from net importers Lo net
exporters of metals. The very steep increase in the
Soviet net imports of metals was largely due to expan-
sion of imports of rare and non-ferrous ores and con-
centrates which, during the post-war period, repre-
sented a major part of Soviet imports. 17 Almost all ex-
ports of metals from the Soviet Union consisted of
ferrous ores and non-ferrous metals. Less industria-
lized eastern Europe imported mostly ferrous ores and
non-ferrous metals, while the bulk of its exports con-
sisted of non-ferrous ores. The composition of exports
from mainland China was somewhat similar.

This pattern of post-war trade of metals and ores was
obviously mainly determined by the differences in
endowment in natural resources although, particularly
{or the less industrialized countries, the lack of smelt-
ing capacity for non-ferrous metals was an important
factor. The eflect of these developmen!s was a con-
siderable increase in the dependence of eastern Europe
on imports of conventional industrial metals and ores
from the Soviet Union, which, in turn, became in.
creasingly dependent on imports of rare ores from
eastern Europe.

47 According to Pneshnyaye Torgoulya, 1957 (Moscow}, Soviet
imports of ores from Czechoslovakia amounted, in 19561957, to
440 million roubles. Evidently these consist exclusively of rare

and non-ferrous ores, since no iron or manganese ore is exported
from Czechoslovekia,

The preceding 1eview of changes in the relationship
between apparent consumption, output and foreign
trade of the broad categories of commodities is comple-
mented by a more detailed analysis of specific primary
commadities in the appendix to this chapter.

PRIMARY COMMODILIES IN LONG-TERM PLANS

The new long-term plans of economic development
adopted during the past three years provide for very
substantial increases in output and trade of primary
commaodities. For most commodities the rates of expan-
sion sel in the new plans are higher in relation to
planned increases in manufacturing than in the past.
The emphasis placed on the expansion of output of
raw materials represents a serious attempl to climinate
the hottlenecks which in several countries had been,
in the past, a limiting factor of their economic growth.
In countries poorly endowed with mineral resources
the increase in supply of industrial raw materials is to
be achieved by an extended exploitation of lower-grade
deposits and by a steep increase in imports, mainly
from the Soviet Union. The growing importance of the
Soviet Union as the main supplier of raw materials was
one of the reasons which prompted several eastern
European countries to synchronize their national plans
with the new seven-year plan of the Soviet Union,

The planned changes in output of industrial primary
commodities in the Soviet Union and eastern Europe
are indicated in table 46, The figures for 1965 represent

Table 46. Planned Output of Selected Industrial Primary Commodities
(Millions of tens, except as indicated; indices, 1957 =100)

Ussn Eastern Europer Tolale

Item 1560 1965 1560 1965 1960 1965

Hardgoal . . . .., ... . . . . .. B2 6064 139 156 509 584
[ndex S, 113v 1300 111 125 112 129
Brown coal D 383 554 537 732
Index e 125 180 121 165
Crude petroleum. . . ... . . 139 235 16 24 155 259
Index ... .. ... ... ... ... 141 239 126 192 140 234
Aluminium {thousands of tons) .. ... . 823~ 1,714s 189 409 1,012 2,123
Index.... . .. = . .. .. 155 323 207 447 163 342
Copper (thousands of tons) . .. .. D356 a879: 74 106 630 985
Fn&ex e R £ X | 207 135 193 131 205
Zinc (thousands of tons) .. .., ..., .. 419 534e 192 250 611 784
Index . o .. ... 120 153 115 150 118 152
Tronore. . . L . 104 155 i3 29 117 184
Index . . - 124 184 173 391 128 201
Pig-iron o . ... 43 68 14 21 a7 89
Index. .. .. . ... .... . Coo. 116 182 128 199 119 185
Eleetric power (billions of kilowatt-howrs} 290 510 118 186 408 696
Index . ... ..... . .. .. . .. 138 242 138 218 138 236
Industrial production, indexd ‘ 130 198 132 204 131 201

Source: Long-term plans, national statistical
yearbaoka and sources given for tables 52 and 53,

» Targets for 1965 partly estimated. Hungary and
Romania have not anneunced their plans for 1965
and Eastern Germany has published targets for only
a few commedities. The 1965 data for these coun-
tries were estimated on the basis of averape rates
af incrense scheduled in their plans ending in 1960
or 1965

b Including brown coal.

= Qutput of non-ferrous metals estimated on the
basis of indices nanounced in the plan and the
estimated production in 1957, See note to table 53

4 Weighted as in United Nations, Forld Econo-
mic Survey, 1957 (sales number: 58.11.C 1), table
96, page 206,
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the targets announced for that year by Bulgaria,
(zechoslovakia, Poland and the Seviet Union. lor

other countries the data were estimated on the basis of

average tates of increase scheduled in their plans end-
ing in 1960 or 1962. In consequence data for castern
Furope and for the total can be censidered only as
indicating a general tendency. Data for main]and China
were omitted because the extremely sharp increases in
output of several commodities which took place in 1958
made the original targets set for 1962 largely obsolete
and inappropriate for any estimate of future rates of
expansion.

The estimates of planned increases in output between
1957 and 1965 indicate exceptionally high rates of
increase in production of nen-ferrous metals, especi-
ally of aluminium and copper. They provide, however,
for a relatively small increase in production of hard
coal—no more than 30 per cent in the Soviet Union
and 25 per cent in eastern Burope, whereas industrial
production is to increase during the same period by 98
and 104 per cent, respectively. In castern Europe the
effect of the slow rate of increase in production of hard
coal is to be partly offset by an increase of 80 per cent
in production of hrown coal and by sharp increases in
imports of petroleum. In the Soviet Union the planned
rise in petroleum output by abmost 140 per cent would
result in a considerable inerease in its share in the
over-all fuel balance.

Table 47.

Despite the {act that in eastern European countries
the 1ate of increase scheduled for the output of primary
commodities in relation to industrial production is
considerably higher than -in the past, their imports,
mainly from the Soviet Union, are planned te increase
very substantially, especially for commedities the out-
put of which has been small in relation to require-
ments. The rise in imports of eastern Europe is to be
particularly large for iron ore, mainly from the Soviet
Union. Sinee the Soviel Union plans te increase its
output of iron ore al approximately the same rate as
that of pig-i1on, its exportable surpluses are likely to
increase at a rate similar to that 1o be achieved in out-
put. The growing role played by the Soviet Union as
the main supplier of industrial raw malerials is clearly
indicated by the plans for foreign trade announced by
some of the centrally planned economies. Thus, be-
tween 1957 and 1965, Eastern Germany plans to in-
crease its impoits of crude petroleum, aluminium and
pig-iron fivefold, its imports of copper and wool three-
fold, natural rubber by 90 per cent and cotton by 60
per cent. With the exception of rubber and wool, the
bulk of these imports is to come from the Soviet
Union. # Similarly, a considerable expansion of imports
of taw materials {rom the Soviet Union was announced

by Czechoslovakia, which plans to increase imports of

48 Imports of oil by Eastern Germany [rom the Soviet Union
are to amount te 5 million tons in 1965 (Der Aussenhandel, No

15, 1958 (Berlin) }.

Actual and Planned Production of Selected Agricultural Commodities

(Millions of tons, except as indicated)

Crecho- Eusfern
Commodity and period Rulgaria slovukie Germany Hungary Polanid Romania RSh
Grains
1955-1957 2.2 5.3 5.5 6.2 127 9.5 1105
1960 5.50 b . 6.2 6.9 4.2 153 .
1965 6.6n 6.6 . 156 . 172.0
Sugar-bects
1955-1957 1.0 5.8 5.5 2.2 7.1 19 34.0
1960 2.7 68 3.3 S 3.0 .
1965 30 6.9 . 8.4 . 80.0
Raw cotton
19551957 0.056 — 4.2
1966. ... .. 0.1700 — .
1965 0210 — 5.9
Meat
1955-1957 . 0 4o 0.84 2 0.3 1.9+ 6.8
%60 . . . . 1.2 . A . 2.4
1965 . oo 1.3 13 3.0 13 160
Mill
1955-1657 .. .08 36 53 15 11.3 2.1 18,6
1960. . Co 2.6 5.1 7.7 20 11.9 26 .
1965 33 54 154 99.4
Waole
1955-1957 S 144 2.9 4.3 9.4 18.7 273.0
1960 . . 300 80 6.0 152 34.0 Lo
1965 .. 350 . 548.0

Source: Long-term plans and national statistical
yearbooks

» Fodder crops. According to the original version
of the plan for 1962, the total putput of grain,
which in 1955~1957 was 4 2 millisn tons, was to

amount le 5 million tons in 1962.
b 1962.
¢ Live weight.
4 Biiliony of litres
s FThousands of tons.
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iron ore almaost 2.8 times, and imports of erude petro-
leum almost 4.5 times.® Information on planned
changes in output of specific agricultural primary
commodities announced thus far is limited to only a
few products and applies to different perieds in various
couniries {see table 47},

According Lo the plans, in most countiies the average
rate of increase in total agricultural production is to be
about 3 or 4 per cent. Under the Soviet seven-year plan
for 19591965 agricultural output is to expand at an
average annual rate of about 8 per cent, that is, more
than two-thitds higher than during the preceding
seven years, but only slightly higher than the average
rate achieved between 1954 and 1958. In contrast to
this, the revised Bulgarian plans provide {or an extraor-
dinarily high rate of inciease, amounting to as much
as 29 per cent per annum® {rom 1957 to 1962. Since
agricultural production had hardly expanded in 1958,
this would, in fact, amount to an average annual rate
of increase of 37 per cent from 1958 to 1962. In main-
land China the 6 per cent of annual increase scheduled
for 1958-1962 was, as in the case of indusirial raw
materials, rendered obsclete in view of the very steep
inczeases in oulput in 1958,

In all countries the new plans provide {or a relatively

higher rate of increase in livestock produels than in’

crops. This shift is particularly significant for the Soviet

Unien, where output of meat and milk is scheduled to
more than double from the average of 1955-1957 to
1965, and output of grain is to increase by 53 per cent.
In Poland, during the same period, output of meat and
milk is to increase by 59 per cent and 32 per cent,
respectively, while preduction of grain is plinned to
rise by about 28 per cent. In Bulgaria, the threefold
increase in output of cearse grain seems to be associ-
ated with a much smaller increase in production of
bread grain, for which no data are announced, and, in
consequence, total output of grain is probably planned
to rise at a much lower rate. These increases are to be
brought abeut by improvement in yields through
greater inputs of fertilizer and labour, expanded irriga-
tion works and enlaigement of the area sown. The area
under coarse grain will probably be extended at the
expense of that under bread grain. The steep increase
in output of fodder is to provide the basis for even
greater increases in output of livestock products: out-
put of meat is scheduled to increase 3.6 times from the
1955-1957 average, and that of milk more than four
times. One of the characteristics of the Bulgarian plan
is a shift towards horticulture, in conformity with the
long-term lrade agreements concluded, under the
auspices of the Couneil for Mutual Economic Aid, with
the Soviet Union, Czechoslovakia and Eastern Ger-
many, which provide for considerable increases in
exports of grapes, apples, lomatoes and vegetables,

Foreign trade policies

POLICIES IN TRADE AMONG THE CENTRALLY
PLANNED ECONOMIES

Foreign irade policy as applied e primary com-
modities has not presented any specific features dis-
tinet from general trade policy. The present section
will therefore biiefly review changes in the foreign
trade policy of the centrally planned economies and
indicate their impact on trade in primary commodities.

During most of the post-war period, the foreign trade
policy of the centrally planned econemies was hardly
based on fine economic calculation or care{ul planning.
The war destruction had cieated urgent needs for im-
ports which had to be satisfied at any cost and, in
consequence, export policy was guided exclusively by
balance of paymenis considerations. This attitude,
justified during a period when the chiel task was the
reconstiuclion of exisling capacity, was not, howeves,
abandoned during the subsequent period. Il was even

%0 According to a speech by Mr. T. Zhivkov (Rebotnitscheskoe
Delo (Sofia), 20 January 1959{. the index of sgricultural proeduc.
tion is 1o increase four times from 1957 to 1965. The originally
planned rates of increase for 1958 to 1962 amounted to aﬁout 6
per cent annually,

¥ Imports of crude oil from the Soviet Union are to amount to
5.3 million tons in 1965 and imports of iron ore to 10 million
tons {Hospodarsie Noviny (Prague), 28 August 1958)

reinforeed dusing the era of the first long-term plans of
economic development by the general tendency to
introduce in all countries a pattern of growth similar
to that adopted by the Soviet Union, although under
entirely different conditions. The fact that the Soviet
Union was endowed with practically unlimited natural
resources, and that it was developing its economy in
isolation [rom the rest of the warld, was generally dis-
regarded. Instead, each country atternpted to develop
simultaneously a large variety of industries, paying
little attention to the problems of existing resources, or
to comparative cost, These tendencies were reflected
in the attitude towards foreign irade which tieated
impoerts a5 an unavoidable necessity to A1l the gaps in
domestic supplies, and exports as burdensome obliga-
tions necessa:y to pay for imports, The economic plans
of individual countries were drawn up without refer-
ence to the plans of other members of the group, and
generally overlooked the advantages to be derived from
an international division of labour, While such a policy
considerably affected the pattern of trade of the cen-
trally planned economies among themselves and with
the rest of the world, it was obviously unable to over-
come the effects of the uneven dist:ibution of natural
resources, especially of minerals, among the various
countries of the group. The lack of essential materials
in several countries, together with the growing require-
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ments for primary commodities in the area laken as a
whole, resulted in a high priority rating for tzade in
these commodities,

During the immediate post-war period the foreign
trade of the centrally planned economies was based on
annual bilateral agreements containing lists of goods to
be exchanged at given prices. Subsequently, during the
period of the first Jong-term plans of economic develop-
ment, the general policy was to conclude long-term
hilateral agreements which, however, provided only a
general framework to be supplemented by annual
agreements stipulating the exact quantities and values
of goods to be delivered during the year. Long-term

agreements tended to introduce a certain element of

co-ordination between national plans in so {ar as they
were based on the planned impeit requirements, and
imposed upon the signatories the obligation to produce
the exports agreed upon. However, the foreign trade
plans were hardly ever an integral part of the general
plans, being {requently established without due con-
stderation of the possibility of acquiring the necessary
raw materials from abroad, and disregarding the prob-
lem of the cost of exports.

The Council for Mutual Economic Aid, ercated in
1949, did not have, in iis initial period, any significant
influence on national plans and their co-ordination ox
on methods of foreign trade policy. The task of the
Council was defined as that of “exchange of econemic
experience, lending of technical assistance and mutual
aid in raw materials, consumer goods, machinery and
equipment”’. While little is known about the activity
of the Council before 1954, the fiist period of its exist-
ence was characlerized by the reorientation of the
trade of the centrally planned economies towards cach
other. This policy was determined both by the shori-
ages of various commoedities in world matkets and by
the tendency of the planned econemies to ensure
priority in supply to other countries of the group—a
tendency which was strengthened by the deterioration
in the international situation and by restrictions im-
posed upon trade with the centrally planned econemies
by countries ouiside the group. The reorientation of
trade, which took place under the auspices of the
Couneil for Mutual Economie Aid, was not based on
considerations relating Lo prices of various commodities
in the two maskets, since exporting countries within
the group could frequently have obtained higher re-
turns in extra-group trade. In addition to the priority
given to inlra-lrade, an important role was played by
credits extended to other countvies by the Soviet
Union, to be repaid by exports of domestically pro-
duced goods. Imports from the Wesl, apart from the
restiictions imposed upon essential goods, were hamp-
ered by deficient supplies of goods which had been the
traditional exports of the centially planned economies
before the war.

The atiitude towards foreign trade, and the co-
ordination of economic plans have changed signifi-

cantly since 1953. Although these changes and their
timing were largely influenced by political events, there
is no doubt that their underlying causes were the
difficulties encountered by most of the centrally planned
economies at the end of their first long-term plans of
economic development, As already stated, the autarkic
form of rapid expansion was reflected in some countries
in unproductive and f{requently unnecessary invest-
ment expenditure. In several countries the supply of
raw materials, both imported and of domestic onigin,
lagged considerably behind the rising requirements of
the rapidly expanding manufacturing industries, At the
same tlime the need lo increase consumption levels
resulted, in some countries, in & decline in the share
of investment in national income, tending to reduce
the rates of economiec growth. These circumstances
gave a powerful impetus to the reappraisal of former
pelicies and were 1eflected in a significant increase in
activity of the Council for Mutual Econemic Aid which
began to deal with the problems of co-ordinating the
economic plans of individual countries and allocating
raw materials. Although the Council had only advisery
powers, and had no jurisdiction over the decisions of
member Governments, ils influence on such decisions
seems Lo have become increasingly impertant,

Thus, in December 1955 the Council made several
recommendations designed to reduce the shortages of
fuel and raw materials and to “eliminate the legs in
ouiput of raw materials, fuels, melallurgical industries
and agriculture™. 9 At the same time the Council
recommended country-wide specializalion in the pro.
duction of different types of motor vehicles, tractors,
combines and other agricultural equipment. The next
session of the Council, in May 1956, went much {urther
in this direction and its recommendations were
described as the first important experiment in the long-
term co-oidination of production and tiade plans. The
Council discussed the balances of supply and demand
of several major commedities for the five-year period
starting in 1956, and on this basis recommended in-
creases in ouiput of certain goods, economies in
several primary commodilies, and methods of disposal
of goods available for export.s? The recommendations
with respeet to output and trade, for the following five
years, related, among others, lo about ninety types of
machinery and equipment, twenty-three chemical
produets, lwenty-seven ilems of the iron, steel and non-
ferrous metals industries and sixteen agricultural
primary commodities. An essential feature of these
consultations was the {act that the Soviet Union agreed
to increase very substantially its deliveries of iron ore,
coal, coke, rolled metals and other commodities to the
other centrally planned economies. Although the
Council did not intend 1o co-ordinate the total sutput
of the member countiies, and limited itsel{ to planning
output and trade of major products only, even this
proved to be difficull to implement.

B Voprosy Ekenomiki, No. 10, 1957,

52 International Affairs, No. 4, 1958 (Moscaw).
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The recommendations of the Council raised problems
of balance of payments and of capital investment re-
quired to achieve the planned output within the stipu-
lated period, which were not originally taken inlo
account. Thus, for instance, since investment outlays
were larger, and the maturation period longer, in
exiractive industries than in manufacturing, specializa-
tion could impose a greater 1atio of invesiment to
national income in countries which were lo expand
considerably their output of primary commodilies. The
structure of domestic preduction inherited from the
recent past could not be remoulded in a short period to
the mutual advantage of the members of the Council.
In view of these difficulties, at its following (eighth)
session, in June 1957, the Council decided to reduce
the initially agreed scope of co-ordination fer the next
five years and to underiake the broader dovetailing of
national production plans for a period of ten lo fifleen
years, the preparation of which was recommended to
all countries of the group.

While the recommendations of the Council with
respect to output and trade were undertaken on a
multilateral basis, their practical implementation was
to continue in the form of bilateral clearing agree-
menls. However, the resulting changes in the paitern
of bilateral trade between each pair of partners made
the balancing of trade on a bilateral basis more difficult
than in the past.

Prompted by these difficulties, which obviously
would increase with any {urther extension of the inter-
national divisien of labour, the members of the Couneil
signed, for the first time, a multilateral clearing agree-
ment. 58 This is not intended, at least immediately, to
replace the bilateral clearing agreements; it is con-
ceived only as an additional, complementary measure
which, in its initial stage, will be applied 10 “reserves
of internal market” of individual countries, that is, 1o
available surpluses not earmarked for exports on the
hasis of bilateral agreements, to deliveries in excess of
bilaterally established quotas and to unbalanced ac-
counts in bilateral clearings. The transferable balances
cannot, al this siage, exceed 3 per cent of lotal exports
of a given country during the preceding year and, if not
liquidated within a definite period, must be paid for by
deliveries of such higls priority geods as coal, oil, sugar
and metals.

It is of interest to mention that even before the
signature of the new agreement, certain multilateral
clements existed in the trade belween the centrally
planned economies. In a few cases triangular agree.
ments were concluded, usually with one partner out-
side the area, In addition, difficulties arising {rom bi-
Iateral trade were, in some cases, overceme by using
primary commodities as a fosm of convertible currency.
A given country would exchange some of its expoits

8 The agreement was signed in June 1957 and completed by
special agreement between central banks in July 1958

for commodities produced by one of its trade partners
and provide for their dizect delivery to a third country.
Thus, part of the coal purchased by the Soviet Union
from Poland and part of the oil from Romania was
directly exported by the producing countries lo other
countries of the group. These methods of overcoming
the difficulties inherent in bilateral trade, however,
were cumbersome and nel always applicable, and the
introduction of mullilateral clewring for marginal
transactions may lead to their gradual elimination,

The problems of primary commedilies again came
under debate at the ninth session of the Council for
Mutual Economic Aid in June 1958; the Council
stressed the need to accelerate oulput of primary
commoditics and some basic materials, the shortage of
which had become a limiting facter in the further
growth of the centially planned economies. The rate
of growth of output of primary commodities was not
commensurate with that of menufacturing, and the lag
was particularly important in the production of fuel,
power and metals. The Council also stressed the need
to accelerate the expansion of chemical industries, with
the view of eliminating the existing botilenecks through
increased output of fertilizer and of substitutes such as
plastic malerials, synthetic rubber and fibres. The
Council recommended the extension of capacily in raw
material industries in countries endowed with natural
resources, but stressed that this extension should be
brought about by the common efforts of all the cen-
trally planned economies. The high cost of investment
in the extracting, chemical and power industiies, and
the fength of the construction peried, would result in 2
considerable rise in investment ratios and, conse-
quently, in restriclions imposed upon consumption
were such expansion to be financed entirely out of
domestic income. This burden should, according to the
Council, be reliecved by the participation el other
centrally planned economies in the financing of invest-
ment in Lhe sectors producing raw materials in those
countries best suited to such expansion.

Dealing with the pioblems of specialization and co-
ordination of plans in machine building, the Council
again emphasized the urgency of the raw material
problems and stated that particular attention should be
paid 1o preduction of equipment required for the ex-
pansion of raw material oulput, especially for the fuel,
power and chemieal industries.

The complete dissociation of domestic and foreign
trade prices in the centrally planned economies gave
rise to complicated problems of estimating the profita-
bility of exports and imports of varivus commodities.
Over a long period the problem of domestic cost of
exporls was largely neglected and the tiade policy was
based on litile cconomic accounting. Later on, various
methods of caleulating trade prefitability were devised
and uvsed to estimate the velative advantages of export-

5t Hospodarske Noviny, 27 July 1958 (Prague).
Ik Y Y &



CuarTER 4. PROBLEMS OF PRIMARY COMMODITIES IN THE CENTRALLY PLANNED ECONOMIES 163
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ing various commodities, The “coeflicients of efli-
ciency” were originally conceived as ratios of domestic
price to export price, expressed in foreign currency and
caleulated for each commmodity; their comparison was
to indicate the differences in cost per unit of export
earnings between various products and various coun-
tries of destination. Since, however, the domestic price
of exports included the cost of imported, or exportable,
materials used in their production, such coeflicients
could not adequately rellect the actual ability of various
goods to earm foreign currency. Therefore, more
recently in several countries a new coeflicient of effi-
ciency was introduced, excluding from the numerator
and denominator the cost of imported, or exportable,
materials used for production of experts. However,
even such a net coefficient of efficiency was only an
inadequate criterion for foreign trade policies. As has
already been noted, domestic prices of producer goods,
especially in Eastern Germany, Hungary and Poland,
were related only in a very haphazard fashion to rela-
tive costs, and not related at all to the balance between
supply and demand. In such conditions the ratios of
foreign to domestic prices had little economic meaning.
Moreover, the coefficients of efficiency could at best
indicate the comparative foreign earning abilities of
various goods, but this was not sufficient for the solu-
tion of broader issues of planning of output, imports
and exports.

These metheds were, however, recognized as inade-
quate for a rational foreign trade poliey which, aceord-
ing to the view now prevailing, should be closely
integrated with the general policy of development and
should tend towards an increase in the over-all produc-
tivity of the area. Programmes of imports and exports
and, consequently, production plans should take into
account the comparative cost of production in various
countries, and the price reforms taking place in several
countries should provide the basis for such comparison.
Decisions relating to production should not, however,
according to the prevailing views, be based on com-
parative advantage stemming from the existing cost
ratios, because such a policy would tend to perpetuate
the existing differences in the levels of development of
various couniries; they should depend rather on long-
term comparative advantages reflecting long-term pro-
duction costs of primary commodities in different
countries, their endowment in nalural resources and
the proximity of {uel and raw materials to the location
points of industsies. It should be added that the closer
connexion between production and trade plans and the
relative cost of output in various countries has resulted
in the re-emergence of the problem of prices in foreign
trade among the centrally planned economies, especi-
ally with respect to primary commodities. According to
some authors, further co-ordination of plans and ex-
pansion of trade will make it necessary to devise a
single yardstick for comparison of production costs in
different countries, that is, to bring the existing ex-

change rates of national economies into harmony with
their domestic purchasing power and to base f{oreign
trade prices on production costs within the area rather
than on world prices.

POLICIES IN TRADE WITH THE REST OF THE WORLD

While the trade of the centrally planned economies
with one another was conducted exclusively on the
basis of bilateral clearings, their trade with the rest of
the world presented a much more diversified pattern.
Bilateral trade agreements concluded with countries
outside the area, [requently covering several years,
usually eontained lists of goods 10 he exchanged, while
the quantities and prices of goods to be delivered were
to be fixed by annual trade protocols. In some agree-
ments prices and quantities were fixed tentatively for a
number of years, subject to revision before the expira-
tion of the treaties. The payment arrangements stipu-
lated in the hilateral agreements varied considerably
from case to case. The general tendency of the
centrally planned econemies to achieve bilaterally
balanced trade was implemented either by barter
arrangements, stipulating the kinds and quantities of
goods, or by bilateral clearings with limiled swing
credits to be repaid by shipments of goods at a later
period, or by transfers of convertible currencies. Trade
with certain countries was conducted in convertible
eurrencies and trade with the sterling area in sterling
on non-transferable accounts,

Trade in primary commodities with the rest of the
world was generally directed by the same principles as
the trade of the centrally planned economies with each
other, though the latter was given [first priority. During
the period prior to 1954, little consideration was paid
to the relative advantages derived {rom trade with the
rest of the world, and trade flows were primarily deter-
mined by the pressing import demand {or commodities
nol available within the area and by the need to secure
foreign exchange for payments. However, the recent
changes in the attitude towards foreign trade, while
primarily applied to intra-irade, seem also to have
influenced the policy applied to exchanges with the
rest of the world and, more specifically, with the
primary producing countries. Thus, the greater atten-
tion paid to comparative advantage would tend te in-
crease imports of several primary commodities in ex-
change for exports of manufactured goods. The advan-
tage of such a pattern of trade for the centrally planned
economies rests on the fact that, while the terms of
trade of primary products for manufactures in world
trade seem in recent years to have deteriorated, in the
centrally planned economies the reverse is true. Even
if such deterioration had not occurred in world trade,
there is little doubt that the much more rapid rate of
industrialization in the centrally planned economies
tended to increase the cost ratios of primary com-
modities to manufactures as compared with the corre-

85 K. V. Ostrovitianov in Pravdae, 8 February 1959.
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sponding price 1atios in world trade. While no con-
clusive data on changes in relative cost are available,
the existing statistical evidence, as well as information
on investment policies and conditions in various
economic sectors, point cleatly to the conclusion that
in all centrally planned economies cost in manufactur-
ing declined substantially in relation to production cost
of primary commodities, both in extracting industries
and in agriculture. While such a pattern of change
could be generally expected in any country in the
process of rapid industrialization, special conditions
prevailing in the centrally planned economies tended
to emphasize it. Thus, the concentration of investment
in manufacturing and the low priority given to agri-
culture in development policies resulted in a very con-
siderable increase in industrial productivity in relation
to agriculture. Similarly, in extractive industries, the
rising need for raw materials called for the exploitation
of less accessible or less valuable deposits in most
countries of the area, thus raising the exploitation cost
or slowing down its decline. In addition, the rise in
prices paid to agricultural producers which occurred in
recent years was another factor contributing to the
change in domestic terms of trade in favour of primary
commodities.

Although such changes in the relationship between
domestic cost ratios and foreign price ratios played a
part in the shaping of policies affecting trade with the
rest of the world, and more specifically with the primary
producing countries, their effect on trade in primary
commodities was restricted by several other considera-
tions. Probably the most compelling was the reluctance
of the centrally planned economies to increase their
dependence on imports of raw materials from the rest
of the world; in fact, official statements and new plans
of economic development indicate a tendency Lowards
a considerable expansion of output of agricultural and
non-agricultural raw materials and of synthetic sub-
stitutes. While substantial increases in trade with the
test of the world are contemplated, there is no indica-
tion of any attempt to shift production schedules or to
bring about changes in the allocation of resources
based on the advantages which could be derived from
the estension of such trade. Such changes, it is true,
would hardly be reflected in global output targets
because the shaie of imports of primary commodities
from the rest of the world was exceedingly small in
relation to output of the centrally planned economies
taken as a whole. Apart from this, since the relative
costs of output and of imports may be different not only
for vatious commodity groups but even for specific
items within a group, il is possible that some shilts in
production and imports {rom the rest of the world were
actually planned without any visible effect on global
data.

Despite these qualifications, the rising requirements
for several primary commodities, especially of agri-
cultural origin, largely due to the increasing need to

raise consumption levels, and the advantages derived
from procuring them from abroad in exchange for
manufacturing, have been inereasingly important
factors in the foreign irade policy of the centrally
planned economies during recent years.

Exports of primary commodities from the centrally
planned economies to the rest of the world were moti-
vated mainly by the need to secure foreign currency to
finance imports. Thus, exports of a given commodity
may be considered warranted from the point of view
of the economy as a whole as a means of securing
foreign currency, even if its supply is not sufficient to
cover demand within the area. The Soviet Union ex-
ported in the nineteen thirties considerable amounts of
grain, despite tremendous shortages of food, in order
to pay for imports of equipment necessary for indus-
trialization. More recently several countries have
exported such commodities as meat, coal and some
non-ferrous metals, despite the fact that all these

- commodities wete in short supply in individual

countries and in the area of the centrally planned
economies as a whole. While it may not have been
possible to correlate exports of specific commodities
with the supply-demand position within the area, such
flows were nevertheless generally motivated by over-all
objectives of domestic economic policy. Similarly,
price policy in trade with the rest of the world was
generally based on some economic considerations,
although these considerations were naturally not the
same as those in the private enterprise economies. The
profit motive which influences private entiepreneurs in
their choice between exports and sales in the domestic

market, does not, of course, influence the decisions of

the planning authorities, who may find it expedient
instead to export high cost goods at low prices. Not-
withstanding this, the centrally planned economies,
like any other traders, obviously strive to get the high-
est prices for their exports and to pay the lowest prices
for their imports. In some instances, however, the
centrally planned economies were willing to bid up
prices to obtain necessary imports, especially when
such practice was deemed necessary to induce their
trade partner to sell goods included in embargo lists,
or to offset disadvantages resulting from payment in
kind instead of in convertible currency. Similatly, in
some cases the centrally planned economies offered
exports at prices below prevailing world prices, but in
most instances this was also closely related to the
difficulties encountered in the fulfilment of bilateral or
barter agreements or to the pressing needs of balancing
trade conducted in convertible or partly convertible
currencies. The bilateral cleaiings usually provided for
the balancing of current deficits within the following
year by expotts or by payments in convertible currency.
However, in some cases the creditor couniry was re-
fuctant to raise its impotts Lo the originally stipulated
levels because of a change in the pattern of demand,
difficulty in obtaining the required variety of goods,
delays in deliveries or inferior quality of goods offered
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for sale. In such cases the centrally planned economies
were willing to offer their exports at a discount with a
view to balancing their bilateral accounts, Although, in
some instances, political considerations played a part
in offering exports at reduced prices ot paying for im-
ports at premium prices, it seems that, in general, there
were strong economic motivations for such pelicies.

The attitude of the centrally planned cconomies
towards the stabilization schemes and policies applied
to prices of primary commodities in the world markets
as 1easserted in the course of 1958 in several official
statemnents, 59 has heen one of support, in principle, of
international commodity agreements and of willingness
lo participate in arrangements such as the establish-
ment ol export quolas and fixing of export prices, At
present some centrally planned economies adhere to
the International Sugar Agreement, which fixes the
export quotas of its participants in their trade with the
rest of the world, In some other cases, such as tin and
aluminium, the Soviet Union has also agreed to restrict
exports of these commodities.

During the last two years the tzade ol the centrally
planned economies with the rest of the world tended to
have a stabilizing effect in the case of wool, rice, wheat
and rubber, but their trade in sugar, affected by
fiuctuations in harvest, tended rather to amplily the
fluctuations on the world market.

The expansion of exporls of non-ferrous metals, in
particular, tin and aluminium, despite their relatively
small share in world trade, also had a depressing effect
on the market, especially in 1958. These increases,
under conditions of f{alling demand, were maost likely
motivated by the pressing need Lo restore the balance
of payments with the sterling area, with which the
Soviet Union was running a deficit. In faet, the rise in
exports of aluminium took place in a period when,
according to official stalemenls, the Soviet Union was
experiencing an acute shortage of this commodity
despite the considerable increase in culput of recent
years. The 1ise in Soviet exports resulted in the impo-
sition of import restrictions on tin by several countries,
and the Soviet Union entered into negotistions with the
International Tin Council and agreed to limit sub-
stantially its exports lo countries other than the
planned economies.5? Stmilarly, negetiations between
the Soviet Union and the United Kingdom led to an

38 During the thirteenth session of the United Nations General
Assembly, the representative of Crechoslovakia declared that,
“The prices of primary commodities must, accordingly, be
stabilized quickly by means of international srrangements and
commodity agreements, particularly as the diversification of the
economy and the industrialization of the wnder-developed
vountries were long-term projects”. During the same session the
representative of the Soviet Unien stated that his Government
was opposed lo the prectice of dumping, but that it should be
noted that in the case of any country, circumsiances might arise
which favoured the sale of one or another commodity, and that
the Soviet Union "had been an interested participanmt in the
recent international conferences on tin, lead and zine snd would
take an getive part in any steps to improve the primary com-
modity situstion™.

agreement limiting Soviet shipments of aluminium in
1959 to their 1957 level. It should be pointed out,
however, that, apart from such short-term considera-
tions, the Soviet Union seems to be interested in
increasing its exports of non-ferrous metals above
the levels achieved prior to 19561957, in order to earn
additional amounts of foreign currencies needed for
increased imports of equipment from the more devel-
oped western countries, in accordance with its new
long-term plan of development.

During recent years, the centrally planned economies
entered into a number of bilateral agreements with
several primary producing countries which resulted in
a significant increase in their exports of primary com-
modities. At a time when world markets were de-
pressed, such agreements providing for an exchange of
a stipulated amount of goods at fixed prices had a
stabilizing effect on the foreign trade proeeeds of the
exporters of primary commodities. An important
advantage of such agreements was that they enabled
these countries to exchange surplus commodities for
capital goods.

These policies, which at one time or another had a
considerable effect on prices and export receipts of
some primary producing countries, are hest illustrated
by the transactions of the centrally planned economies
with Egypt, Burma and Ceylon, as well as by the recent
purchases of 1ubber by the Soviet Unien. Thus, for
instance, the large purchases of Egyptian cotton in
1955 and 1956, which took place during the period of
falling world prices, reduced considerably the pressure
of existing supply on prices and its effect on the Egyp-
tian economy.’ Similatly, the bilateral clearing agree-
ments signed with centrally planned econormies in 1954,
providing for the exchange of Burmese rice for capital
goods and other manufactures, enabled Burma to dis-
pose of its large surpluses at relatively stable prices. #
When the market {or rice improved by 1957, Burma
terminated several bilateral agreements, reduced the
quantities allocated to the trade with the centrally

57 According to a statement by the International Tin Council
(United Kingdom Board of Trade, Board of Trade Journal
(London), 30 January 1959), the ™. .. USSK has moved towards
the desires of the exporting and importing countries, members of
the Council, and has confirmed her intention to reduece her tin
exports outside the socialist countries in 1959 compared with
exporis in 1958. The answer given to the Council is that it is the
intention of the Soviet foreign trade organizations to consider
the figure of 13,500 tons the limit of such exports”. The 1958
exports amounted to some 18,000 tons.

% The share of the centrally planned economies in Egyptian
cotton exports rose from 14 {)cr vent in 1954 to 27 per cent in
1955, 34 per cent in 1956 and about 46 per cent in 1957, Tt is of
interest 10 note that the trade agreement of the Soviet Union with
Egypt as well ss the agreemenls signed with several other
primery producing countries contain a clause prohibiting re-
exporls of commodities purchased by the Soviet Union,

B In 1956 the trade sgreemends with the centrally planned
cconomies called for annual shipments of rice amouating to
shout 35 to 40 per cent of total rice exports; actual shipments in
1956 were, however, much smaller.
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planned economies and increased the share of its trade
conducted on a cash basis %

The five-year bilateral agreement signed in 1952 by
Ceylon and mainland China enabled Ceylon to dispose
of a large proportion of its 1ubber at annually fixed
prices, at a time when woild prices were falling
sharply. The effect of this transaction on the economy
of Ceylon was considerably strengthened by the fact
that, in return, mainland China offered substantial
amounts of rice at prices more favourable than those
prevailing on the tightening world markets. This policy
of mainland China was obviously influenced by its
difficulties in procuring rubber, caused by the embargo
imposed in 1951. In 1955, however, rubber prices
increased in the world markets and the supply of rice
improved. This change in the situation prompted
Ceylon to reduce its imporls of rice from mainland
China and to abandon the annually lixed prices for its
rubber, The new agreements provided {or a premium
price for 1ubber on a sliding scale related to the average
market prices in Singapore. In 1957, however, a new
five-year agreement was signed, providing for an annual
exchange of 200,000 tons of rice for 30,000 tons of
rubber at ptices prevailing at the time of the signing of

8 The reduction of rice shipments to the centrally planned
economies in 1957 was also due to the fact that the recent pur-
chases scem to have exceeded the actunl demand for rice and
that the nssortment of goods received by Burma in exchunge was
not always considered satisfeetory.

the contract, thus stabilizing rice and rubber prices in
the trade belween the two countries,®

It should be added that in several cases, the offer of
credils at low interest 1ates by the centrally planned
economies was a factor in stimulating exports of pri-
mary commeadities to these countries. Such credits, the
bulk of which were extended to Burma, India, Indo-
nesia, the Uniled Arab Republic and sevenal other
Asian and Middle Eastern countries, not only created a
favourable climate for current exchanges of primary
commodities for manufactured goods delivered by the
centrally planned economies, but they may also have a
significant influence on future exports lo these
countries, The credil agreements provide {or the 1e-
payment of loans and interest in kind and in domestic
currency of the debtor countiies, as well as in convert-
ible currencies. To the extent to which such payments
will be effected in kind or in domestic currencies they
may absoib a part of the surpluses ef primary com-
modities of the debtor countries. o

& In [uct, while the new agreement abandons the premium
prices paid previously by mainland Chine, the effect of this
change was offset by & grant to Ceylon amounting to about
216 million.

2 The tolal credits so {ar granted were estimated at about $750
million 1o Asia and sbhout $580 million to the Middie Eust and
Africa. The actual amounts drawn so far are considerably smaller,

most likely less than half the amounts granted. The repayment
periods of seven, eight or twelve years are to begin at various

periods forfdifferent countries,{in most coses several years after
the delivertes,

Appendix

CHANGES IN OUTPUI, TRADE AND APPARENT CONSUMPTION
OF INDIVIDUAL PRIMARY COMMODITIES

Food

The increase in consumption st rates oxceeding that of
output was charactetistic not only for total food, ss noted

in the text above, hut also f{or all individual eommodities
for which data are available. As may be seen in table 48, this
was reflected in a gencral decline in net exports which, in the
case of butter and sugar, turned into net imports in 1955~
1957,

Table 48. Selected Foodstuffs: Apparent Consumption and Net Exports or Imports as Percentage of

Apparent Consumption
(Thousands of tons, exceptias,indicated)

Apparent consumplion

Cammedily ard area
1834- 1948-
1938 1952

Net trade ag percentage of

Net trade apparent consumplion
1934 18448~ 4955 193~ 198~ 1945~
1938 1952 1957 1938 1952 1957

Cereals®
Eastern Europe

Less industrinlized countries. 28,038 26,539 33,861 2,706 437 —1,551 97 16 —46

More industrialized countries 11,461 10,797 13,897 —97 —626 —3,124 -08 ~—58 -225

Torar, asTERN EunopeE 39,499 37,336 47,758 2,609 189 —4,675 66 -05 —98

USSR e L T9.672 76,514 106,200 1,238 1,686 3,056 16 2.2 3.7
Torar, USSR AND EASTERN

Funope 119,171 113,850 153,958 3,847 1,497 —719 3.2 1.3 —05

China {(mainland)} . . .. . . 73,921 81,487+ 105,341 770 . 627 -1.0 . 0.6
ToTAL, CENTRALLY PLANNED

EcoNOMIES 193,092 195,337 259,299 3,017 o ~92 1.6

{continued on page 167}
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Table 48. Selected Foodstuffs: Apparent Consumption and Net Exports or Imports as Percentage of
Apparent Consumption (continued)

{Thousunds of Lons, except as indiceled}

Nel trude as pereentage of

Apparent consumplion Nel trude apparend consimplion
Commodily und area
1934 1948 1955~ 1936 1958 1955~ 1934 1048~ 1955-
1638 19592 57 1938 1952 1957 1938 1952 1957
Meato
Eastern Lurope
Less industrialized countries. 1,842 2,132 2,476 85 62 160 4.6 29 6.5
More industrinlized countries 1,116 881 1,204 —~14  —110 — 144 —12 —-124 -—-120
ToTAL, EASTERN Furope 2,958 3,013 3,680 71 e o] £ 16 24 —16 0.4
USSR .. cie. L. 2,480 4,900 6,911 20 o — 148 0.8 ‘ —2.1
Torar, USSR Axp EasTERN
Furope 5,438 7,913 10,591 91 ~132 1.7 -1.2
China (mainlend) .. . . S - ‘ 8 131 . N
ToTAL, CENTRALLY PLANNED
ECONOMIES 99 -1
Butter ({actory)
Fastern Europe
Less industrialized countries 28.9 38.2 90.0 12,7 4.4 0.5 42.5 11.5 0.6
More industrialized countries 1154 118.9 2101 ~172 236 -385 ~149 ~168 ~183
Toiat, gastern Eunorg 1453 1571 300.1 —4.5 ~—19.2 -380 -31 -122 -12.%
USSR. .. ...... o 155.0 340.0 525.9 65.1 —~3.9 204 420 -—11 3.8
Torar, USSR AND EASTERN
Eurors 3003 497.1 826.0 606 231 —171.6 201 ~47 2.1
Egps (millions of units)
Eastern Europe
Less industrialized countries. 5,833 5,234 7,577 1,037 425 760 17.7 8.1 10.0
More industrialized countries 3,572 2,751 4,519 316 —100 —242 —-88 36 ~54
Torat, rastery Eurore 9,405 7,985 12,096 721 325 518 77 4.1 4.3
USSR.. . .. ...... S 7,386 11,765 19,831 114 —65 —18} 15 06 09
Torar, USSR AND EASTERN
Eyrore 16,791 19,750 31,927 835 260 337 5.0 1.3 11
China (mainland). . . . . : o 313 ‘ 491 . ‘ .
TOTAL, CENTRALLY PLANNE
ECONOMIES 1,148 828
Sugard
Fastern Europe
Less industrialized countries 4974.2 1,017 1,301.7 919 2463 143 4 9.7 24.3 11.0
More industrialized countries  1,051.6 960.0 950.2 230.8 346.0 288.2 21.0 36.0 29.0
ToTar, eaSTERN Euvsore  2,025.8 1,97L.7 2,201.9 3157 592.3 431.6 15.6 30.0 188
USSR. .. ... . . ‘ 2,008.2 2.847.0 4.514.3 668 —324.0 —496.3 33 ~1l14 —-94
Tortar, USSR AND EASTERNM
Eurore  4,034.0 4,818.7 6,806.2 3825 2683 5.3 9.5 5.6 .
China {mainiand). . . . 859.1 200.0 6880 -3471 —640 -103.0 —404 320 -28.1
TOTAT, CENTRALLY PLANNED
ccovoMigs  4,893.1 50187 7,494.2 354 2043 —187.7 0.7 41 25
Tobacco
Eastern Eurape
Less industrialized countries . 45.3 72.6 137.2 235 40.7 278 51.8 56.1 20.3
More industrialized countries 43.5 22.1 526 —326 —4.9 —-377 —-749 -—-222 717
TorAL, EASTERN FUROPE 88.8 94.7 189.8 —0.1 35.8 -89 —102 378 —52
USSR ... ‘ 2127 o o —07 —438 —-672 —-03 . .
Torar, USSR AND EASTERN
Eurore 301.5 o —-08 —80 —771 —33 .
China (mainland) o 3317 —206 —-19 31.0 93
ToTAL, CENTRALLY PLANNED
ECONOMIES —30.4 —-99 — 46,1

Source: National statistical yearbooks and bulleting; Food and

Agriculture Orpganization of the United Nations, and United

Nations, Commadity Trade Statistics, Statisticel Papers, Serfes 1,

No. 4.

s Wheat, rye, barley, cats, maize and rice {milled equivalent)

b Production

ton, lamb asd poultry.

d Refined.

¢ Total carcass weight, including offal, beel,

veal, pork, mut.
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Probably the most significant changes occurred in the rela-
tionship between output, consumption and trade of cercals.
While total apparent consumption of cereals in the centrally

lanned economies increased between 1934-1938 and 1955~
l.?‘_5357 by about 66 million tons, output increased less, and
the net exports to the rest of the world of over 3 million tons
were practically eliminated. The changes in output, con-
sumption and trede varied considerab%y from country to
country. The rise in total output of cexcals by about 32 pex
cent was mainly accounted for by a 36 per cent 1ise in the
Soviet Union and a 45 per cent inerease in mainland China,
whereas the output 0£P eastern Furope remained approxi-
mately at its pre-war level. In terms of value these differences
were even greater because of a rise in the share of more
valuable grains in the total production of the Soviet Union
and mainland China.

In the Soviet Union, expansion of wheat preduciion by
far exceeded the incresse in output of other grains, This was
accompanied by a decline in the relative share of rye and,
to judge by the changes in the distribution of cultivated area,
by a decline in the share of coarse grning, despite a consider-
afv)lc increase in the share of meize. In mainland China,
output of wheat remained at approximately the pre-war level,
but the output of rice incrcaseg by 60 per cent. In contrast,
in eastern Europe the shares of various grains were quite
similar in 1955~1957 to those of the pre-war period, although
several shifts occurred during the intervening years. A rela-
tively Jess marked decline in wheat output than in that of
other grains, particularly coarse grains, during the war and
the immediate post-war period reflects the increase of direet
human consumption of cereals during that period, and the
corresponding decline in the share of consumption of live-
stock produets.

The fact that output in eastern Europe hardly exceeded
its pre-war level, whereas apparent consumplion increased
by some 20 per cent, was reffected in the significant shift
from an export surplus of about 2,6 million tons in 1934~
1938 10 an import surplus of 4.7 millien tons in 19551957,

Before the war, all eastern European countries except
Czechoslovakia were net exporters of grain. The total amount
of their net exports was sufficient to cover the small grain
deficit of Czechoslovakia and leave a surplus for export to
other areas. fn recent yesrs, net imports of Crzechoslovakia
have risen to an average of 1.5 miﬁ’ion tons a year, while
Poland and Eastern Germany have also become substantial
imparters, average annual net imporls of these Lwo countries
running at 1.1 and 1.6 million tons, respectively, The other
eastern European countries, Bulgaria, Hungary and Romania,
were able to maintain a moderate export surplus in years of

ood harvests, but even those countries incurred some prain
ﬁeﬁcit on the averaga for the years 1955-1957, as a con-
sequence of one poot harvest during that peried.

In the Soviet Union and mainland China, however, appar-
ent consumption increased less than output and, accordingly,
the balance of their 1rade changed in the opposite direction.
The exports of grain [rom the Soviet Union rose from 1.2
million 1ons before the war to almost 4 million tons in 1955-
1957, If imports of rice are disregarded, the net exports of
the Soviet Union amounted an the average to 4.5 million
tons of grain, equal to the total net imports of the other
castern European countries during this period, In mainland
China, despite a 43 per cent increase in apparent consump-
tionn, the net imporis of 770,000 tons bet%re the war were
replaced by a net export of 627,000 tons in 1955-1957,
mainly reflecting the change in the trade balance of rice, A
major importer of rice before the war, majnland China has
turned inio a major exporter during recent years.

As stated previously, net exports of cereals in the trade of
the area with the rest of the world were almost entirely wiped

out by 1955-1957. This change was brought about through a
fourfold incresse in imports while exports rose by 40 per
cent only. Hfowever, while on the average exports and 1m-
ports of cereals have been in balance in recent years, the
cereal trade with the rest of the world may be subject to
significant Auctuations caused largely by inadequate syn-
chionization of changes in surpluses available for export and
in demand for imports within the group of centrally planned
economies. The sharp fluctuations in cereals output in Bul-
garia, Hungary, Romania and especially in the Soviet Union,
in the face of a relatively stable demand for imports in
Czechoslovakia, Eastern é’ermany and Poland,! may sig-
nificantly affect the amounts of cereals available for exports
to the rest of the world. Instability of export supplies is
likely to persist in view of the fact that the rise in Soviet
output of grain after 1953 was accomplished almost entirely
by the extension of the cultivaled area into marginal lands
where yields vary widely as a result of changes in the amount
of rainfall. During the three years from 1955 to 1957, when
the aren under grain remained practically uncheanged, the
annual variations in output were equal to about 20 million
tons. The rise in output in 1956 resulted in an increase in
net exports {rom about 3.2 million tons in 1956 to 7.4 million
tous in 1957.2 No less important were the fluctvations in the
trade of cereals of Bulgaria, Hungary and Romania, the other
three exporting countries,

While the average net exports from these countries reached
about 700,000 tons after the good harvest of 1955, their bal-
ance deteriorated sharply, showing an even larger deficit,
after the poor harvest of 1956, In the three years from 1955
to 1957, the fluctuations in output of the exporting countries
tended to be complementary; a year of good harvest in the
Soviet Union—1956—was one of poor harvest in the other
exporting countries, while two had Earvcst years in the Soviet
Union—1955 and 1957—were pood harvest yems in Bul-
garia, Hungary and Romania. This has tended to reduce si;?-
nificantly 5]8 over-all fluctuations in the expoitimport bai-
ance of the centrally planned econamies with the rest of the
world. Even so, these lluctuations were not small in absolute
amounts; while in 1955 nel imporis of eastern Furope and
the Soviet Union amounted to only 290,000 tons of grain
{excluding rice), the deficit had risen to 780,000 in 1956,
which turned into a surplus of 830,000 tons in 1957.8

The pattern of changes in output, consumption and trade
of livestock products differed in many respects from that of
cereals. Output and consumption of meat and butter in-
ereased in the centrally planned economies much more than
output and consumption of cereals. As in the case of cereals,
consumption increased mare than output in the Soviet Union

I Although, during the past three years, total imports of these
three countries have been steadily increasing, it is difficult to
ascertain to what extent these changes reflect a long-term trend.

2 18955 1955 1957
(Thousands of tons}

3,683 3,215 7414
700 1,500 1,800

Grain exports
USSR
Total exporls C S
Lxports to private enterprise
economies c
Grain imparts
Poland
Tatal imports Cee .. 1,160 1,000 1,806
Imports from privale enterprise
economies ‘ 551 692 673
zechoslovakio
Total imports .. . .. . LA413 1,441 1,648
Imports from private enlerprise
ceonomies . ‘ . 254 711 37
Fastern Germany
Total imperts ... . 1,348 1,685 2,083
Imports from private enterprise
economies . 109 178 174

3 See footnote 2 above.
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and caslern Europe, which changed from net exporters of
meat and butter in 1934~19384 to net importers in 1955~1957.
If the trade of mainland China, which increased its net ex-
ports considerably, is added, the total net exporis of meat to
the rest of the world of 99,000 tons in 1934-1938 changed to
net imports ol about 1,000 tons in 1955-1957. This chngc
was the resull of a greater increase in imports than in exports
between 1934-1938 and 1955~1957, although during the
most recent period both imports and exports tended to decline,

It should be added that while the share of the oulside world
in the meat trade is low, i1 is by no means insignificant. Of the
340,000 tons of meat imported on the average in 1955-1957
into the Soviet Union, Eastern Germany and Czechoslovakia,
about 75,000 tons came from the rest of the world.% Meat
exports from Poland to western Europe, particulatly to the
United Kingdom, account for a major and increasing shaie
of the total Polish exporis of meat. Meat exports from Bul-
garia, Hungary and Romania to countries cutside the grou{)
are mlutivetiy less important; there is, none the less, a tend-
ency for such exports, especially from Hungary, to increase.

Somewhat diffesent changes oceurred in the trade of but-
ter; total imports of butter were much higher and exporis
lower, on the average, in 1955-1957 than in 1934-1938. In
consequence, the net exports of 60,000 tons before the war
were replaced by net imports of 18,000 tons during the recent
years. However, between 1935 and 1957, net impoerts from
the rest of the world declined from about 26,000 tons to
13,000 as a result of & grealer inerease in exports than in
imports.t

In contiast to the position with respect to these two live-
stock produets, the group continued to be a net exporter of
epps, despite the fact that imports increased and exports de-
clined compared with the pre-war level.” From 1955 10 1957
net exports of eggs from the centrally planned economies
contributed from 10 to 13 per cent to the imports of the rest
of the world. The importance of the exports of eggs to the
countiies outside of the group can be seen {rom the fact that
of the 700 millien eggs exported, en the average, {rom Bul-

aria, Hungary and Poland in 1956 and 1957, about 250 mil-
ion alone went to the Federal Republic of Germany and the
United Kingdom.

The expansion of output and consumption of livestock
products in the centrally planned economies as a whole was
not, however, evenly distributed among the individual coun-
tries. The substantial increases achieved between 1934~1938
and 1955-1957 were mainly the eflect of very steep increases
in the Soviet Union as well as in the less industrialized east-
ern European countries, the major produeing and exposting
countries, which before the war had a much lower per capita
consumption of livestoek products than more industrialized
Czechoslovakia and Eastern Germany. The differences between
changes in output and consumption in various countries were
most pronounced for meat. While cutput of meat in EFastern
Germany and Czechoslovakia remained unchanged between
1934~1938 and 1955-1957, and consumplion increased by
about 8 per cent, in the less industrialized countries output
and consumption rose by 37 and 34 per cent, respectively,
and in the Soviet Union by 171 and 179 per cent. Such differ-

* Qutput und apparent consumption in the Soviet Union and
eastern Burope increased between 1934-1938 and 19551957 in
the following fashion: meat, 89 and 95 per ceni; {sclory butter,
124 and 175 per cent; eggs, 83 and 90 per cent, respectively.

5 The main suppliers of the Soviet Union amony the countries
outside the group were, in recent years, Yuposlavia, Argentina
and New Zealand, and those of Eastern Germany and Czecho.
slovakin were wesiern European eountries.

& This includes however imports from the Mongolian People’s
RePubfic

Net experts fell from 1,148 million units to 808 million,

ences between areas were no less important in the case of
butter and egps 8

The exceplionally steep inereases in output of livestock
products in the Soviet Union reflected largely the recovery
from the very low level 1o which the output of livestock had
failen during colleetivization. Even in 1937, despite a partial
improvemen! beginuing in 1933, the agoregate output of live-
stock products was 35 per cent below the level of 1928, Con-
sequently, per capita consumption was, in 1955-1957, only
about }5)per cent ahove 1928. This [act is ohviously one of
the reasons why, despite the very sharp incresses in output,
the Soviet Union turned f1om a net exporter into a net im-
porter of livestock products, if the average of 1955-1957 s
compared with that of 19341938 (within the present bound-
aries of the Soviet Union). This was the result either of a
decline in exports o1 an inciease in imports, or botk, of all
major products—meat, butter and eggs. Within the span of
the pust thice years, however, a different trend appears to be
emerging, whereby imports of livestock products are declin.
ing or exports increasing. Such a reversal took place in the
case of meat and animals for slaughter, the combined net
iraports of which ameunted to about 320,000 tons in 1955,
but to only 110,000 tons in 1957.2 A similar change took
place in the case of butter, expotts of which rose considerabl
in the three years while imports remained relatively low, wit
the eflect that the Soviet Union became a net exporter in 1957
to the extent of 40,000 tons. Only with respect to eggs did the
country’s position as & nel imporler remain unchanged, aver-
age imports conlinuing to absorb a luge part of the export
surplus of the eastern Fulopean countries.

The position of the less indusirinlized eastern Furopesn
countries as exporters of livestack products was but Etﬂe
changed in 1935-1957 compared with the pre-war period.
Exports of meat were higher than in 1934-1938; this increase,
however, was counterbalanced in value terms by a decline
in exports of live animals for slaughter, as well as by some
decline in exports of dairy produets. Czechoslovakia and
Eastern Germany, on the other hand, increased their imports
of meat and dairy products very considerably. As a result of
this, eastern European exports of meat exceeded imports in
1955-1957 by only about 16,000 tons, and net imports of
batter were at a level of 38,0600 tons. The area, however, con-
tinued to be a substantial exporter of animals for shiughter,
and eggs, and the total value of exports of livestock produets
exceeded somewhat the value of impotts in the recent period.

The change in output and consumption of livestock prod-
uets in mainland China is mere difficult to ascertain because
of Iack of data. There are, none the less, indirect indications
that ou(t:Put of pork, by far the most important lvestock prod-
uct in China, increased significantly less than the eutput of
grair, as compared with the pre-war level. This can be seen
from the fgures on the number of hogs (in millions) at
mid-year:

1937 1930 1953 ‘
78.5 60.2 96.1 95.3

Despite the relatively poor performance of livestock pro-
duction in mainland China, there was a substantial inciease in
exporls of meat and egps from this country, as compared with
the pre-war level. A substantial proportion of the imports of
these products by other ccntraﬁy planned economies, par-

B Respeciive increases in oulput and consumption of [actory
nutter were: USSR, 150 and 240 per cent; less industrialized
eastern Burepe, 110 and 200 per cent; Czecheslovakia and
Fastern Germany, 75 and 82 per cent; increases in oulputl and
consumption of eggs: USSR, 162 and 168 per cent; less indus-
trialized eastern: Eurcpe, 22 and 30 per cent; Czechoslovakia and
Eastern Germany, 31 and 27 per cent,

9 Animals for slaughter given originally in live weight, con-
verted into carcass weight.
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ticularly the Soviet Union, was met from this source. The
decline in Soviet meat imports from 1955 to 1957 had its
counterpart in a corresponding decline of Chinese exports.

Agricultural raw materials

The increase in production of industrial raw materials

chiefly reflected the expansion in cutput of cotton, which ac-

counts for & very high share of total output. Production of

wool and jute alse increased substantially, but the rise in
output of sitk was moderale, and output of flax and hemp
scems to have declined (see tables 50 and 51).

Table 49.  Imports of Exotic Foods into the Soviet Union and Eastern Kurope

{Thousands of tons)

Laffee Cacoe beans Citrus fruil

Aren 1935 1948 1955 1934 1948- 1955~ 194 1948 1955~
1918 1952 147 1938 1952 1957 15358 1058 1957

Eastern Europe
Less industrialized countries . .. 12 1 5 13 3 8 69 4 27
More industrialized countries . 53 5 14 31 3 13 114 17 45
TortaL, EASTERN Lunope 65 6 19 44 6 21 183 21 T2
USSR.. .. .. . . . . ‘ 1 1 3 g 12 25 19 9 g1
Toray, USSR anp easteny Eunore 60 7 22 53 18 46 202 30 163

Source: See table 48,

Table 50.  Apparel Fibres: Apparent Consumption and Net Exports or Imports as Percentage of

A ppat ent Consumplion

{Thousands of tons)

Nel trade us pereenloge of

Apparent eonsumpiion Nt lrade apparent consumplion
Commodily and area
190 1958 1955~ 1934 1948~ 1955 - 1934- 1848~ 1955~
1938 1952 1957 1934 1952 1957 1978 15958 1957
Cotton
Eastern Europe
Less industrialized
countrjes .. . . 122 175 214 -115 ~155 —189 —-943 —886 —884
More industrialized
countries . ... . 134 94 169 -134 e Q) —169 -100.0 —1000 —100.0
Torar, eastery Eurore 256 269 383 —249 — 249 - 358 973 —936 —934
USSR .. ... ... 635 1,051 1,170 23 171 262 —3.5 16.3 224
Torar, USSR anp
eastery Eurore 891 1,320 1,553 w271 —~T78 —06 ~30.4 -5.9 —6.2
China {mainland) 704 805 1,566 — 24t —67 —-32 —3.4 —8.3 —2.0
TOTAL, CENFRALLY
PLANNED ECONOMIES 1,505 2,125 3,119 —295 —145 —128 - 18.5 —6.8 —4.1
Wool
Fastern Europe
Less industrialized
countries .. . . 44.5 41.5 52.2 —20.5 —19.3 —23.0 -46,1  —465 —440
More industrialized
countries 40.5 18.9 314 —39.5 —17.0 —280 -975 —952 —89.2
Torar, gasienn Lunore 85,0 60.4 836 e 60,0 - 36.3 —51.3 -70.6 —601 —61.2
USSR . ... ...... . 89.7 1149 197.4 AN ~11.9 =370 -33.1 —-104 —188
Torar, USSR awp
eAasteRN Eurore 1747 175.3 281.0 - 8G,7 —482 —88.3 -51.3 —-275 -—-314
China (mainland) 13.3 166 14.8 147 8.4 172 107.5 50.6 116.3
TOTAL, CENFRALLY
- PLANNED EcONOMIES 188.0 191.9 205.8 —~T73.0 —39.8 —T71.1 —~399 -207 239
itk
Eastern Europe
Less industrialized
ecountries R 0.23 0.10 G.10 —0.02 . R —1.7
More industrialized
couniries . 0.30 —_— - -—0.30 —_ — —100.0
Total, EastERN Evnore 0.53 0.10 0.10 —0.32 .. . - 502 S Ca
USSR .. ... o 171 2.46 4.16 —009 - {}.60 -1,77 -850 =244 —426
Torar, USSR anD
EASTERN KUROPE 2.24 2.56 4.26 —~0.41 - (1,60 —1.77 -179 =234 417
China {mainland) . 240 o 281 4.60 o 4.20 192.0 . 150.0
TOTAL, CENIRALLY
PLANNED ECONOMIES 4,64 7.07 4.39 . 243 90.6 o 34.4

Sonrce: See table 48.
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Table 51.  Net Trade in Non-Apparel Fibres and Natural Rubber

{Thousands of tons)

FPlar Hemp JSule Naturnt rubber

Area 1934~ 1955+ 1934~ #1955~ 13- 1555~ 1934- 1655
1938 1957 1038 1957 1938 1957 1978 1957

Eastern Europe
Less industrialized countsies . | 14 i) 4 . — 20 —26 — 10 w30
More industrialized countries . =21 —6 wor 1l -2 —57 —16 —29 —49
Totar, EASTERN EurorE  —7 —10 -~ 10 w2 —86 —42 —39 —85
USSR......... . .. . .. S 84 22 -3 o 200 —19 —37 — 88
Totar, USSR anp EASTERN EUROPE 77 12 ~10 -5 - 106 -] -7 =113
China (mainland) . ... .. o = - 4 10 —~13 —13 ] -3
TOTAL, CENTRALLY PLANNED ECONOMIES 77 12 —6 5 ~119 - 74 —83 ~-236

Source: Sece table 48.

The relationships between changes in output, apparent
consumption and trade varied according to commodity, and
were generally strongly correlated with the relative rates of
growth in output. Among the major deficit commodities, out-

ut increased more than consumption. Thas, the 1ise in pro-
Sumion of cotton by about 130 per cent resulled in & 50 per
cent decline in net imports between 19341938 and 1955-
1957, Output of wool increased during the same period by
sbout 100 per cent,!® but since the share of imports in total
consumption: was considerably greater than that of cotton,
net irrl_}mxts of wool from the rest of the world fell by only
gome D per cent between 1934-1938 and 1955-1957.

Among the surplus commodities, such as silk and flax, con-
sumption increased more than output and their net exports
were substantially reduced. The fall in net exports of silk from
4.4 thousand tons in 1934-1938 to 2.4 in 1935-1957 was
mainly the effect of a considerable increase in net imports of
the Soviet Union, since net exports of mainland China de-
clined only slightly. The only commedity which showed a
decline in output and an even greater decline in consumption
was hemp, the requirement for which was falling in the cen-
trally planned economies.

It is notable that the dependence of the centrally planned
economies on trade with the rest of the world declined, not
only in relation to their apparent consumption but also in
absolute terms. Among all mujor raw materials, anly imports
of natuial rubber inereased substantislly between 1934-1938
and 1955--1957. This rise in imports from the rest of the world
occurred despite o rapid expansion of outpul of synthetic
rubber, and reflects an increase in demand 1o an extent not
patalleled by any ether agricultuzal saw material.

In contrast to these changes in the trade of the centrally
planned economies with the rest of the wnoild, the dependence
of individual countries on trade witls otler centraily planned
economies increased considersbly, The bulk of the merement
in imports of the less industrialized eastern Evropean coun-
tries was aceounled for by a rise in imports of cotton, mostly
from the Soviet Union, while imports of wool, mostly fjom
the rest of the woild, remained approximalely at the pre-wa
level. Similar changes occurred in the trade of Caechoslo-
vakia and Eastern Germany, where imports of wool declined
and imports of colton increased At the same time the steep
jucrease in Soviel exporis of cotlon (o these countries
changed the position of the Soviet Union from that of a net

10 Appurent consumption of cotton rose by 96 per cent and of
wool by 57 per cent

importing to that of a net exporting eountry. !l The reorienta-
tion of the trade of mainland China with the rest of the world
to trade with the centrally planned economies had a similat
effect. This took the form of & substantial increase in exports
of silk, wool, hemp, jute, hides, bristles and other raw
materials Lo eastern [Em ope and the Soviet Union, countries
with which trade had been negligible before the war.

It is of interest that the increase in imports of cotton in
relation to wool, associated with the reorientation of the trade
of eastern Europe, was reflected in & shift from higher quality
to lower quality products in the output of textile industries.
Though consumption of woel expanded in the less industrial-
ized eastern European countries as a result of increased pro-
duetion, the rise was lower than in the consumption of cotton,
the latter being augmented by a rise in both output and im-
Eorls, The [all in consumption of natural silk, caused mostly

y a decline in raw silk production, reinforced the shilt
towards lower quality textiles. A similar development took
place in the more industiialized countries of eastern Lurope
where the effect of a decline in consumption of wool and silk
and an increase in eotion consumption was only partly offset
by the expanded consumption of higher qualily artificial
fibres.

As in eastern Europe, the compesition ol consumplion of
appare! fibres deteriorated in mainiand China where silk was
partly displaced by cotton while the level of wool consump-
tion remained unchanged. In eontrast to the other areas, how-
ever, there was a considerable improvement in the quality of
input of apparel fibres in the Soviet Union. The increase in
consumption of wool and silk exceeded the substantial in-
erease in consumption of cotton and, in addition, the growth
of consumption ef rayon and synthetic fabrics was steeper
here than m the other areas

Fuels

Expansion of output of petrolewm amd natural gas was
generally steeper than that of solid fuels, and amang the
latter, output of lignite increased faster than that of coal. As
in the case of ather surplus commadities, consumption of ajl
iypes of fuel inereased at a higher rate than cutpul (see table
52). The eflect of these changes on trade with the rest of the
warld was different with respect to hard coal and Lo lignite
and peteoleum. In the case of the slowest growing, hard coal,
the export surplus of the group declined considesably, both in

it Although imports of waol by the Soviet Union from the rest
of the world increused, much of this increase was offset by a
decline in imports by other centrally planned economies.
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Table 52.

Apparent Consamption
(Thousands of tons)

Selected Minerals: Apparent Consumption and Net Exports or Imports as Percentage of

Net {rade as perceniage of

Apparent corsumpfion Nel trade apparenf consumplion
Commeodily and arec Prvrn 1056~ 1937 1937 4956
1438 950 1957 1913 1950 1957 1938 1350 1957
Hard coal
Eastern Europe
Less industrialized
countries . 44,242 53,596 82,952 24,870 26,198 14,571 56.2 48.9 176
More mr!ustnalt?ed
countries 20,455 27,973 34,434 - 182 —6,712 — 7,890 ~33 ~240 -220
Totar, EASTERN Eurorg 64,697 81,569 117,386 24,188 19,486 6,681 37.4 23.9 59
USSR.. 111,469 192,600 313,835 841 (—7.,380) 2.315 0.7 —3.8 0.7
TOTAL, USSR AND
easterN Eurorr 176,166 274,169 431,221 25,029 12,106 8,996 14.2 4.4 2.1
China (mainland} . . .. 23,075 41,600 113,501 1,125 - (660) 4.9 - 0.6
Torar 199,241 315,169 544,722 26,154 8,656 13.1 1.8
Saft coal
Eastern Furape
Less industrialized
countries. 12,079 22,286 38,005 240 3,845 4,171 2.0 17.0 11.0
More mciustrm!wed
countries . ... . .. 113,200 165922 256,693 4,870 1,363 1,195 43 ~08 0.4
TOTAL, EASIERN Funope 125279 188,208 294,698 5,110 2,482 5,366 4.1 1.3 18
USSR.. ... ...... 18,770 75,860 130,350 - e o e — _
Torar, USSR AND
easTerN Evnore 144,049 264,068 425,048 5,110 2,482 5,366 3.5 0.9 1.3
Crude petroleum
Eastern Europe
Less industrialized
countries. . 2,337 3,883 10,019 4,765 1,838 2.417 203.8 473 241
More mdustrmhzed
countries. 5760 6120 2,3990 — 560 — 242 —2.291 —86.7 ~897 935
ToraL, EASTERN FUROPE 2,916 4,495 12,418 4,205 1,296 126 144.2 287 1.0
USSR.. 28,042 39,378 83,987 1,538~ 1,500 7,086 55 38 8.4
TO'IAI., USSR anp
EAsTERN Eurore 30,958 43,873 96,405 5,743 — 204 1,212 18.5 .5 15
China (mainland}... ... 1,493 o 3,075 -1,183 . - 1,768 -~80.0 L ~57.5
Torar 32,451 99,480 4,550 5,444, 14.0 5.5
Iron ore
Eastern Furope
Less industrialized
countries, 2,413 4,255 13,325 —1,031 -2.675 - 7,077 —42,7 —62.83 685
More industrialized
counfries . . 3,714 4,205 10,190 —1,682 —2,200 — 5,896 —452 .—52.8 —578
ToOTAL, EASTERN EuropE 6,127 8,460 20,515 ~2,713 —~4.875 —12973 —44.2 —576 —632
USSR.. 27,000 36,424 71,174 180 3,227 9,949 0.7 89 14.0
I‘o*r,u., USSR anp
easTERN EurorE 33,127 44,884 91,689 ~2.533 - 1,648 - 3,024 -77 —-37 -33
China {(mainland) .. .. 2,622 o 15,800 588 L 200 22 4 13
Torar 35,749 107,589 —1,045 -2.824 —5.4 —26
Manganese ore
Eastern Europe
Less industrialized
countries .. . 146.3 686.7 —64.8 —-2712 —44.2 - 39.4
More industrialized
countries. o 217.1 387.0 -110.8 —204.5 510 --52.8
Torat, EAsTERN EUROPE 363.4 .. 1,073.7 ~175.6 e -4757 —48.2 ... —443
USSR .. 1,788.8 3,100.0 4,181.1 723,77 2710 861.9 10 .4 8.9 206
'I‘o'mL, USSR AND
easteRN Europe  2,152.2 5,254.8 548.1 386.2 25.4 7.3

Source: National statistical ycmhuoks and bulleting; United

Nations, Commodity Trade Statistics, Statistical Pa
No. 4, and United Kingdom Tmperial Institute,

of the British Empire and Foreign Countries.

ers, Series D,
ineral Industry

a Production,

b Excluding Hquid fuel derived from coul and ofl shales.
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relation to domestic consumption and in absolute amounts.
In the case of the two other major fuels, the export surplus
of lignite in 1956-1957 was about as large in absa?ute amount
as pre-war and that of crude petroleum was higher; relative
to the group’s own requirements, however, export surpluses
were Jower than before the war.

Qutput and consumption of hard coal increased much more
steeply in the Soviet Union than in eastern Furope, whereas
in both regions the higher increase in production and con-
sumption of brown coal than of hard coal reflects the intensi-
fied pressure on resources caused by growing demand. How-
ever, while in the Soviet Union the shift from hard coal to
brown coal appears to have been slowed down in recent years,
in eastern Eltjlmpe, the substitution of brown ceal for hard
coal is increasing. Such factors as the availability of rich re.
sources of brown coal and lignite, their wide geographical
distribution, and the improvement in the utilization of brown
coal for various industrial uses account for the fact that soft
conl tended to become the major source of energy in eastern
Europe. Among the particu]ar{y noteworthy developments in
the technology of utilization of brown coal was the successful
derivation from it of metallurgical coke. In contrast to brown
coal, the eastern Luropean countries are very unequelly en-
dowed with hard coal, practically all of the production being
concentrated in Polams) and Czechoslovakia. However, even
the latler couniry beeame a net importer in the post-war

ears in the face of growing requirements and lagging output.

oland, on the other hand, though continuing to be a major
exporter, experienced a widening gap between demand and
supply throughout the post-war period.)? Because of the jm-
portance of coal exports as u source of foreign exchange carn-
ings a major decline in the level of exports was prevented un-
til 1955 by means of administrative restrictions en domestic
eonsumptton and relentless pressure on productive capacity.
The long postponed readjustment between domestic demand
and exports which took place in 1956 was reflected in a decline
in coal exports to only 13 million tons in 1957 ss compared
with 24 million tons only two years earlier.

The effect of the changes in Polish trade, particularly of
the abrupt fall in expo:ts after 1955, on the importing coun-
tries was somewhat cushioned by the offsetting changes in
Soviet tzade. In the carly nineteen filties, the Soviet Union,
a net exporter before the war, absorbed as much as 35 per
cent of Polish exports and recorded an import surplus of more
than 7 million: 1ons of hard coal & year. The decline in Polish
exports between 1950 and 1955 was paralleled by a much
steeper decline in the net imports of the Soviet Union which
were reduced by 1955 to cm[iy about 4.3 million tons. This
trend was subsequently accelereted, and by 1957 the Soviet
Union was a net exporter of 5.3 million tons. This shift was
brought sbout both by a reduction of imports from Poland
and by increases in exports: while Soviet imports from Poland
deelined between 1955 to 1957 by about 5 million tons, ex-
ports to other countries rose by almost the same amount.

It is notable that, notwithstanding this drastic change in
the Soviet balance of trade, apparent consumption of hard
coal in the Soviet Union increased between 1955 and 1957
by 15 per cent while produetion rose by 19 per cent.

In Poland, where output remained practically unchanged
between 1955 and 1957, consumption increased at the same
rate as in the Soviet Union, at the expense of exports. In
Hungary, apparent consumption also increased during this

eriod, although less than in Poland and the Soviet Union.
he rise in consumption, which eccurred despite a fall in out-

12 The lag in output of hard coal was farger in Poland than in
any other country; the incresse in domestic requirements was,
at the same time, also the steepest, The difficulties in expanding
coal output were largely caused by labour shortage, insufficient
investment and ebsolete mining methods,

ut, involved a sharp increase in imports from the Soviet

nion. In contrast, the rise in Soviet exports was not suffi-
cient {o fill the gap left by the decline in Polish exports to
Czechoslovakia and Eastern Germany. Consequently, appar-
eni consumption in these two countries remained at approxi-
mately the same level despite an 8.5 per cent incresse in pro-
duction from 1955 10 1957,

In conirast 1o hard coal, the increase in eonsumption of
crude petroleum between 1934-1938 and 1955-1957 was
steeper in eastern Furope than in the Soviet Union, despite
the fact that produetion rose less. While successful prospect-
ing brought into operation new oil wells which increased out-
put substantiaily in a number of eastern Eurepean countries,
output in Romania, which accounts for the major share of oi}
groduction of castern Eurefae, expanded more slowly. In the

oviet Union, on the other hand, the development of new oil-
producing regions was instrumental in mainteining a high rate
of growth of oil production. This relationship between
changes in production in the Soviet Union and eastern Europe
was reversed in the case of demand for petroleum as the less
industrialized countries began to develop truck hauvling on a
large scale, and the use of o1l as fuel increased rapidly in {fuel-
importing countries. The increase in the eestern Furopean
demand {or oil and oil products by far exceeded the increase
of output, and the once substantial export sur{)lus dwindled
to an insignificant amount. This decline was fully compen-
seted, however, by the increase in the Soviet export surplus,
which was sufficiently large to cover in addition the increased
import requirements of mainland China,

Metalst3

Rates of expansion of production varied more widely
within the metals group than within any other group of com-
modities (see table 53). The growth {rom 19371938 to 1956—
1957 in eutput of specific metals ranged from a more than
sixfold increase in aluminium to a 2.1 increase in manganess.
The correlation between the rates of expansion of production
and consumption, however, was much weaker for metals than
for other groups. While production of copper rose four times,
consumpiion mereased Ey only 75 per cent. Output of lead
expanded 3.4 times but consumption doubled. Similar differ-
ences were apparent between the relative rate of expansion of
Emduciion and consumption of tin, and there would probably

e many more instances of this type if data were available on
output and consumption of 1are metals,

These divergencies between rates of expension of produes
tion and comsumption were largely the result of strenuous
efforts townrds achieving a higher degree of self-sufficiency
through diversification and extension of output of non-ferrous
metals, on the one hand, and restrictions on consumption,
on the other. Thus, almest one-half of the ahsolute increase
in oulput of lin was used to improve foreign trade balances.
As o resuli, exports of this commodity to the rest of the world
were equal in 1955-1957 to about 15 per cent of the apparent
consumption, whereas before the war the apparent consump-
tion exceeded output by about 50 per cent. 1n ahsolute terms,
tlie net imports of 7.5 thousand tons in 1934-1938 were re-
placed by net exports of 5.2 1housand tons. The changes in
the relationship between output, consumplion and tiade were
less pronounced for lead and copper, the two major metals
imported in considerable quantities before the war. As indi-
cated in table 53, the centrally planned economies remained
net importers of these two commodities, although the share

18 The disoussion of changes in output and spparent consump-
tion of non-ferrous metals is largely bused on unofficial estimates
for several centrally planned economies. In consequence, the
data given in the text snd in the tables should be considered as
approximations indicating general tendencies rather than as
exact magnitudes of change.
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Table 53.

Non-ferrous Metals: Apparent Consumption and Net Exports or hinports as Percentage of

Apparent Consumption
{Thousands of tons)

Commedity and nreu

Appurent consumplion

Net trade as pereentage of

Nel Irude apparent consumplion

19371938 1956-1957 1037-1938  1956-1957 19371938 1956-1057
Aluminium
Fastern Europe
Less industrialized countries 4.2 73.2 —2.9 —11.8 —69.0 —16.1
More industrialized countries. o 54.5 74.9 —5.7 —26.3 —~10.5 —35.1
ToraL, eastenn Burorr 587 148.1 —8.6 ~38.1 —14.7 —25.8
USSR ... ............ .. ... 512 412.2 —5.5 67.8 —10.7 164
Tatar, USSR anp easterny Eurors 1099 560.3 —14.1 29.7 ~12.8 5.3
Chinz {mainland) . e 20 11.0 —2.0 0.7 —1060.0 6.4
ToTAL, CENTRALLY PLANNED ECONOMIES 1119 571.3 —16.1 30.4 —14.4 5.3
Copper
FEastern Europe
Less industrialized countries . 42.6 69.9 e 2.6 —38.9 -100.0 —55.6
More industrialized countries . . A 1119 62.4 —82.7 —27.4 ~81.3 —43.9
Torat, asTERN EuroPE 1443 132.3 —125.3 —66.3 —-86.8 —50.1
Ussgp .. . ... . e 1662 400.8 —65.8 —2.3 ~30.5 —0.6
Totar, USSR anp easteny Bowore 3105 542.1 —191.1 —68.6 —61.5 —12.7
China (mainland) . ... ... .. : o —25 —4.0 .
TOTAL, CENTRALLY PLANNED ECONQMIES —193.6 —T726 e
Lead
Eustern Europe
Less industrialized countries. 33.0 64.6 —8.0 —4.6 —242 —~T.1
More industrialized eountries .. 481 82.1 ~30.1 - 437 ~62.6 ~52.8
Tortar, EasTERN Furope  81.1 147.3 —~38.1 —d8.3 —47.0 —-32.8
USSR, ...  ....... . C 112.3 247.0 2.3 20.5 —37.7 8.3
Totar, USSR anD EasTERx Eurore 1934 394.3 —80.4 —278 —41.6 —7.1
China (mainland) . ... .. ... . . . . 6.1 14.4 e 0. 5.6 —75.4 38.8
TOTAL, CENTRALLY PLANNED ECONOMIES 199.5 408.7 —85.0 —22.2 —42.6 —5.4
Zinc
Eastern Liurope
Less industrialized eountries 52.6 3.7 55.1 89.3 104.8 121.1
More industrialized countries. 55.5 760 —47.4 —64.0 —85.4 —84.0
TorAar, EasTERN Funrore 1081 149.7 7.7 25.3 7.1 169
USSR ... ....... ... . .. . 82.7 336.2 —29 21.3 —35 6.3
Torar, USSR anp eastean Eurore 1908 41859 4.8 46 6 —2.0 9.6
China {mainland} L 14 . —14 —100.¢ .
ToTAL, CENTRALLY PLANNED ECONOMIES 192.2 3.4 18
Tin
" Fastern Burope
Less industrialized countries. 28 4.3 —28 —4.3 —100.0 —100.0
More industrialized countries. o 5.6 3.6 —4.3 —24 —76.8 —66.7
Torar, gasyery Lurore B 79 —7.1 —67 ~84.5 - 84.8
USSR .. .. .. ... . .. 138 25.9 —125 -8.1 —00.2 —-31.3
Torar, USSR anp castern Eunore 214 33.8 —19.6 —14.8 —~91.6 ~ 136
China (mainland) S o 2.0 3.0 121 20.0 605.0 666.7
TOTAL, CENIRALLY PLANNED ECONOMIES 234 36.8 —7.5 52 ~32.1 14.6

Source: See table 52, and Metallgesellschalt Aktiengesellschalt,
Metal Statistics, 1948-57 (Frankfurt am Main)

Note: Since most of the centraily planned economies do not
publish absolule figures of production and trade of non-ferrous

of net imports in their apparent consumption [eli from 62 to
13 per cent for copper and from 43 to b per cent for lead M

14 In abselute terms, from 1937-1938 10 1956-1957, consump-
tion of copper fell from 194,000 tons to 73,000 tons and that of
lead from 85,000 tons to 22,000 tons. Net expoits of manpgancse
ore declined from 548,000 tons e 386,000 tons, and from 25 per
eent of consumption to 7 per eent.

metals, the data given in this table are largely estimated. The

degree of error involved is much larger in this table than ia
tables 48 to 52.

Although the differences in the rate of inciease in output
and consumption of aluminium were much smaller than for
other commadities, they were suflicient to replace the net im-
porls of about 16,000 tons in 1937-1938 by net expoerts of
30,000 1ons in 1956-1957. The only commedity for which
net imports fiom the 1est of the world inercased in absolute
terms was iron ore, although the share of imports in total
consumption declined {rom 5 per cent in 1937-1938 to 3 per
cent in 1956-1957.
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Of Lhe two essential metals for which the centrally planned
economies were net exporters before the war, oulput of zinc
increased more than consumption and the net exports from
the Soviet Union and eastern Evrope 1o the rest of the world
rose considerably, both in absolute amounts and in relation
1o consumption. The reverse was true with respect to man-
ganese ore.

Output and trade of metals of individual centrally planned
geonomies were influenced bath by the availability of natural
resources and by the strenuous efforts towards achieving a
high degree of sell-sufficiency, not only for the area as a
whole but for each country of the group. This policy resulied
in bringing into exploitation low-grade deposits which, under
different eonditions, would have remained unused, and was
reflected in the eonsiderable diversification of metal produe-
tion of individual countries.

Although esstern European resources of iron ore are mea-
gre and mastly of low ferrous conlent, their wide distribution
over the area permitted a considerable expansion of output
in each country. In effect, output of iren ore increased in
eastern Europe 2.2 times between 19371938 and 1956-1957,
as compared with a threefold inerease in the Soviet Union,
despite the fuet that most of the outpur of the latter country
sliff consists of high-quality ores and that even the lower-
grade ores mined in _the Seviet Union are usually superior to
high-grade eastern Furapean ores, In mainland China the al-
most untapped resources permitted an even larger increase of
production—about five times. A somewhat similar develop-
ment took place in the case of the two major ferro-alloys pro-
duced by dm centrally planned economies—manganese and
chromium ores—except that the ate of incresse in output of
these metals in the newly producing countries was consider-
ably higher than in the traditionally lage producer—the
Soviet Union.13

Among the nonferrous metals, the inerease in outpul of
aluminium was most speetacular in the less industrialized
countries of eastern Europe where owput before the war was
negligible. Although disposing of over 15 per cent of known
world reserves of bauxite, and being a substantial exporter of
that are, Hungary produced only 1.2 thousand teps of alu-
minium before the wai. In 1956-1957 alumintum production
attained z level of 30,000 tons despite the lack of cheap clec.
tric power. Remanin seems 1o have started producing alu-
minium from domestic raw material, while in F’niand bauxite
imported from Hungary, combined with domestic fuel re-
sources, provided a basis for the development of an alu-
minium industiy, Aluminium production in mainland China,
though still small in abselute terms, lis developed rapidly in
recent years. In the Soviet Union, where the level of ousput
of alominium was already faiely high before the war, sutpul
continued to advance rapidiy although at a lower rate than
in the countries mentioned above. On the other hand, in the
more industrialized eastern European countries, output of
aluminium herdly expanded from 1937-1938 10 19561957
despite the newly created aluminium industry in Crecho-
slovakia, based on imported ore. The recent growth of oulput
in Czechosiovakia and Fastern Germany was not suflicient
to offset the decline in Fastern German production which
occurred during the immediate post-war period.

Output of lead expanded at a higher rate in new production
sreas than in olde: producing countries, The highest rates of
increase were achieved by mainland China, where the pre-war

15 Qutput of manganese ore was particularly fostered in
Bulgariz, Hungary and Remania, that of chromium ore in
Albania, which is generafly not included in this study because
of inadequate supply of statistical information. In all these
countries the size of the deposits is invariably lower thas in the
Soviet Union, although Albania became s major producer of
chromite.

output was insignificant. The rate of expansion of output of
castern Europe was smaller, but its totsl output was, hoth
before and afler the war, many times greater than in main-
land China. In turn, mining of lead rose in eastern Europe at
a higher rate thar in the Soviet Union, although smelter pro-
duetion was still lagging, particulaly in Bulgaria, for lack of
smelting capacity.

In contrast, the increase in output of copper, tin and,
except for mainland China, zinc appears to have been higher
in the Soviet Union than in other areas. Although the de-
velopment of copper mining progressed in some eastern Euro-
ﬁean countries, particularly in Lastern Germany, Peland ard

ulgaria, in recent years, copper reserves in tlis region are
too meagre lo support a greal expansion of production. The
situation was stilﬂ)ess favourable in the case of tin, the only
deposits of which are in Czechoslovakia and Eastern Germany,
and even these are partly depleted. Similarly, despite the
existence of sizable {]Icpnsits of zine, mainly in Poland, the
growth of output was limited by the continuous deteriora-
tion of deposits.!¢ On the other hand, in the Soviet Union,
the opening of new mines in the central Asian republics and
other fess developed areas laid the basis for swift growth of
output. In effect, zine output in this country appears to have
increased since pre-war years 4.5 times, and lﬁc output of
copper 4.1 times. In the case of tin, oulput, which was quite
negligible in the Soviet Union before the war, was estimated
at around 18,000 tons in 1956-1957.

The changes in consumption in individual centrally planned
economies were only loosely related to increases m output
and, despite efforts 1o achieve a high degree of self-sulficiency,
dependence on trade for specific metals increased consider-
ably in most of them.

In eastern Europe consumption of iron ore rose at a con-
siderably higher rate than output; in effect, the area became
a heavy net importer with #s muclh as 63 per cent of consump.
tion covered by imports. In the other two areas, the relation
between expansion of production and consumption was re-
versed. In consequence, the Soviet Unien became a very con-
siderable exporter of iron ore, with net exports amounting
1o as much as 14 per cent of its own consumption in 1956/57;
however, this increase was insufficient to cover the rise in
impart requirements of eastern Burope. The increase in the
dependence of eastern Europe on imports from the Soviet
Union was only slightly less pronouneed in the case of man-
ganese nie, despite the fact that output expanded at a higher
rate. Eastern Europe remained highly dependent on the
Soviet Union for imports of ferra-alloy metals, except in the
case of chromium ore, which was supplied to an increasing
extent by Albania.

Consumption of all major non-ferrous metals rose in gen-
eral at a Jower rate than production, aithough the extent of
the lag in consumption differed {rom country to country.
Quiput of aluminivm exceeded eonsumption in the less indus-
trialized eastern Furopean countries to a greater extent than
in the Soviet Union. Since, however, the bulk of aluminium
consumed in less industrialized eastern Turepe, before the
war, was imported, the decline in dependence on imposts
was only relative, while in absolute terms there was an in-
crease in imports. Owing partly to war destruction in Eastern
Germany, the more industrialized group of countries became
more dependent on imperts of aluminium, Again, however,
the inerease in 1he deficit of these two areas was covered by
imports from the Soviet Union, which had expanded its net
exports sufliciently to become, in addition, a substantial ex
porter to the rest of the world,

16 1t should be noted that, although output of smeiter zine in
Poland rose between 1937 and 1957 by 48 per eent, in the latter
year it was still below the level of 1013, despite the increase in
imports of zinc concentrates in the recent years.
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Similar changes took place in the case of lead, apart from
the fact that in 1956-1957 import surpluses of eastern Lurope
exceeded the combined net exports of the Soviet Union and
mainland China. Net imports of copper declined in eastern
Europe, both in abselute amounts an({)iu relation o appareni
consumption, although they still represented 50 per cent of
requirements. In the Soviet Union, however, net imports fell
from about 40 per cent in 1937-1938 1o less than one per cent
in 1955-1957. This change would be much smaller if imports
of alloyed copper and copper wire were considered, which are
only partislly included In the data repreduced in table 53.
The sﬁare of net imports of tin in apparent consumption also
declined in eastern Europe, although this change was exclu-
sively the result of increases in output of Czechoslovakia and
Fastern Germany, while total consumption of the less indus-
trialized countries of eastern Europe continued, as before the
war, to be covered entirely {from imports. In the Saviet Union
the inerease in output in relation to consumption was much
greater, and its net imports declined both in absolute and
relative terms. The considerable net iraports of eastern Europe

and the Soviet Union, which still amounted to about 15,000
tons in 1956-1957, was entirely covered by the considerable
rise in export surpluses of mainland China,

It should be added that of all major nen-ferrous metals, the
only commodity available for e)lilynrt in hoth eastern Europe
smdytim Soviet Union was zine. Though exports from Peland
of zinc slabs and sheet rose between 1937-1938 and 1956~
1957 by only 36 per cent,17 this increase was more than suffi-
cient to cover the expanded import requivements of the other
eastern European countries. 1E)Lzring the same period the
Soviet Union turned from a net importer inlo & net exporter
of this commodity. Nevertheless, the Soviet Union continues
to be a substantial importer of zine from Poland, whose ox-
ports are mostly directed to eastern European countries. In
contrast, most of the Soviet zinc exports are taken by the
countries outside of the group of centrally planned economies.

37 Including zinc produeed from imperted concentrates, part
of which, however, s supplied by Bulgaria,
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sumer expenditure on durable goods, especially motor-
cars, continued to rise throughout this period. Similarly
the slackening in business fixed investment, which was
brought about principally as a result of a growing gap
between productive capacity and demand, occurred
earlier in North America and was considerably more
severe than in western Europe. The difference between
the behaviour of these two components of final demand
largely explains the much heavier inventory liquidation
in North America than in western Europe and Japan
during 1958, with the adverse repercussions on indus.
trial production shown in the following table:

Industrial production, 1955-1958

(Percentage chauge from preceding yeer)

1955 1956 1957 1958

Total ... ............ 11 4 3 -3
Western Europes.. ... 9 5 5 2
North Americs. . ..... 12 3 1 -7
Japan ... ... .... @8 22 18 —

Source: Statistical Office of the United Nations and Bureau of
Economic Affairs; Orpanisation for European Economic Co-
aperation, General Statistical Bullelin.

s QEEC member countries.

Table 55. Western Furope and North America:
Gross National Product, Gross Fixed
Investment and Consumption

(At constant prices; percentege change compared with
preceding year}

Region and ilem 1956 1957 1958

Western Europe*

Gross national produet... .. .. 4 4 2
Gross fixed investment. . ... 7 5 2
Residential construction . . . 3 4 -1
Machinery and equipment. . 8 5 1
Personal consumption. .. ... 5 4 2
Durable consumption. 4 7 7
North Americab
Gross national produet.. .. ... 3 1 -2
Gross fixed investment. . ... .. 4 — -7
Residential consteuction. .. —9 —6 5
Machinery and equipment.. 11 -3 ~21
Personal consumption. . .. ... 2 —
Durable consumption. ... .. - — -8

Source: See table D4

s Data for Denmark, France, Federal Republic of Germany,
Ttaly, Netherlands, Norway, Sweden and the United Kingdem
combined on the basis of 1954 prices und exchange rates.

b Datn for Cannds and United States combined on the basis of
1954 prices and exchange rates.

Two features of the North American recession in
1958, which were not generally foreseen, have occa.
sioned much comment. One was the shortness of the
recession and the abruptness with which the curve of
production changed direction during the second quar-
ter of 1958. The other was the exceptional gold outflow
which accompanied the 1ecession in the United States,
in sharp contrast to lears of adverse repercussions,
based upon experience in some of the inter-war reces-
sions and in 1949,

Both these developments will be the subject of more
detailed consideration helow. Here it may simply he
noted that the rapid rebound from the recession was
due mainly to the fact that the public sector provided
considerably more support for the economy than had
been anticipated. This was not only because of govern-
mental action taken with the deliberate intention of
arresting the downturn but also on account of in-
creases in government expenditwe for other reasons
which nevertheless helped to reverse the decline. How-
ever, since the Goveinment's deliberately anti-reces-
sionary measures were taken in the knowledge of what
other government expenditures would be, it is impos-
sible to draw any conclusions as to the extent to which
anti-recession policy as such was specifically responsi-
ble for the recovery.

Early in 1959, business activity continued to recover,
and it was expected that production in 1959 would be
above the level of 1958. Despite this, there appeared to
be grounds for some concern about the vigour of the
current phase of expansion, since available indications
were that under-utilization not only of equipment but
of labour as well was likely to persist for some time,
especially if existing fears of price increases were to
lead to new restrictions on demand.

The outflow of gold from the United States in 1958
was accompanied by growing discussion of “dollar
weakness”. There is no doubt that western Kurope’s
productive capacity—and hence its ability to supply
goods for export—has grown considerably in relation
to that of North America in recent years; export capac-
ity has expanded particularly during the past two years
since the pressure of western Europe’s internal boom
has abated. Nevertheless the main developments in the
United States balance of payments in 1958 can be ex-
plained without reference to any deterioration in the
competitive power of the United States; still less is
there any convincing evidence of a flight from the
dollar. The main difference between the recession of
1958 and those of 1949 and 1954, in the present con-
text, was the fact that in 1958 output and demand in
western Europe slackened at the same time as the re-
cession was developing in North America instead of
continuing to rise as on previous occasions. The most
important single factor in the balance of payments de-
velopments of 1958 was the very sharp drop in United
States exports, reflecting not only the weakening of
demand in Europe but also the return to more normal
channels of trade at the end of the Suez crisis.

The strength of western Europe’s balance of pay-
ments position in 1958 was therefore achieved at the
cost of a slowing down in business activity. It also had
serious implications for the under-developed countries
since a decline in western Europe’s import demand was
superimposed upon the weakening in North Ameriean
demand, with adverse repercussions on commodity
prices; this situation contrasted with that in 1954 when
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the rise in western Europe’s output and demand for
imports had served to offset the eflects of the slowdown
in the United States. While the rise in production ex-
pected throughout 1959 implied some degree of recov-
ery in trade, fears were being expressed in a number of
industrial countries—~including even those in the
strongest foreign exchange positions—about the pos-

sibility of unfavourable developments in the balance of
payments il the pace of the upturn quickened. There
consequently appeared to be some danger that balance
of payments considerations, combined with the desire
to aveid price increases, might give something of a
deflationary bias to government policy during the cur-
rent period of recovery.

Recession and recovery in North America

For Nerth America the 1957/58 recession repre-
sented the third post-war economic setback, the pre-
ceding two downswings having taken place in 1948/49
and 1953/54. In Canada industrial production, on a
seasonally adjusted basis, reached its peak in the last
quarter of 1956; thereafter it declined at a relatively
slow pace until the end of the year, when the index of
production was about 7 per cent lower than in Decem-
ber 1956. There was no continuous recovery in aggre-
gate demand in the course of 1958; a moderate revival

in industrial production in the first five months was
followed by a setback in the middle of the year and by
a renewed recovery in the last quarter of 1958, For the
year 1958 as a whole gross national product, in real
terms, was slightly abeve the level of the preceding
year, as shown in table 56. Lven this increase took
place exclusively in the farm sector; the volume of non-
farm production remained unchanged from the pre-
vious year.

Table 56. North America: Gross National Product and its Major Components,
by Country

(At constant prices; as percentages of 1957 gress national product)

Exports and imporls of goods

Gross Personal  Govern- Fized and »erpites
nafionun! con- mend con- fnvesl-  Change in
Region und year produel  xumplion  sumption ment inventories Balanee Exparls Tmports
Narth Americas
1956 .. ... . .. 98.8 64.1 159 172 1.5 02 6.4 —6.2
1957 .. ... ... 100.0 65.6 16.3 17.2 0.3 0.6 6.9 —6.3
1958 . .. .. ... 97.5 65.6 17.0 159 —0.9 ~{.1 6.2 —6.3
Canada
1956 . . ....... 1002 63.7 13.5 25.0 2.6 —4.5 20.3 -24.9
1957, .. ... .. 100.0 64.5 13.2 26.2 0.3 —4.2 20.4 -24.6
1858, .. ... .. 100.8 65.9 136 24.8 ~1.1 —2.5 207 ~-23.1
United States
1956 ... ... ..., a8.7 64.1 16.1 16.6 1.4 0.6 5.4 —4.8
1657 ... .. 100.0 65.7 16.5 16.5 0.3 0.9 5.9 5.0
1958 ... .. 97.3 65.6 17.2 15.3 -~0.9 —_ 5.1 ~5.1

Seurce: See tuble 54. Figures have been adjusted Lo conform, as far as possible, to the OEEC system of

national accounts.
*See foolnote & to table 55.

In the United States the fall in industrial production
did not start unl September 1957, but it proceeded at
a much faster pace until April 1958. During this period
of eight months industrial production declined by about
13 per cent and total employment outside agriculture
by about 2.5 million, after allowing for seasonal factors.
The recovery in production alter April 1958 was also
fairly rapid and by the end of the year most of the
ground lost in industrial production had been regained.
The recovery was not, however, rapid enough 1o in-
crease the demand for labour to the pre-recession level,
and this, together with the normal growth in the labour
force meant that unemployment remained relatively
high. Gross national product rose after the first quarter
of 1958 in line with the advance in industrial produc-

tion, and by the fourth quarter of the year it reached a
level less than one per cent lower than the pre-recession
peak. For the year as a whole, however, total output
was about 3 per cent lower in velume than in 1957 (see
table 56). Production continued to rise in the early
months of 1959 and by March the index of industrial
production was slightly higher than the previous peak.

MAJOR FACTORS IN THE RECESSION

Although a number of factors combined to hring
about the 1957/58 recession in North America, the
primary one among them was a decline in fixed invest.
ment activily, and especially in business investment.
It will be shown below that, whereas in Canada the
business recession followed very closely upon a weak-



182

Parr II. CURRENT ECONOMIC DEVELOPMENTS

ening in fixed investment demand, in the United States
there were special supporting factors which helped to
maintain the volume of aggregate demand for some
time. It was the existence of these special factors that
was largely 1esponsible for the fact that, although the
boom in business investment was relatively short-lived
in the United States, the contraction of lotal demand
and production did not set in until some time after
the recession had started in Canada.

Feonomic expansion in North America after the
1953 /54 recession was based largely on a rapid growth

in durable consumption and fixed investment. However,
the phase of 1apid expansion virtually came to an end
in the United States as eatly as the latter part of 1955
when there was a fall in the consumption of durables
and in residential construetion. Car sales, as noted pre-
viously, reacted to the abnormally high level of sales
earlier in the boom, while investment in housing was
adversely aftected by restrictive credit policy. There
was only a very modest advance in aggregate demand
in the last phase of the expansion, which lasted through-
out 1956 and the first eight months of 1957.

Table 57. United States: Changes in Final Demand and its Components,
1956 and 1957

(Billions of dollars at 1954 prices, sensonslly adjusted, at annual rates)

Change from preceding period

1955 1056 1957

Item et e O T —
Secand First Second First Second

half half half half half
Personal consumption ... ... .. ... 2608 2,0 138 4.3 2.1
Dursble goods. ... ... .. . 40.7 ~2.5 —0.6 0.6 —0.2
Non-durable goods. . . ..... .. 1278 2.4 — 18 1.4
Services. .. .. - U 92.3 2.1 2.4 2.0 14
Fixed investment . . .. ... 580 —0.6 0.4 —0.8 —1.3
Residontial construction L . 179 —1.3 - 0.4 —(1.8 0.2
Other construction . X ¢ 04 0.2 0.3 0.1
Producers’ dugable equipment 24.0 0.5 0.5 —-0.2 -14
Government consumplion .. . .. 73.0 —038 14 18 -1.0
Net export balanee. . .. .. .. .. .. 1.0 0.4 2.0 14 —-2.0
Total final demand .. .. S ... 3928 1.0 5.6 6.8 1.6

Spurce: United States Department of Commerce, Office of Business Lconomies, United States Income and
Qutput, A Supplement to the Survey of Current Business (Washington, D, C.).

It can be seen {rom table 57 that from the beginning
of 1956 the volume of fixed investment activity in the
United States stagnated at a level slightly lower than
that attained in the second half of 1955. Business in-
vestment lost most of its upward momentum in the
course of 1956 and began to decline in the early months
of 1957. Even in 1956 the increase in business fixed
investment was not quite sufficient to offset the decline
in residential construction. Thus total fixed invesiment
demand played a neutral or mildly contractionist role
in the economy throughout a relatively lengthy period
priot to the recession.

Al the same lime, personal consumplion, which like
fixed investment had played an important part in the
expansion of demand during the early phase of the
boom, ceased to be a buoyant factor in the economy
thereafter. Although consumption continued to grow,
the 1rise throughout most of this period was proportion-
ately less than the increase in personal disposable in-
come because of the slackening in consumer expendi-
ture on durables.

The two buoyant components of final demand! dur-

: For convenicnce, the term “finul demand™ is used to signily
gross national expenditure less changes in imveniories.

ing the last phase of expansion were exports and govern-
ment consumption. Exports were stimulated by a sub-
stantial increase in the disposal of surplus agricultural
products, by an expansion of demand in weslern Eu-
rope, Canada and Japan, and by the interruption of the
regular channel of supplies of petroleum to western
Europe during the closing of the Suez Canal. The rise
in public expenditure was brought shout largely by an
increase in defence procurements after the middle of
1956. In view of developments in fixed invesiment and
personal consumption, it would appear quite probable
that, but for these Lwo special supporling {actors—ex-
ternal demand and public expenditure-—the recession
in aggregate demand and production might have set in
earlier than September 1957

In the second half of 1957, however, these lwo com-
ponents of demand also lost their expansive character.
Foliowing the clearing of the Suez Canal and a slowing
down in the pace of expansion in the other industrial
countries, there was an appreciable decline in the vol-
ume of exports and in the foreign balance after the
middle of 1957. There was also a more moderate fall in
the volume of government consumption since the re-
duction in the level of defence expendituie more than
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offset a continuing rise in State and local government
consumption,

A more persisient and what proved later to be a con-
siderably more serious factor in the decline of final
demand, however, was the fall in business investment
after the third quarter of 1957. Productive capacity in
industry, which had not been [ully utilized even during
the peak of the boom in 1955, continued to expand
rapidly in the latler stages of the expansion despite the
slower increase in the volume of investment. This was
partly the result of the completion of the many invest-
ment projects iniliated earlier in the boom. At the same
time there was, as noted easlier, only a very moderate
increase in the velume of demand and production. As

Chart 15.

a result, the gap hetween the capacity of productive
equipment and the actual level of production in in-
dustry continued to widen (see chart 15}. In these cir-
cumslances the volume of business invesiment, which
had risen relatively moderately in the course of 1956,
levelled off in the early months of 1957 and tuimned
downward in the last quarier of the year.? The decline
in this component of demand accelerated during the
first half of 1958 and continued until the third guarter
of the year, at which time the total value of business
expenditure on plant and equipment was running at a
level more than 20 per cent below the peak attained in
the third quarter of 1957, the comparable decline in
the manufacturing seclor being as high as 34 per cent,

Manufacturing Capacily® and Production” in the United States

{Indices, 1953 =100)

130

120

1o

100

20

1953 1954 1955
A =Production
B = Capacity

1956 1957 1958

Source: "Business Plans for New Plant and E vipment”, 12th Annuel McGraw-Hill Survey, April, 1959; Bourd of Governors of the
Federal Reserve System, Federal Reserve Bulletin {(Washington, D. C.).

» End of periad.
b Seasonally adjusted.

The weakness in final demand during the first three
quarters of 1957 was reflected in a decline in the vol.
ume of new orders and a diminishing backlog of unfilled
orders in manufacturing industries, especially in the
durable goods sector. The emergence of uncertainty
about future sales and business prospeets was accom-
panied by a considerable reduction in the rate of inven-
tory accumnulation during this period. The subsequent

fall in the volume of manulacturers’ inventories was
caused largely by a worsening of business expectations
which accompanied the decline in final demand and a
decrease in defence orders afller the middle of 1957, It

For & detailed analysis of the factors undcri{ing the e]e\’elc}?-
ment of excess capucity in industry, see United Nations, World
Evonomic Survey, 1957 (sales mumber: 5811 G 1}, pages 158
to 164
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can be seen from table 58 that liquidation of invento-
ries was statistically the largest single factor in the fall
in gross national product during the 1ecession. The
process of inventory liquidation assumed unusually
large proportions in the fust half of 1958 and contin-
ued, though at a progressively slower pace, until the
last quarter of the year.

The faster rate of inventory liquidation, as compared
with the 1953 /54 recession, was due partly to the higher
Jevel of stocks held by manufacturers in relation to
sales at the beginning of the recent recession. Equally
important was the relatively greater uncertainty as to
the future prospects for the sale of durable consumer
goods and for business investment, the latter due
Jargely to the extent of excess capacity prevailing in
industry. Inventory liquidation was indeed closely re-
Jated to the decline in the components of final demand
noted earlier. The reduction in inventory holdings by
the manufacturers of machinery, aircraft and automo-
biles, in fact, accounted for over one-half of the total
decline in business inventories.

The decline in final demand ceased in the second
quarter of 1958, since the continued fall in fixed invest-
ment was now more or less oflset by a rise in public
and private consumption, while the export balance re-
mained unchanged. Final demand took a sharp upward
turn in the second half of 1958 owing largely to a 1e-
covery in residential construction, and a further in-
crease in public and private consumption. These de-
velopments, explained below, weze accompanied by an
improvement in business expectations and consequently
by a slewing down, after Apiil, in the rate at which
stocks were heing reduced and ultimately by a shift to
some replenishment of inventories at the end of the
year, Industrial production began to recover in May
and continued to expand during the remainder of the
year.

In Canada, where the boem in business investment
was more vigorous and of longer duration, fixed invest-
ment continued to rise rapidly until the end of the first
quarter of 1957. This relatively long period of expan-
sion in fixed investment took place despite a steady fall
in residential construction activity after 1955. The sub-
sequent fall in business investment after the first quar-
ter of 1957 continued until the end of 1958 and was the
major depressing factor in the economy during most of
1957 and 1958. Total fixed investment declined until
the end of 1957 but levelled off in 1958 as a result of a
vapid rise in 1esidential construction. The weakness in
fixed investment activity was, as in the case of the
United States, accompanied by an appreciable slowing
down in the rate of accumulation of non-farm business
inventories duzing the first three quarters of 1957 and
subsequently by a liquidation of such stocks—a process
which lasted until the middle of 1958.

The contiaction of demand in Canada was, however,
relatively moderate compared with that in the United

States. This was largely owing to the stower fall in fixed
investment. Residential construction recovered after
the first quarter of 1957, and not only was the rate of
decline in business investment on a smaller scale, but
the main impact of the fall in demand for machinery
and equipment was more upon imports than on domes-
tic shipments. Similatly, part of the decline in con-
sumer expenditure on durables and of the liquidation
of inventories in the iron and steel industries was re-
flected in a fall in imports. Since expoits were main-
tained at the level of the preceding year, there was an
improvement in the foreign balance in 1957.

Despite a steep rise in government expenditure on
goods and services in 1958 and a rapid increase in resi-
dential construction, which together more than oftset
the fall in fixed business investment after the first quar-
ter of the year, there was only a very moderale recovery
in aggregate demand in 1958. This was due only in part
to the heavy reduction of stocks of domestically pro-
duced goods in the fust half of the year. Equally im-
portant was the fact that the proportion of personal
disposable income devoted to consumption, which had
risen in 1957, declined sharply in the fist three quai-
ters of the year, thereby tending to slow down the ex-
pansion in demand and production. Lxports were gen-
erally again maintained at the level of the preceding
year and, since imports were lower than in 1957, there
was a further impzovement in the foreign balance.

DodMINANT ROLE OF THE PUBLIC SECTOR
IN THE RECOVERY

The most important factor which helped to put a
brake on the forces of contraction in both Canada and
the United States during the recent recession was the
expansive behaviour of the public sector. It will be
shown below that in the United States the difference
between the behaviour of the public sector in the 1953/
54 and the 1957/58 recession provides much of the
explanation for the relatively shorter duration of the
latter downtuin despite the fact that the contractionist
forces in the private sector—in particular those repre-
sented by the decline in fixed investment demand—
were of greater dimensions aud possessed a more per-
sistent character in 1957/58. The main reason for the
difference in behaviour was the sharp decline in de-
fence expenditures in 1953/54; this meant that even
though substantial support to the economy was given
by other governmental measures at that time, notably
a reduction in taxes, the over-all effect of the public
sector on the economy was deflationary. In 1957/58,
on the other hand, the public sector was a focal point
of strength in the economy and provided a consider-
able stimulus to demand. ‘

In Canada residential construction was stimulated
by the Government through the relaxation of minimum
requirements for loans under the National Housing
Act and expanded provision of morigage funds.
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Equally important was the siimulus provided by the
public sector to personal income and consumption by
increasing pensions, family allowances and veterans’
payments, extending the period during which seasonal
benefits could be collected under the Unemployment
Insurance Act and reducing personal tax rates. Public
expenditure rose throughout 1957 and 1958 as a result
of higher wage and salary rates paid to government
employees and an increase in outlays on educational
facilities, highways and other capital projects.

The expansive role of the public sector during the
1957 /58 recession and the fust three quarters of
recovery has been equally significant in the United
States, despite the fact that personal tax rates were not
reduced as in Canada. Measures initiated specifically to
help reverse the decline in production and to stimulate
the expansion of demand consisted largely of a progres-
sive reduction in rates of interest, an easing in credit
conditions and a number of important steps taken to
encgurage residential comstruction. The decision to
accelerate federal construction projects already under
way and to speed up projects supported by federal
financial assistance may also be placed under this
heading.3

A number of other measures which also gave buoy-
ancy to the economy were not attributed by the
Governmen! primarily to considerations relating di-
rectly to the 1ecession. The most important of these
were an acceleration in defence procurements and a
rise in federal defence orders in line with national
security policy. Similaily, a rise in the pay of govern-
ment employees, increased benefit payments under the
old-age, survivors and dicability system, and a tem-
porary exlensien of the peried of entillement to unem-
ployment benefits, designed primarily to mitigate
special hardships experienced through loss of employ-
ment, {all in this category.

The public sector also exercised an importani sus-
taining influence through the well known “built-in
stabilizers”; unemployment compensation payments
increased and personal tax obligations declined more
than in proporlion lo personal incomes.t An important
chanee factor was the appreciable increase in govern-
ment outlays for the suppert of agricultural prices,
owing to the bumper crop of 1958. The elemenis of
final demand directly affected by government opera-
tiens were residential construction, public expenditure
on goods and services and persenal consumption, and
these will now be reviewed in tarn.

Residential constricetion.

It has already been noted that the decline in resi-
dential construetion after 1955 had been an important

3 Other measures with a similar purpose included increased
lending by the Exrmt-imgmn BanE and the Small Business
Administration, and a specding-up of payments of income lax
refunds

4 Since personal incomes (el only slightly, the effect of declin.
ing personal tax obligations was very small.

factor in weakening fixed investment demand during
the last phase of the boom. Successive reductions took
place in Federal Reserve discount rates after October
1957 and credit conditionss were generally eased. At
the same time the Government took a number of direct
measures to revive residential construction activity,
These included the lowering of minimum down-pay-
ment requirements on leans insured by the Federal
Housing Administration, releasing funds for the
purchase of mortgages by the Federal National Mort-
gage Association, and the reduction of minimum down
payments and adjustment of allowable discounts on
Veterans’ Administration guaranieed loans, ¢

These measures were Important in reviving resi-
dential construction, after a lag of a few months.
Housing starts which had already dropped to aboul onc
million units in 1957 and had declined a little further
early in 1958, recovered in March and thereafter rose
rapidly, so that by the end of the year starts were being
made at an annual 1ate of over 1.4 million units on a
seasonally adjusted basis. The increase in housing
starts under the Federal Housing Administration pro-
gramme accounted for about 80 per cent of the total
rise in starts in 1958 as compared with the preceding
year. This had a favourable influence on the inventory
policies of producers and distributors of building
materials and was, after May, reflected in a rapid
increase in the volume of expenditure on residential
constiuction {see table 58).

Table 58. United States: Giross National Product

and Components, Third Quarter of 1957, and
Changes During Recession and Recovery

{Billions of dollars at 1954 ]lvriccs, seasonally adjusied,
i

at annual rates)
Trough Itecovery
1958 1958
Hem Peink Firsi Fonrth
1057 quurter quarler
Third {change from {chunye ,J' rom
qunrier peak) trough
Personal consumption 272.9 -6.2 1.6
Government consumplion 741 1.8 5.0
Tixed invesiment . . 56.1 —-5.1 1.6
Residential construetion 15.2 0.2 2.5
Other construetion . . 169 -0.7 -0.7
Producers’ durable
equipiment . 240 —1.6 —.1
Net export balance 3.7 —-3.3 —-1.3
Totar FiNAL DEMAND 1068 —128 12.9
Changes in inventoiies . . | 2.3 —88 7.3
Gross NATIONAL PrODUCT 1091 —21.6 20.2

Souree: Economic Report of the Presideat, Tanuary 1959, and
United States Department of Commerce, Survey of Curront
Business (Washington, D. C},

5 The Federal Reserve discount rate was first [owered from 314
per cent ta 3 per cent in mid-November 1957, and three further
rednctions brought the rate down to 4 per cent by May 1958,
Morcover, the Federal Beserve authorities reduced reserve
requirements on three successive oceasions in February, March
and April 1958, and provided additional Tunds for bank reserves
through open market operations.

8 For full details of these and other measures taken by the
Government 1o encourage residential constraction, sce Econamic
Report of the President {(Washingion, D €, Januury 1939,
pages 37 te 39,
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Public consumption

A paramount part in sustaining the level of final
demand during the recession was played by the rise in
government expenditure on goods and services, which
preceded the recovery in housing investment. It can
be seen {rom table 58 that this category of expendilure
was the only major component of demand which ex-
panded in the course of the recession, Equally im-
portant, however, was the expansive role of public
consumption after the upturn in production duiing
the last three quarters of 1958.

Federal expenditure, after a moderate decline in the
last quarter of 1957, rose steadily throughout 1958.
Purchases of non-defence goods and services rose at an
annual rate of about 33 billion from the fust to the
fourth quarter of 1958, largely on aceount of a big
increase in payments under agricultural price support
programmes, owing to the bumper crop of 19538
Expenditure on national defence increased at an annual
rate of about $1 billion during the same period. There
was also an appreciable advance in State and local
purchases of goods and services, continuing the long-
run growth trend in this category of expenditure; a
significant increase occuired in expenditure for educa-
tion and for the construction of highways and other
facilities, stimulated by the acceleration of grants-in-
aid received {rom the Federal Government,

Over and above these increases in public expenditure
on goods and services there was a sharp acceleration
of defence orders in 1958—following the slowdown in
orders prior to the recession—which also imparted
considerable buoyancy to the economy through its
impact on business expectations and inventory pelicies.
New orders for defence goods 1ose from an annual rate
of $12 billion in the second half of 1957 to an annual
rate of $22 billion in the first half of 1958, The immedi-
ate effect of this rise was not so much to increase the
level of government expenditure as to slow down and
eventually halt the liquidation of inventories by
defence contractors.

While complete data on the effect of changes in
defence orders upon inventories are not available, it is
noteworthy that in the transport sector excluding
motor vehicles, the great bulk of the output of which
consists of defence materiel, inventories were reduced
by some $700 million {rom September 1957 to April
19587—an amount which corresponds to nearly 20
per cent of the total fall in business inventories duzing
that period. The liquidation in this sector ceased after
April, thereby contributing to the slowing down in the
rate of inventory decumulation in the economy as a
whole. Since the changes in government defence
orders also alfected other sectors of the economy, and
since the mevements in inventories in defence plants
must have had significant repercussions upon inven-

7 On a seasonally adjusted basis.

tories held in other industries, it will be evident that
government policy had a very considerable impact
upon the inventory fluctuations of 1957 and 1958.

Person (1[ con .-;umption

The third important component of final demand
which was strongly influenced by government opera.
tions was personal consumption. Although personal
income and expenditure fell during the recession, the
extent of the decline was effectively cushioned by the
Government. The resilience of personal consumption
during the recession exercised an important influence
in preventing the downturn from gaining momentum
and in bringing it to a halt in the second quarter of
1958, Moreover, the growth in personal incomes and
consumption after the recession, which helped in
accelerating the pace of recovery during the rest of the
year, was similarly stimulated by the public sector.

It is true that some of the factors responsible for the
favourable behaviour of personal incomes and con-
sumption during the recession and recovery period
were not directly related to government operations.
Particularly significant among these was a rise in wage
rates and hourly earnings, accompanied by a fall in the
share of profits in total private product; this helped to
moderate the adverse effect of the decline in produetion
and employment on consumption, Other favourable
factors affecting personal incomes and consumption
during the recession were the relative stability in
dividend payments, despite the steep decline in profits,
and the inecrease in the propertion of personal dis-
posable income devoted to consumption.

Equally important in determining the trend of
personal incomes and consumption, however, were the
built-in stabilizers. It can be seen frem table 59 that
between the third quarter of 1957 and the first quarter
of 1958 the increase in government transfer payments?
and, to a much lesser extent, the fall in personal tax
obligations together offset over 45 per cent of the
decline in the private wage and salary bill. It was
largely as a result of the operation of these two
stabilizers—although the increase in government
salary payments and in incomes of farm proprietors
also contiibuted to it—that, despite a fall of $7.3
billion, at an annual 1ate, in the private wage and salary
bill and $1.1 billion in business and professional
income, personal disposable income dropped only
%2.6 billion during this period.

Government transfer payments also helped to
strengthen the recovery movement after the upturn in
production. The value of these payments rose in the
second and third quarters of 1938 and declined only
moderately in the last quarter of the year. The growth
in transfer payments after the recovery had started was
due partly to legislation enacted in June 1958 tempo-

8 Including an increase in benefits under the old-age, survivors
and disability system.
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rarily extending the period of entitlement to unem-
ployment benefits, It can be seen from table 59 that
the increase in transfer payments accounted for over
one-fifth of the rise in personal disposable income
between the first and fourth quarters of 1958.

Table 59. United States: Personal Disposable Income
and Components, Third Quarter of 1957, and
Changes During Recession and Recovery

(Billions of dollars, scasonally adjusted, st annual rates)

Trough Recovery
" x

258 In58
First Fourth
Hem Penk quarler quarler
1957 {chunpe {change
Third Srom Srom
gquarler peak) trough)
Private wage and salary dis-
bursementss, .. ....... 209.0 —7.3 5.2
Business and professional
meome . . . e 317 —1.1 1.2
Government wage and salary
dishursements ) 40.6 0.4 2.7
Farm income . . ‘ 11.8 1.9 -
Dividends. .. .. . .. ... 127 —0.2 —0.7
Rent and interest ... B8LD 0.4 0.4
Transfer payments. . . .... 216 26 2.3
Less personal contributions
for social security. . . 6.7 — 0.1
Personar ivcome  351.8 —3.5 11.2
Less personal tax . . 43.] —0.8 1.4
PERSONAL DISPOSABLE
ivcoMe 3087 —~2.6 9.7

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

= Including the relatively small item, *Cther labour income™,
which is not wholly of a private nature

COMPARISON OF GOVERNMENT FISCAL OPERATIONS
v oriee 1957/58 ann 1953 /54 RECESStons

Additional light on the role of the public sector
during the recent recession may be shed by a compari-
son with experience in 1953/54. A simple indicator of
the pver-all stimulus given to the economy by govern-
ment fiscal operations is provided by changes in the
balance of government revenue and expenditure as
defined for national income purposes. The ratio of the
government deficit to gross privale income in any period
represents statistically the contribution of government
fiscal operations te gross private income.’ It can be
seen from the following table that during the 1953/54
recession, the average deficit exceeded the deficit in the
peak quarter preceding the 1ecession by one per cent
of gross private income, while the corresponding figure
for the 1957/58 recession was 2.5 per cent. Thus,
despite the reduction in personal income tax and the
relinquishing of excess profits tax during the 1953/54
recession, addition to gross private income {rom public
fiscal operations was smaller than during the 1957/58
recession. This is largely explained by the steep decline

% A full in the government surplus will have the same effect as
an increase in government deficit,

United States Government deficit on income and
product account, as a percentage of gross
private income after tax»

{Seasonally adjusted)

1953 fi4 1357158
Recession Hecession
Peak quarter. ... ... ... 20 —0.8e
Average during recession? ... .. 3.0 1.7
Average, first three quarters of
TECOVEIY ... . .. . ... . ... 12 2.9

Sonree: United Nations Bureau of Economic Aflairs, based on
FEeconomic Report af the President, Janunry 1959, and United States
Department of Commerce, Survey of Current Business.

n Gross private income after tax is defined as personal dis.
posable income plus corporate retuined profits plus depreciation.

b For 1953 /54 recession, second quarter of 1953; for 1957/58
recession, third quarter of 1957,

o The minus sign denotes a budget surplus,

# For 1953/54 recession, average of second half of 1953 and
first half of 1954; for 1957/58 recession, average of fourth
quarter of 1957 and first quarter of 1958

in federal defence expenditure during the 1953/54
recession. The table above alse shows that in the first
three quarlers of recovery from the 1953/54 recession,
the average budget deficit declined by about 2 per cent
of gross private income, as compared with the recession
period. During the corresponding period of recovery
from the recent recession, however, the average deficit
rose by over one per cent of gross private income. Thus
a significantly greater part has been played by the
public sector in stimulaling the growth of demand

during the current expansion than was the case after
the 1953/54 recession.

The contrast between the role of the public sector in
the two recessions appears even greater if changes in
government purchases of goods and services and the
primary influence of government fiscal operations on
personal consumption are taken as a criterion of the
stimulus provided to the economy.’® As regards the
latter, it may be assumed that the direct addition to
personal consumption, due to the operation of builtin
stabilizers in each peried, is equal to the increase in
government transfer payments plus the fall in personal
tax receipts after allowance is made for savings at the
rate prevailing in the personal seetor during that
period.?* Though no account is taken of any secondary

10 ¢t js not possible to arrive at a quantitative estimate of the
influence of the public sector on the other important component
of domestic demand, namely, gross private investment, It is true
that the abolition of excess profits tax during the 1953/54 reces-
sion helped in sustaining business liquid rescurces and that this
probably had some laveurable influence on business investment
policies. (Dividend payments did not change significanily during
the two recessions ) However, the conclusion derived (yrom the
following analysis regarding the eontrast hetween the role of
the public sector in the two recessions would not be changed even
if the extreme assumption were made that the whole of the reduc.
tien in corporate tax linbility, due te the abolition of excess

rofits tax, went into sustaining business investment during
1954, and no aceount were taken of the stimulus to business
investment in 1958 by the rapid increase in federal defence
orders.

U The proportion of savings out of income generated by the
built-in slnhi{izcrs will generaily be lower than the ratio applicable
to the whole personal sector %n view of the very small ratio of
saving in this sector, however, the methed of computation used
will not affect the eonclusion drawn Lo any significant extent.



188

Pare II. CURRENT ECONOMIC BEVELOPMENTS

influence of fiscal operations on demand, this should
not materially affect the conclusions drawn from the
data examined here, since there is no reason to suppose

that any secondary influences were significantly
smaller in relation to the primary influence in the
recent recession as compared with 1953 /54,

Table 60. United States: Changes in Government Consumption and Primary Influence
of Publiec Fiscal Operations, Selected Periods of Two Recessions

{Billions of doHars at 1954 prices, seasonally adjusted, s annual rates)

1953/5% Recession and recotery

1967 /58 Recesaivn and recovary

Item

Trough 1954

Third quarler Trough 1958  Third quarier

Second quarler of recovery First quarler ‘}{ recougry
(change from (change from (changs from  {change }from
peaka) Irough) peakl) traugh)

Changes in government consumption -10.1 -18 1.8 5.0
Changes in personal consumption, 48 -1.0 2.9 0.8
From transfer payments. ... .. 1.9 0.7 21 2.0
From personal taxes . e 2.8 ~1.7 0.7 ~1.2
Torat caaNGES  —5.3 —2.8 4.7 5.8

Source: United States Depurtment of Commerce, Survey of Current Business.

* Second quarter 1953,
b Third quarter 1957,

It can be seen from table 60 that personal consump-
tion received a slightly greater stimulus from govern.-
ment fiscal operations during the 1953/54 recession.
This was largely due to the reduction in personal taxes
mentioned earlier. The contractionist effect of the fall
in public consumption on demand was, however, con-
siderably greater in magnitude than the increase in
personal consumption that can be attributed to govern.
ment fiscal operations. After the recovery started,
publie consumption levelled off, and the public sector
ceased exerting a significant downward pressure on
the economy.

During the 1957/58 recession, on the other hand, to
the expansive influence of government fiscal operations
on personal consumption was added the stimulus from
the rise in public consumption. The increase in these
two components of demand amounted to $4.7 billion
at 1954 prices at an annual rate, or over one per cent
of the gross national product, between the peak and
the trough quarters. To obtain some idea of the signifi-
cance of this stimulus to demand it is sufficient to note
that the decline in fixed investment during the same
period was only $5.1 billion, at an annual rate (see
table 58). Thus the stimulus provided by the public
sector to the economy through these two components
of demand alone!? was almost equal to the fall in fixed
investment—the primary factor in the deop in final
demand.

Equally significant has been the role of the public
sector in stimulating the expansion of demand sinee
the end of the recent recession. As a vesult of the
increase in transfer payments and in public expenditure
on goods and seivices, especially the latter, govern-
ment continued to exert a powerful expansionary

12 That is, without taking inte account the eflect of govern.
ment measuzes on residential construction.

influence during the first three quarters of the recovery.
The volume of final demand during the third quarter of
recovery was about $13 billion above the first quarter
of 1958 at an annual rate.!s Of this increase $5 billion
was accounted for by the rise in public consumption
and sbout 81 billion can be attributed to the primary
influence of the buili-in stabilizers, as shown in table
60. This occurred despite an increase in personal tax
payments during the recovery which partly offset the
effect of the rise in transfer payments on personal
incomes and consumption, !

It may thus be concluded that the public sector
played a major part in slowing down the 1957/58
recession until it was finally halted soon after the fust
quarter of 1958. Moreover, the difference between the
behaviour of the public sector in the 1953/54 and
1957/58 recessions provides a large part of the explana-
tion for the relatively shorter duration of the recent
downturn, despite the moie persistent nature of the
forces of contraction operating in it. A more significant
conclusion from the point of view of the current
economic situation and the outlook for the immediate
future is that up to the beginning of 1959 the primary
stirmubus to the expansion of the final demand was pro-

H See table 58.

W The role of the public sector in supporting the economy
emerges as evers more decisive if, instcm.{ of making the above
quartes-to-fuarter comparisons, the whole period of the recession
and of the subsequent recovery is taken inte account. Thus, dur.
ing the period of the recession as a whole-the lnst quarter of
1957 and the first querter of 1988-—the primary expansion in
demand attributable to govermsment fiseal operations actually
exceeded the whole of the decline in fixed investment, compared
with the peak third quarter of 1957. Moreover, of the average
rise of just over 86 billion in firal demand during the last three
quarters of 1958, compared with the trough in the first quarter,
more than $4 billion reflected the primary influence of govern-
ment operations This consisted of a rise n(y$2.8 billion in povern-
ment expenditure on goods and services and of $1.3 billion in
government transfer payments net of personal taxes. All data
seasonally adjusted at annual rates in 1954 prices.
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vided by the public sector. If, therefore, government
operations were, for some reason, less expansive in
character during the coming months, it would be
necessary for the economy to receive a more powerful
stimulus from the private sector than it had up to the
beginning of 1959 in order to maintain the rate of
expansion of demand.

SLOWER RECOVERY IN EMPLOYMENT

The rate of inerease in employment during the period
of recovery has been considerably smaller than the
growth in production. As a result the number of un-
employed workers in both Canada and the United
States remains appreciably higher than before the
recession, a phenomenon which has given rise to
widespread concern.

In Capada, where industrial production in 1958
generally stagnated at a level only slightly above the
trough reached in December 1957, average civilian
employment in 1958 was slightly lower than in the pre-
ceding vear. In the manufacturing sector, in particular,
employment declined by about 2 per cent between the
end of 1957 and the end of 1958. The problem of un-
employment was aggravated during 1957 and 1958 by
the relatively large addition to the labour force in 1957,
owing mainly to an unuvsually large volume of immigra-
tion into the country. The number of unemployed
persons seeking work stood at 3.2 per cent of the total
civilian labour force at the end of 1956, but the per-
centage rose to 6.5 at the end of 1957 and to 7.2 per
cent in December 1958,

In the United States total employment has expanded
since the end of the recent recession, but not at a
sufficiently fast rate to absorb the new enlries into the
labour force together with the substantial inciease in
the ranks of the unemployed caused by the recession.
After allowing for seasonal factors, employment in non-
agricultural establishments, which accounts for about
80 per cent of tolal civilian workers, fell by about 2.5
million between August 1957 and April 1958, and the
number of unemployed workers rose from 4.3 per cent
of the civilian labour force to 7.5. By the end of 1958,
although most of the ground lost in production had
been regained, the increase in non-agiicultural em-
ployment amounted to only about three-quarters of a
million, and unemployment still stood at 6.1 per cent
of the civilian labour force. This ratio of unemploy-
ment was about 1.5 per cent higher than that prevailing
during the corresponding months of recovery {rom the
preceding two downswings,

The higher ratio of unemployment during the
present period of recovery cannot, as in the case of
Canada, be attributed even in part to a relatively faster
expansion in the civilian labour force. In fact, in the
United States the growth in the labour foree has been
appreciably less during the 1957/58 recession and the

current period of recovery than in the preceding two
recessions and recoveries.

An important reason for the present high volume of
unemployment is to be sought in the relatively small
rise in employment during the last phase of the up-
swing preceding the recent recession, namely, from the
end of 1955 until August 1957. The pronounced easing
of demand during this period was reflected in a levelling
off in industrial production and a fall in demand for
labour in industry. Following a long-run trend there
was also a decline in agricultural employment. The
moderate growth in demand for labour in the rest of
the economy was not suflicient both to absorb the
addition to the civilian labour force and to offset the
fall in industrial and agricultural employment, As a
result, the seasonally adjusted ratio of unemployment
to the civilian labour force rose from 3.7 per cent at
the end of 1955 to 4.3 per cent in August 1957, This
figure was one per cent higher than at the start of the
1948/49 recession and 2 per cent higher than at the
corresponding month in the 1953/54 recession.

The relatively high level of unemployment prevailing
at the beginning of 1959 seems also to be linked with
the pace and pattern of the recovery. It can be seen
from the following table that the rate of expansion in
production during the first eight months of recovery
has been appreciably lower than that attained after the
1948/49 downturn. In comparison with the economic
revival that followed the 1953/54 recession, although
industrial production has recently risen faster, aggre-
gate demand and production have expanded slightly
more slowly. This would indicate that the rate of in-
crease in production outside the manufacturing sector
during the present phase of recovery was slower than
that attained in the corresponding period of the preced-
ing upswing. In view of this fact it is not surprising to

Changes in manufecturing production and employment
during first eight months of recovery
following the three recessions
(Seasonally adjusted)

Recovery affer recession in

TR/ 5% 19537540 1957/589

Index ol manufacturing produc-

tion (percentage changes) . 22 10 12
Changes in employment

{thousands of workers):

Non-agticultural employment 2,200 1,002 682

Manufacturing. . ... .. .. 1,332 499 424
Nen-manulacturing . . . . 868 593 258
Government. .. . ... .. 106 89 201
Private e 762 504 57

Source: Board of Governors, Federal Reserve System of the
United States, Federal Reserve Bulletin {Washington, D. C.):
United States Department of Commerce, Survey of Current
Business; United States Department of Labor, Bureaw of Labm
Statistics {Washington, D, C).

» November 1944 to July 1950.

b July 1954 to March 1955,

= April 1958 to December 1958,
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find that the growth in non-manufacturing employ-
ment, as indicated by the table above, has also been
smaller, Particularly slow has been the rise of employ-
ment in the private non-manufacturing sector of the
economy, owing largely to the relatively small increase
in employment of service industries.

The table above shows that even in the manufactur-
ing sector, where production has so {ar grown faster
than after the 1953/54 recession, the increase in em-
ployment has been on a slightly lower scale. This can
be explained, partly, by the pattern of manufacturing
expansion and, partly, by changes in weekly hours
worked by production workers. It can be seen from the
following table that the present recovery in production
has been relatively more pronounced in the durable
goods sector than was the case after the 1953 /54 reces-
sion. This has been reflected in a relatively faster in-
crease in preduction per man-hour, Moreover, the num-
ber of hours worked per week, which had declined con-
siderably more during the 1957/58 recession than in
the preceding lwo downturns, has recovered more
rapidly. Thus a relatively laige proportion of the rise

Economic stagnation in

There are important similarities between recent eco-
nomic developments in the industiial countries of west-
ern Europe and Japan and those in North Amerieca,
particularly as regards the basic slackening of fixed
investment. All of these countries experienced a drop
in production of greater or lesser magnitude at some
puint during the period 1957-1958. The fact that there
had nevertheless been no general decline in economic
activity in western Europe on a scale comparable with
that in the United States up to the end of 1958 was due
mainly to the grealer stability of total final demand.
Confidence did not weaken to Lhe same exten! as in
North America, and inventory liquidation was much
more limited, affecting only a few speeific sectors, In
Japan, however, a decline in lixed investment and a
slackening in the rate of growth of exports was accom-
panied by a marked drop in the rate of inventory ac-
cumulation.

The 1ate of growth in the gross national product of

westetn Europe, which had already slowed down in the
peried 1956-1957, declined further in 1958. Ior the
area as a whole, total output rose slightly less than 2
per cent in 1958, as compared with a rate of about 4
per cenl recorded in each of the preceding two years,
and over 6 per cent in 1955, There was a pronounced
slowing down in the rate of growth of production in
some countries—Denmark, France, the Federal Re-
public of Germany, Italy, the Netherlands and Sweden—
and a fall in preduction in the other western European
countries, as shown in table 61. These developments in
gross national product were accompanied by similar
movements in industrial production, although the rela-
tively poor cereal harvest due to bad weather in the

in manufacturing production, during the present period
of recovery, has been accounted for by the rise in out-
put per production worker rather than by an increase
in employment.

Percentage changes in manufucturing production, employ-
ment and weekly hours worked during periods of
recovery following the three recessions»

(Seasonally adjusted)

Recovery afler recession in

1908749 1953/54 1957758
Manufacturing production. . . . 22 10 12
Durable goods. ........ ... = 35 10 16
Non-durable poods. .. .. ... 10 9 8
Production per man-hour .. ‘ 62 27 34
Hours worked per weekb. . ..., 36 3.0 5.0
Employment (preduction workers) 110 3.8 3.7

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

= For periods covered in each recession sec footnotes a, b und
¢ to the preceding text table.

b Not seasonally adjusted.

western Europe and Japan

third quarter of 1958 also had an adverse effect on the
growth of total product. In Italy and Japan, on the
other hand, there was a very good harvest; the rise in
agricultural production in Italy accounted for a signifi-
cant part of the increase in gross national product.

In western Europe, the levelling off in industrial pro-
duction at the end of 1957 and during the early months
of 1958 was followed by a decline of about 2 per cent
in the second quarter of 1958, All countries listed in
table 62 experienced the decline, except for the Nether-
lands and Norway, both of which had suffered a sethack
at an earlier date. There was, however, a moderate re-
covery in industrial activity in all countries except
Framce in the course of the second half of 1958 which
was sufficient to raise the aggregate index of industiial
production, by the end of 1958, to the level it had at-
tained at the beginning of the year. The sectors of the
economy most affected by the recession were textiles,
clothing, coal and steel. Unlike that of the United
States, western Europe’s production in the motor-car
industry continued to expand rapidly throughout 1958
owing to growth both in demestic consumption and in
foreign demand. In Japan industrial production dropped
from mid-1957 to mid-1958. The subsequent recovery,
however, raised the index of industrial production for
the year 1958 as a whole to the same level as in the
preceding vear.

Certain of the western European countries had ex.
perienced a recession in demand and production in the
course of 1957 and some as early as 1956. In Denmark
industrial production declined in the course of 1956
and again in the second half of 1957. The Netherlands
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Table 61. Gross National Product and its Major Components, by Country®

(At constant prices; as percentages of 1957 gross nationnl product)

Gross Ezxports and imporls of geods and servives
Counlry and year nutional Personat Government Fized Change tn
product consumplion consumplion  investment invenlorizs Balance Exports Tmporis
Western Europe®

1956, ... ... . ..... 960 62.6 13.8 18.0 1.4 0.2 21.0 —20.8
1957 oo 1000 65.0 14.1 188 1.7 0.4 228 —22.4
1958 .. . ... L. MOLT 66.3 14.3 19.2 10 0.7 23.4 —22.7
Denmark o

1956 .. ... ... . ... 95.0 65.3 12.4 16.4 1.6 —0.7. 32.6 —33.2

1957, ..o 1800 67.3 12.5 17.2 2.1 0.9 352 —34.3

i958. . ... . 1007 69.2 127 17.6 —0.6 L7 38.0 —36.3
France .

1956 e e 94.2 64.8 13.7 16.5 1.1 ~1.8 13.0 —14.7

1957 S ..., .. 1000 68.6 14.5 179 1.1 2.0 13.4 —15.5

1958 e 102 69.0 14.5 185 1.5 —-1.4 13.9 —156.3
Germany {Federal Republic)

1956 ... 852 - 51.2 120 21.3 1.3 3.4 22.1 —18.7

1957 e, 100.0 59.8 12.8 21 4 2.0 4.0 26.1 —22.2

1958 . . ... 1028 61.8 13.4 223 2.0 3.3 27.4 —24.1
lialy

1956 . O 1 64.3 10.4 20.0 0.7 -(.8 13.2 —14.0

1957. .. . 1000 671.0 10.6 21.5 0.5 0.4 16.0 —15.5

1958 .. o 1042 69.0 115 21.5 0.8 1.4 168 —15.5
Netherlands ‘

1956. R 62.7 13.4 22.8 1.6 —2.8 50.4 —53.2

1957 . ... 1000 62.2 13.1 23.4 31 —-1.8 53.6 —585.4

1958 . . ‘ 101.2 63.5 13.0 215 -~0.5 38 57.0 -53.2
Norway

1856 ... .. . ‘ 97.2 53.7 9.8 342 20 —2.5 388 ~41.3

1957 oo . 100.0 54.7 10.3 355 1.l =17 40.2 —41.9

1958 o 99.1 54.2 0.5 37.7 —0.8 —2.5 41.3 —4.3 .8
Sweden®

1956 . . L . 860 55.5 17.8 22.0 1.2 —0.5 21.0 ~21.5

1957 . C . 160.0 56.8 188 22.5 2.1 —0.3 22.8 —23.0

1958 . o 1010 58.0 198 23.8 —(.3 —0.2 224 --22.0
United Kingdom

1956 ..., .. .. 988 61.2 18.8 15.9 1.5 i4 23.8 —22.4

1957 . o 100.0 62.4 18.0 16.6 1.8 1.2 242 ~-23.0

9s8.. .. .. .. 996 63.9 17.8 16.6 0.3 1.0 23.9 —2290

Souree: See table 54

o Data conform as fer as possible to the OEEC system of
national sccounts, exeepl in the case of Norway and Sweden,

h See {ootnote a to suvﬁe 55.

had a similar experience in the second half of 1957.
The United Kingdom economy was stagnant from the
end of 1955 onwards, with minor ups and downs. In-
dustrial production in that country fell during 1956
below the level attained in the latter months of 1955
and did not subsequently exceed that level even at the
end of 19538,

Relatively greater declines in industrial activity
occurred in Belgium and Norway during 1957-1958
than in other western European countries. In Belgium
industiial production on a seasonally adjusted basis
fell by about 10 per cent between the early months

e Public civilian investment in corperations and enterprises is
included in fixed investment; the rest of public investment is
included in goverament expenditure.

of 1957 and the middle of 1958, while in Norway there
was a drop of about 7 per cent from the third quarter
of 1957 to the first quarter of 1958. Both countries
experienced the adverse effects of slackening invest-
ment and export demand, as discussed below. But in
addition, in Norway, activity in the herring oil and
canning industries was depressed in the early months
of 1958 by a poor catch of herring which was the small-
est recorded in the post-war period. In Belgium the
contraction of demand in the privale sector was accen-
tuated by government action in the latter part of 1957.
At o time when industrial production was already on the
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Table 62. Western Europe and Japan: Changes in Indices of Industrial Production,

1956-1958
(Seasonally adjusted}
1956 1957 1958
First Seeond First Second First Second  Third  Fourth
Cannlry half half half half quarler  quarfer  quarter  guarler

Percentage change from preceding half-year

FPercentage change from preceding quarier

Total, OEEC countries.

Belgium .. ........ .
Denmark. . .. ..
France. ...... .. . ..... .
Germany (Federal Republic) |
Italy. .. ... L
Netherlands. . ..., ... ...
Norway .
Sweden..........  ........
United Kingdorn .. . ...... ..

Japan.. ... . ... ..

|

b DD e U3 033 £ O0 DD L2 B2

p—

2 2 i ~1.5 1 1
— —4 —4 B 2 1
3 —3 3 -1 1 2
3 5 3 -1 -1 -1
4 1 1 -1 1 3
5 2 — ] 1 4
3 —4 2 1 2 —
1 1 -6 4 -1 3
2 1 i -2 — 1
2 o — 1 -1 2
10 1 -1 — 5 4

Source: Statistical Office of the United Nations, Manth(liy;fl?ullezin of Statistics and Organisation for Bure-

pean Economic Co-operation, Geierel Statistical Bulletin nn

decline, the Government took steps to increase tak
receipts and curtail expenditure on public works and
dwellings with the object of reducing government deht
to the Cential Bank to the conventional ceiling, which
the Treasury had found it necessary to exceed.1s

THE SLACKENING OF DEMAND

The preponderant factors in recent economic devel-
opments in western FEurope and Japan have been the
weaknesses in fixed investment and in export demand.
On the whole, changes in government expenditure had
not contributed to the previous upswing and they did
not influence developments in 1958 either. In Sweden,
however, a continued 1apid increase in public con-
sumption helped to sustain aggregate demand, while in
France a slackening in public expenditure played a
significant role in reducing the pressure of demand.!s

These weaknesses in final demand, combined with a
worsening of business expectations in 1958, were in
most countries accompanied frst by a slowing down
in the rale of inventory accumulation and later by
moderate liquidation. This had an adverse effect both
on imports of raw materials and on industrial produe-
tion. However, production of coal was either main.
tained or allowed to decline only very moderately de-
spite the fall in demand; as a result, substantial in-
creases in coal stocks were registered in Belgium, the
Federal Republic of Germany, Japan and the United
Kingdom, which have tended to cloud production pros-
pects in that industry in the near future.

The slackening in demand in 1958 was generally
accompanied by a decline in industrial employment

15 See Orpanisation_for Turopenn Economic Co-operation,
Benelux 1958 ({Paris), November 3958, page 12,

¥ The growth of public expenditure had provided o major
stimulus to the expansion of demand in France in 1956 and to
a lesser extent in 1957,

national sources.

and in weekly hours worked. Total civilian employment
either levelled off or declined, and unemployment in-
creased in most countries, as shown in table 63.
Laigely as a result of this, real wage and salary hills
and real pérsonal disposable income in general rose
more slowly than in 1957.17

Although personal consumption also rose more
slowly in real terms, its 1ate of growth did not slacken
as much as that of gross nstional product and real
personal disposable income (see table 64). As in North
America, consumers helped to sustain the level of ag-
gregate demand by spending a larger proportion of their
incomes, In the Federal Republic of Germany, however,
there is some evidence that for the second year in suc-
cession there was a rise in the shaie of personal incomes
devoted to savings and that private consumption ad-
vanced less than personal disposable income. In I'rance,
government anti-inflationary measures, discussed be-
low, resulted in a moderate decline in 1eal personal dis-
posable income and an appreciable slowing down in the
1ate of growth of personal consumption.

The 1ise in the proportion of income allocated to
consumption was associated particularly with a rapid
increase in the purchases of motor-cars in the main
producing countries. In the United Kingdom private
consumption was stimulated in the last quarter of 1958
by the removal of hire-purchase restzictions and by the
introduction of personal loan schemes by the commer-
cial banks. Consumption of durables, which had already
been increasing previously, accelerated further as con-
sumer credit expanded and a smaller share of personal
income was saved; this was important in the moderate
revival of industrial activity towards the end of the
year. Personal loan schemes were also introduced in

17 In France and Norway real wage rates may nctuu]lly have
fallen because of faster inereases in consumer prices than in
money wages,
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Table 63. Changes in Employment and Unemploy-
ment, by Country

Tolel  Employment  Percenloge
civtlian in mant- af unem-

Country and year employment  facluring Moyments
{Percenlage change
Jrom preceding year)

Belgium

1956, . ... 3 3.6

L 1 3.0

1968, .. ... . ... ... L. —6 4.2
Denmark

1956 . ... —2 11.1

1957 ... L L. L. 2 10.2

958 ... ... L. L — 9.6
Francer

1956 .. ... ... ... .. .. 1 1 1.1

1957 ... ... ... 3 3 .8

1958 .. ., e i 1 0.9
Germany {Federal Republic)®

Wwse. ... o0 L. 5 6 4.0

1957 . 3 3 34

1958 . .. 1 1 3.5
Traly

19656, . .. . .. ... .. B 9.9

957.. ... 2 9.0

58, ©o—]e 9.0
Netherlands

1956.. . .. .. e 1 0.9

1957, . . ... ‘ - 1.3

1958 ... ... . .. . -5 24
Norway

1956, ............ ... — i 14

1857, . .. . L. 1 o 1.4

L 5 — —3 2.1
Sweden

1956, ... . ... ... 1 1 1.5

1957... .. ... ... ...... — o 1.9

L — —2 2.5
United Kingdom

1956, ... ... ... 1 1 1.3

1957.. . .. T — 1.6

1958 e 1 -] 2.2

Sonrce: Statistical Office of the United Nations, Monthly Bulle-
tin af Statistics; and national sources.

“The pereentage of unemployment relates to the ratic of
unempleyed either 1o the total eivilian Jubour force or to the
civilian labour foree available for hire. Unemployment percent-
ages are nol, however, comparable between countries owing te
differences in definition.

b Civilian employment refers to the over-all index of employ-
ment of the I\'Enislr of Labour. Unemployment percenlages
represent the ratio ol‘yappiicants for employment to the civilian
labour foree covered by the overall index

¢ Civilian employment refers to wage and salary earners only,

4 First six_months compared with the corresponding period
of the preceding year.

the Netherlands and Sweden; and in France the Gov-
ernment relaxed hire-purchase restrictions, owing to a
decline in demand for durable household goods.

Table 64. Changes in Gross National Product,
Personal Disposable Income and Personal
Consumption, by Country

{In real terms; percentage change from preceding year)

Gross DPersonal  Personal
Country amd year national  disposable  consump-
protuct incomes tien
Western Europev
1956 ... ... ... .. 4.2 4.8
1957 .. . 4.2 3.7
1968 ... ... . ... ... 1.7 21
Denmark:
1956 .. .. ... ..., 20 2.2
1957 ... 5.2 3.1
1658 ... .. . ... 0.7 ., 2.8
France Ex
1956, ... .. ... ... ... 53 5.5 6.4
1957 .. ... . 6.1 5.7 5.8
1958 .. ... ... ... ... 2.1 —0.5 0.6
Germany (Federal Republic)
1956. . ... . .. ... .. 6.4 8.2 8.7
1957 . L. 5.0 7.4 4.6
1958 28 4.2 34
Ttaly
19956, ... . ... ... 4.2 4.2
1937 ..., . ... 58 4.2
1958, 0 ... 4.2 30
Netherlands
1956. . ... .. L. .. 4.1 9.3
1957 . ... 24 —0.8
1958 | 1.2 2.0
Norway
1956 . 4.4 2.3
1957, .. . .. .. 2.9 1.9
198 .. ... .. ... . =09 —{.8
Sweden
1956 ... R 35 2.0 3.0
1957 .. ... 4.2 29 25
1958, .. .. ... ... . 1.0 0.8 2.0
United Kingdom
1956. . ... .. ... i9 3.1 0.9
1957 ... .. ... 1.2 2.4 2.0
1958. ... ... =04 18 2.5

Source: See lable 54.

® Personal disposable income deflated by implicit deflator for
personal eonsumption.

b See footnote a to table 55.

Weakening in fixed investment activity

As in North America, a major factor in the slacken-
ing of demand in western Europe and Japan was a per-
sistent weakening in fixed investment activity (see
table 65). The rate of expansion of fixed investment
had already begun to slow down in 1956 and 1957 and
had contributed to an easing of demand in most western
European countries during those two years. This tend-
ency continued into 1958 and spread to Irance and
Italy, where fixed investment had been rising at a rela-
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Table 66. Western Europe: Changes in Gross National Product, Exports®
and Domestic Demand®

{As percentage of gross national produet in the preceding year, ot constant prices)

Ezgf;jtfﬂ as
Counlry und item percentage of gross 1956 1957 1958
national product
Belgium . . .. 34
ross national produet. ... . ... . 4.2 13
Exports 3.3 1.0
Pomestic demand. . . .......... - 0.9 0.3
Denmark. ... . ... . e 34
Gross national product . ... ... .. .. 20 5.2 0.7
Fxports 0.9 2.8 2.8
Domestic demand. ... ... ... . .... 1.1 2.4 —2.2
Framce . ... e i e 16
Gross national produet. .. ..., ... 5.3 6.1 2.1
Exports. ... ... .. .« ... e —1.3 0.5 0.5
Domestic demand .. ... ....... .. .. 6.6 56 1.6
Germany {Federal Republicy. . .. ... .. .. 21
Gross national product.. ... .. .. .. ... 6.4 5.0 2.8
Exports ... ........ ... .. 3.3 4.2 1.3
Domestic demand. ... ..., .. 3.1 0.8 15
Haly . . e e e 13
(g;’oss pational product. . ... ... ... 42 5.8 4.2
Exports. ... .. ... . ..o 1.6 2.9 0.9
Domestic demand. .. .. .. ... .. ... 2.6 29 33
Netherlands . . .. ... ... ... ... . 51
Gross national produet. ... ... . .. 4,1 2.4 1.2
Lxports . . e 2.4 34 3.3
Domestie demand . 17 —1.0 -21
Norway ... .. e 38
Gross national product. . .. ... .. .. ... 4.4 2.9 - (3.9
Exports .. .. ... .. .. . .. ... 3.3 L5 1.0
Domestic demand .. .. .. ... ... 11 15 —1.9
Sweden. .. .. . .. . . e 20
Gross national product . 3.5 4.2 1.0
Exportse. .. .. ... ... 2.2 1.9 —G.4
Domestic demaend .. . . ..., ... 1.3 2.3 1.4
United Kingdom. .. ... .. .. ... .. ... 23
Gross national product.. .. . ... .. 19 12 —0.4
Exports... ........ ... .. 1.6 0.4 —0.3
Pomestic demand. . 0.2 0.8 —0.1

Source: See table 54.
= Exports of poods and services,
b Domestic demand is defined as private and pub.

cluded more liberal depreciation rules, provision for
tax-free allocations to investment funds and guarantees
of private loans for productive investment in certain
areas,

Emergency public works aimed at providing employ-
ment opportunities during the 1958/59 winter season
were initiated in Norway and as from the beginning of
1959, the tax rate on undistributed profits was reduced
and personal tax relief was provided. Moreover, sub-
sidies were provided for milk and cheese from the be-
ginning of March 1959, as a measure aimed at stabiliz-
ing the cost of living index to which about two-thirds
of privately earned incomes are tied. In Sweden the

lic consumption plus gross domestic investment
less imports of goods and services.
s Merchandise exports, f.o b, and net services.

investment tax imposed in 1955 was removed from the
beginning of 1958 and public investment was stepped
up during that year. The 1959 budget envisages a con-
tinued expansion in investment by both central and
local governments. Public contributions are given to
cerlain investment projects to provide telief for local
unemployment. In the Netherlands the investment al-
lowance, suspended in 1957, was restored in May
1958 and in February 1959 hire-purchase regulations
were relaxed; the Government! also decided to carry
out a number of relief projects to combat unemploy-
meni,

N Under this allownnee part of the ouwtlays on new invest-
ments may be deducted from profits for tax purposes,
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More important measures to stimulate fixed invest-
ment were taken in the United Kingdom during 1958.
Initial depreciation allowances were increased in the
1958 budget and in July there was some relaxation of
the control exercised by the Treasury through the
Capital Issues Committee on the issue of shares and on
the borrowing of money. This control was finally ended
for United Kingdom companies in February 1959, More
important as an expansive measure was the removal of
the ceiling on investment by nationalized industries
and the decision to increase public investment in 1959
by £125 million to £150 million, corresponding to
about 4 per cent of gross domestic capital formation in
1958, At the same time local authorities were encour-
aged to raise their capital expenditure, especially on
projects which could be begun and completed quickly.
An even greater stimulus to the economy was given by
the 1959 budget which made substantial cuts in per-
sonal and company income tax rates as well as in pur-

Slower rise in

The easing in demand pressures in the industrial
group of countries during 1958 was accompanied in all
countries except [rance by a slowing down in the rate
of increase in wages and prices; in some instances prices
declined. The relatively smaller rise in industrial wage
rales and in hourly earnings laigely reflected the weak-
ening in demand for labour, although governmental
action in some countries probably also had some influ-
ence in this development.?? At the same time, average
prices of impoited raw materials were appreciably lower
than in 1957. Wholesale prices of manufactured goods
remained generally slable and in some countries even
declined moderately in the course of 1958, as shown in
table 67.

The stability of the wholesale prices of manufactured
goods had an important influence in slowing down in-
creases in retail prices and the cost of living during
1938. It can be séen from table 68 that in all countries
except France and Norway the cost of living index rose
less in the course of 1958 than it had done in the pre-
ceding two years. Such increases as took place were
concentrated chiefly in the first hall of 1958 and in
some countries were accounted for by temporary short-
ages of certain food items. Although the price of serv-
ices continued to rise throughout 1958, the cost of
living index in most countries remained stable during

2 Apart {rom generel appeals for restraint in wage elaims
made [I.\y most Governments, in the Netherlands, where the
Government takes a direct part in wapge negotiations, no genera]
wage increases took place in 1958, An extre ailowance, however,
was {)uid to workers to cnmﬂ;cnsatc for rent increases allowed
by the Government, and there were some incidental wige
increases. In the United Kingdom, both the Govermment and
private business adopted a stiffer attitude 1o wage cluims, The
ennuel round of wage negotiations was more prolonged ond
sverage increases under wage settlements were smaller than in
preceding years.

chase tax, and which reintroduced investment allow-
ances.

There was a moderale recovery in economic activity
in Japan and in all western European countries except
Franee in the second half of 1958, which has continued
into the early months of 1959. This was partly a result
of the government measures mentioned above and of
a general improvement in the economic climate. The
latter accompanied the recovery in economic activity
in North America and an increase in export demand. A
revival in the rate of stock accumulation after the mid-
dle of 1958 also contributed to the rise in industrial
production in some countries. In France, however,
where the Government did not relax the measures
aimed at curbing the expansion of demand, industrial
production continued to fall until the end of 1958, and
no recovery in production is expected until the latter
part of 1959.

wages and prices

the second half of the year and in some instances even
declined moderately.

Government measures were mainly responsible for
the relatively large increases in the cost of living in
France and Norway during 1958. In Norway most of
the increase in prices is attributed to a reduction in
food subsidies. Subsidies were also reduced in France,
but a number of other measures were laken by the
Government in the second half of 1957 and in 1958 as
part of its policy to curb the expansion of domestic
demand, including the de facto devaluation of the
frane, severe import restrictions, the raising of price
ceilings and the increasing of indirect laxes on many
types of consumer goods. These measurcs were instru-
mental in bringing about a rapid increase in prices
which continued until the middle of 1958. The steep
rise in prices was accompanied by an acceleration in
the rate of increase in wage rates, which are partly
linked to the cost of living index. Wage increases, how-
ever, lagged behind price increases and there was some
decline in real wage rates during 1958 which, as men-
tioned earlier, had an adverse influence on the growth
of real personal income and consumption.

Pait of the increase in the cost of living in some of
the cther countries of western Europe, where prices
rose more slowly in 1958, was also due to government
measures. Particularly important was the effect of
higher indirect taxes in Sweden, which aceounted for
about half of the 1ise in consumer prices between 1957
and 1958. In the United Kingdom the Rent Act, which
permitted rent increases in privately owned houses and
flats, and in the Federal Republic of Germany the
abolition of flour subsidies early in 1958 and the raising
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Table 67. Changes in Manufacturing Production, Hourly Earnings, Import Prices of
Raw Materials, and Wholesale Prices of Manufactured Goods," Sclected Countries

{Percentage change from preceding year)

Wholesale
prices of
Manufacturing Hlourly Fporl prices of manwfeclured
Couniry and year produclion earningst raw malerialss 60
Belaium
1986, ... . e 7 8 2 2
1957 . —_ 10 ] 3
1958, . . o —6 4 —-11 —5
Canada
1956, v iv e e e 8 S 3
1057 . e e -2 6 3
1958 . v v e e s —4 4 —
Denmark
1950 . .. i e ey 1 8 H 4
105 7 6 . —
FOGB. . i e 1 4 —8 -2
France
1956 .. e s 12 8 3 4
1957 e e e 10 8 8 5
1958 .. e ki 13 w1 5
Germany (Federal Republic)
1956 . . ... 8 9 4 2
1957 ... ... 6 1¢ 4 2
1958 ... ... 3 7 -11 1
Italy
1856, ... 8 7 1
957 .. 8 5 — .
958 ... o 2 4 -8 .
Netherlands
1956...... .. ... 3 3 I —
1957.... . . 2 11 —_ 3
1958, ... .. e 5 -8 -2
Norway
1956 . ... .. 5 8 1 3
1957, e e 4 6 - 4
1958 ... .. —3 4 —8 —3
Swedene
1956, ... ... .. ... 4 8 1 4
1957, . ... .. 3 6 — 4
1058, . . .. - 5 —§8 -
United Kingdom
1956... ... ... . e 3 2 5
1957 . . e 2 5 4 3
1958, ... ... —1 4 ~12 1
United States
1956, . .. e e 3 5 2 4
1957 .. 1 5 3 3
1958 . . ‘ o A —6 3 -7 1

Source: Statistical Office of the United Nations
and Bureau of Economic Affuirs; Qrganisetion for
European Yeonemic Co-operation, General Statisti-
cal Bulletiny end national sources.

2 In some instances datn for 1958 do not cover
the whole year; in these cases percentnge changes
are from the corresponding period of 1957

% For Trance and Netherlands, hourly wage
rates.

e The coverage is not uniform belween countries.
For some western Luropean countries the index
shown is the index of import prices of raw materials
for the combined member countries of Organisation
for Europesn Economic Co-operation.

4 In Belgium, Denmark and Federal Republic of

Germany, ail industrial produets; in the United
Kinpdom, excluding fuel, food and tobacce.

e Tigures for manufacturing production include
mining.
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Table 68. Cost of Living Indices, 1956 to 1958,
Selected Countries

(Percentage change®)

Counlry 18954 1957 1558
Belgium® 3 3 —
Canada ... .. 3 3 2
Denmarke ., . 5 2 2
Franced .. ... . ... .. ........ 1 8 11
Germany (Federal Republic). ... 2 3 1
Ttaly. .. .. ... . .. . ... ... 5 2 1
Netherlands . 3 7 —1
Norway. .. 5 3 6
Sweden.. . ... 3 5 3
United Kingdom .. .. 3 4 2
United States 3 3 2

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics.

s Fourth quarter of each year, compared with the correspond-
ing guarter of the preceding year.

b Excluding rent.

s QOctober of cach year compared with October of the preced-
ing year; including direct taxes.

4 Index for Parss only.

of railway and tramway fares contributed to advances
in the cost of living.

The fact that wage rates generally rose more slowly
in 1958 than in the preceding year does not mean that
a similar slow-down occurred in wage costs per unit of
output—which play an impertant pait in the deter-
mination of prices. It will be seen from table 69 that
there was no significanl change in the 1ate of increase
of wage cost per unit of output in manufacturing in the
Federal Republic of Germany and the United Kingdom
during 1958. In both these countries, as in [taly, the
decline in the rate of increase of hourly earnings ap-
pears to have been offset by a slower increase in output
per man-hour.2* This was probably due to such factors
as the lesser spreading of overhead labour costs and the
less efficient use of direct labour as eutput declined in
a number of industries, and Lo some hoarding of labour
by businessmen in anticipation of a {uture growth in
production.® In laly, although wage cost of produc-
tion workers per unit of output did not change in 1958,
there is some evidence that total wage and salary pay-
ments per unil of culput in industry rose signilicantly
in that year, whereas there had been scareely any in-
crease in the previous two years, when production was
growing rapidly. In Canada, on the other hand, a slower
increase in hourly earnings in 1958 was accompanied
by an appreciable rise in output per man-hour, which
arrested the upward movement of labour cost per unit
of oulput.

There is some evidence of a decline in the rate ol
growth of labour productivity in a number of other

2 This does not emerge from the data for the United Kingdom
shown in table 69 beeause of rounding

3 An extensive discassion of post-war trends in wage cost per
unit of cutput was eontained in {’Jnélet} Nations, IWorld Economie
Survey, 1057, pages 33 10 21

Table 69.  Changes in Wage Cost per Unit of Output
in Manufacturing, Selected Countrics

{(Percentage change from preceding year)

Averaye Oalpul Wagsz cost
Country and year hourly per per unit
earnings srn-foues of output
Canada
0956, ... ... 5 2 3
197 .......... ....... 6 ~—1 1
198 ... . . . ... 4 2 1
Germany (Federal Republic)
1956 . . A 9 2 T
1957 .. 10 5 4
1958 . 7 4 3
Italy
1056 7 7 —
1957 . 5 6 -1
1958" 4 3 e
United Kingdom
6. ... .. . . ... B 1 8
W57 .. . ... ... ... 5 2 3
wee... . . . . 4 2 3

Soutrce: United Nations Bureau of Economic Affairs, based on
official national publications

® Figures of employment used for the computation of output
er man-hour in the Federal Republic of Germany and the
Y}iiilﬂd Kingdom include salaried workers.

b Junuary-September compared with corresponding period of
preceding year.

western Buropean countries which must have partly,
if not wholly, offset the effect of slower increases in la-
bour earnings during 1958. In the Netherlands, for
example, labour productivity rose by just over one per
cent in 1958, which was less than in the preceding
vears. In Sweden, too, production per man-hour in
manufacturing rose by 3 to 4 per cent as compared with
a rate ol 5 per cent in 1957. In France there was a pro-
nounced rise in the rate of increase of wage cost per
unit of output in 1958; this, however, was brought
about primarily by the steep rise in wages for the spe-
cial reasons mentioned earlier.

Similar conclusions as regards the behaviour of wage

cost per unit of output emerge in the case of the United
States. It can be seen [rom lable 70 that during the

Table 70.  United States: Changes in Wage Cost per
Unit of Quipul® in Manulacturing

(Percentage change from preceding period)

Average  Dalput Wage ecost

Period Produc-  hourly per per unit
tion ciernings  mi-houe of oulpad
1957, January-Augustd, .. 1 4 3 1
1057/58 recession, Sep-
tember 1957-April 1958 7 2 3 —1
1958 recovery, May-De-
ecember .. . 2 2 5 -

Source: United States Deparlment of Commerce, Survey of
Current Business (Washington, D.C)

» Qf production workers.

b Compared to year 1956
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eight months of the 1957 /58 recession average earnings
of production workers per unit of output in manufae-
turing declined moderately as compared with the pre-
ceding eight months 25 Most, if not all, of this decline
would, however, be eliminated # account were taken
of salaried workers, since the number of these employ-
ees did not fall proportionately to that of preduction
workers during the tecession. This emerges from the
following table which shows that duxing the 1953/54
and 1957/58 1ecessions total wage and salary dishurse-
ments per unit of output in manufacturing rose at
about the same rate as or at a higher rate than in the
period immediately preceding each recession. There
appears to have been a reversal of this trend, however,
in the periods of recovery from the two recessions,
owing largely to a moze rapid increase in productivity
as surplus capacities were reduced.

%5 These results are not likely to be significantly affecied by
adjustment for seasonality of weekly hours worked used in the
computation of eutput per man-hour and of average hourly
earnings, as shown in table 70.

Percentage changes in total wage and salary disbursements
in manufacturing per unit of manufacturing output
compared with preceding period

{Scasonally adjusted) :
‘ 1957/1958

1953/1954
Prior to recession®. . .. ... ... ... 2 1
Recessiont . .. . . .. ..... .. 2 3
Recoverys. .. ................. =2 -2

Profits per unit of output generally declined in 1958,
But there was no noticeable slowing down in the rate
of increase of other property income, especially rents,
and total property income per unit of output, like wage
cost per unit of output, continued to rise in 1958,
despite the easing of demand pressures.26

In general, it would seem that declines in prices of
raw materials were a more important factor in the
greater stability of the wholesale and retail prices of
manufactured goods in 1958 than developments in
wage cost and property income per unit of cutput, The
raw material price declines which had begun in 1957
were still in process of working their way through the
economy during the year 1958, and had probably not
exhausted their eflfects by the end of the year.

26 Estimates made by the National Institute of Economic and
Social Research in its Economic Review {for March 1959 sugpess
that in the first nine months of 1958 totul property incomes per
unit of gross domestic product in the United Kingdom rose a
little more slowly than in 1957 while total income from employ-

ment per unit of gross domestic produet rose, if anything, o
Httle faster. :

Sonrce: United Nations Bureau of Leonomic Affairs, bosed on
United States Department of Commerce, Office of Business
Economics, United States Income and Output, A Supplement to
the Survey of Current Business and Survey of Current Business

» Two quuarters preceding the recession compared with pre-
ceding haif year. ’

b Ror 1953 /54 recession, average of second half of 1953 and
first half of 1954; for 1957/58 rocession, average of fourth
quarter of 1957 and first 1}uurler of 1958, N

° First three quarters of recovery.

Decline in trade

Developments in the international trade and pay-
ments of the industiial countiies during 1958 seem-—
at least at first sight—to have been quite the opposite

of what the world had come 1o expect in the wake of

a recession in North America. United States imports
did not fall significantly, but those of western Europe
did. Western European exports fell much less in value
than those of North America. And it was United States
foreign exchange reserves that dropped, while those of
the other industrial countries increased al a 1ate which
was almost unprecedented. Talling primary product
prices contributed substantially to the declining value
of imports of the industrial countries, but they were
not the only important factor; the major part of the
decline was in trade among the industrial countries
themselves. These developments call for consideration
in the light of the particular conditions in which the
1957 /58 recession occuired, and of the changes that
have taken place in the interval since the previous post-
war recessions.

CURRENT DEVELOPMENTS IN TRADE AND PAYMENTS

The expansion in the commodity trade of the indus-
trial countries as a whole slowed down late in 1956,

and in most countries the value of both imports and
exports declined moderately during most of 1957. After
a seasonal recovery in exports in the fourth quarter of
1957, the decline was renewed with greater speed in
the early part of 1958. By the end of 1958, there were
some signs of a renewal of expansion in some coun-
iries, particularly in imports, but the recovery was not
securely based. Do

The earliest slackening appeared in the imports of
the western Luropean countries and japan. The total
decline in their value fiom the heginning of 1957 to
the end of 1958, with some allowance for seasonal fac-
tors, was more than 10 per cent; the corresponding fall
in volume was under 5 per cent. Imports of western
European countries from one another 1eached an ini-
tial peak in the fourth quarter of 1956. Except for a
spurt in the fourth quarter of 1957, they declined
moderately thereafter, being on an average some 5 per
cent lower in value in the early quarters of 1958 than
in the preceding year. Western Buropean impoits from
North America were sustained through the first quartex
of 1957 by the abnormal demands which followed upon
the Suez crisis, but declined steadily and sharply there-
after, not showing even the customary fourth quarter
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seasonal rise: the total decrease in the value of this
component of western European imports amounted to
about one-third. Western Furopean imports from pri-
mary producing countries did not start to fall until con-
siderably later in 1957, and nearly all of the decline

Table 71.

that did oceur was due to falling prices, reflected in the
import unit value indices for western Europe shown in
table 71. Although the value of these imports fell more
than 10 per cent from the second quarter of 1957 to
the second quarter of 1958, the volume scarcely
changed, as shown in table 72,

Indices of Terms of Trade of Industrial Countries®

{1953 == 100}
Lzport unil value Import unif value Terms of trode
. Western Unifed Western United Weslern Uniled
Year and period Europe Stules Europe Slales Ewrope Stules
1954 .. ... . 97 99 o8 103 99 96
1955. .. . S, .99 100 101 102 98 98
1956 .. ... .. i02 103 103 104 99 9g
1957 .. ... ....... .. 105 107 106 105 94 102
1958 0 ... . ... . . 103 106 95 100 109 100
1957
First quarter .~ .. ... .... .. 105 107 108 107 97 160
Second quarter .. . ... ... 106 107 108 106 98 101
Third quarter . .. ... . 106 107 105 105 101 102
Fourth quarter ... ... ... 104 108 102 104 102 104
1958
First quarter. ... ... ..... 105 107 a7 102 108 105
Second quarter o 104 165 95 100 169 105
Third quarter. . ... ... 104 105 95 100 109 105
Fourth quarter.. .. .. ... . 103 106 94 99 110 107

Source: United Nations Bureau of Economic
Affairs, based on Osganisation for Eurepean Eco-
nomie Co-operation, General Statistical Bulleting
and national sources.

Much of the explanation for the sharpness of the
drop in western European imports from 1957 to 1958
is to be found in the combination of special factors
that had raised the level of imports—especially from
North America—to exceptional levels in 1957. A large
part of the decline was concentrated in mineral fuels,
iron and steel, cotton and wheat, as shown below. Tor
mineral fuels and cotton, however, the level of imports
in 1958 was not particularly low; they were, for exam-
ple, higher than they had been two years earlier in
1956. The fall in petroleum shipments from the United
States in 1958 reflected mainly the reopening of the
Suez Canal and the resumption of more usual trading
patterns. The variations in cotton and wheat imports
were in line with changes in United States surplus dis-
posal policy; an additional factor in the case of wheat
is found in the relatively poor harvests in westein
Euzope in the two preceding growing seasons, which
served Lo raise the level of imports in 1957, The drop
in deliveries of iron and steel, on the olher hand, re-
Aected mainly the fall in economic activily in western
Europe. It is interesting to note in this connexion that
the contraction in total western European imports in
the first nine months of 1958 was not greater, in value
and volume alike, than that which occurred during the
short 1952 western European recession.

n Data for western Burope relate to trade of the
QEEC countries with the rest of the world; data
for the United States relale Lo trade with all
cotntries.

Among the western European countries, the largest
declines in the volume of imports in the first nine
months of 1958 compared with the corresponding pe-
tiod of the preceding year—5 to 8 per cent—occurred
in Belgium, Ilaly and the Netherlands, There were
small declines in France, Sweden and the United King-
dom. In all these countries there was a slackening in
internal demand and in France import controls were
imposed in the middle of 1957. In the Federal Republic
of Germany and Norway, the volume of imports actu-
ally rose duing this period, although the decline in
import prices was sufficient in both cases to prevent the
value of imports from increasing.

The sharpest decline in imports in this period oc-
curred in Japan, where it amounted to 17 per cent in
volume and over 30 per eent in value. Japanese imports
of all types of raw materials fell sharply from the high
level of 1957, when the relaxation of import restiic.
tions had facilitated rapid inventory accumulation.
Declines in other imports were smaller and there were
even increases of some significance in imports of food-
stufls and machinery and transport equipment.

Noirth American imports fell very little, despite a
more severe contraction in economic activity. This was
due primarily to the behaviour of United States im-
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ports, the decline in Canadian imports being consider-
ably greater. In value, United States imports never fell

much more than one per cent below the corresponding

petiod of the preceding year, and the volume of imports

Takle 72.

was slightly higher at the lowest point in the recession
than it had been a year earlier. Imporis bf manufac-
tures, which had been growing more rapidly than total
imports during most of the pest-war period, continued

Quantum of Trade of Industrial Countries, 1956-1958*
(1956 quarterly average =100}

Area and period

Exporis [0

Imparis from

Industelal coundries

Primary Primary

Nurth Western produsing Waorldd produecing Warldt
Americu Europet Tolale countrics cunniries
North Americar
1956
First quarter . 91 86 a7 95 90 107 97
Second quarter 106 97 101 104 102 100 102
Third quarter 98 93 98 95 97 94 99
Fourth quarter. 105 119 113 106 111 93 102
1957
First quarter. . G4 119 108 110 109 104 a8
Second quarter .. 105 106 108 116 111 97 101
Third quarter . o4 o8 99 105 101 a9 99
Fourth quarter. 94 101 98 1i4 104 105 101
1958
First quarter. .. a3 a5 85 102 91 103 95
Second quarter 94 9 93 106 98 104 101
Third quarter . .. 93 84 a8 95 91 95 98
Fourth quarter. ... 97 99 97 101 101 108 111
Western Eurape®
1936
First quarte 90 91 9l g1 93 99 94
Second quarter. 100 100 100 102 101 104 101
Third quarter 97 96 96 94 96 97 a8
Fourth quarter. 111 110 11 165 108 a3 106
1957
First quarter. .. 97 105 105 104 104 105 108
Second quarter. 103 103 104 106 105 105 106
Third quarter 101 162 102 102 102 100 102
Fourth quarter . 107 11z 111 116 113 102 107
1958
First quarter 98 101 101 109 104 104 104
Second quartes. 105 101 102 1056 163 103 103
Third quarter .. .. 109 101 102 105 103 101 102
Fourth guarter. 131 . - L 115 el 110
All industrial countriess ¢
1956
First quarter . ... g1 91 90 95 92 101 a5
Second quarter 104 100 101 102 101 103 101
Third quarter .. 98 97 97 95 96 a8 a3
Fourth quarter. 108 113 112 107 110 97 105
1957
Tirst quarter 94 109 106 106 166 105 106
Second quarter. 104 104 106 11¢ 107 104 106
Third quarter . 101 102 102 104 103 100 102
Fourth quarter. 100 109 106 135 110 102 105
1958
Tirst quarter. .. . a9 o8 95 107 160 103 101
Second quaster 99 99 99 105 101 103 102
Third quarter 100 97 98 101 99 99 101
Fourth quatter. 114 ‘ o o 112 e 110

Source:

Aflsirs,

« Fstimated on the basis of the current volume of

United Nations Burean of Lconomic

exports to or imporls from each area, defluted by
the over-all unit value indices for cach area of
origin or destination, respectively.

b Member countries of the Organisation for
Luropean Economic Co-operation,

« Including Japan

4 Ineluding eastern Europe.

« Excluding United States speciel category
exporis,
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to find new markets despile the decline in domestic
activity. Imports of crude materials and semi-manufac-
tures, on the other hand, fell substantially after the
middle of 1957, The major impact of this decline was
on Canada and Latin America; United States imports
from Canada fell by some 15 per cent {rom the first
quarter of 1957 to the first quarter of 1958, and those
from Latin America by about 10 per cent. In the case
of imports from Latin America, much of the decline
was due to lower prices, but the volume of imports from
Canada fell nearly as much as their value.

The non-military exporis of the industrial countries,
in the agsregate, declined relatively sharply during
1958: in the first three quarters of 1958 their volume
was 5 per cent below that in the corresponding period
of 1957. However, there was approximate stability in
the exports of all industrial countries other than the
United States as a group, while those of the United
States fell by 16 per cent. In some countries—the
Federal Republic of Germany, Italy and the Nether-
lands—the volume of exports rose; in others—Norway,
Sweden and the United Kingdom—there were signifi-
cant declines, but nowhere did the decline approach
that experienced in the United States.

The exports of the industrial countries to one an-
other reflect the developments in their demand [or im-
ports described above. There was a 2 to 3 per cent
decline in western European and Japanese exports to
the industrial countries as a whole in 1958, composed
of a fall in intra-European trade and a small but signifi-
cant gain in exports to the {nited States, as shown in
table 72, North American exporls to the industrial
countries, on the other hand, declined precipitously
owing largely, as noted above, to a combination of spe-
cial circumstances as well as to the slackening of de-
mand in western Europe and Japan; throughout this
period they ranged {rom 10 to 20 per cent in volume
and up to 35 per cent in value below the same quarter
of the preceding year.

As might have been expected, the decline in the value
of exports to industrial countries from primary pro-
ducing areas was in time reflected in a decline in im-
ports by these areas. The value of exports of the pri-
mary producing countries as a group has been declining
since the beginning of 1957, as shown in table 73. The
value of imports, however, continued 1o tise up lo the
end of 1957. As a consequence, the trade balances of
these countries detetiorated rapidly during 1957, Larly
in 1958, however, Lheir imports also began to decline,
and in the aggregate there was some improvement in
trade balances. Nevertheless, al the end of the third
gquatter both the exports and the impotts of the primary
produeing countiies were still declining.

The decline in shipmenls to primary producing coun-
tries was not distributed among the industrial countries
entirely in aceord with the decline in imports from
them. Noith Ametican exports suffered much more

than those of western Lurope, and Japan was able to
increase its exports to some primary producing coun-
tries quite substantially, For cach group of industrial
countries, the greatest decrease in both imports and
exports occurred in that group’s natural trading area;
for North America, the drop was greatest in trade with
Latin America; for western Europe, with the sterling
area; and for Japan, with south-eastern Asia. But the
decline in western European and Japanese exports was
in gencral substantially less than the decline in their
imports had been, whereas for North America the de-
cline in exports was generally greater than that in im-
ports. Some of the {actors entering into these develop-
ments will be explored below.

Table 73.  Trade of Primary Producing Countries
{Billions of dollars)

. Change in
Period LExports Imporls Balance reserves
19%6. ... ........ 295 31.3 —1.8 0.4
1957...... ... .... 300 34.4 —d.d -7
Annual rates
1957
First quarter .. ... 305 323 —18 0.6
Second quarter . 29.7 34.5 —4.8 0.1
Third quarter ... 295 35.2 —5.7 —1.8
Fourth quarter . 302 356 —5.4 —1.5
1958
First quarter. . 293 33.1 -39 w21
Second quarter . 28.2 32.5 — .3 —1.3
Third quarter. . 278 316 —3.8 1.4

Sonrce: United Nations Burean of Economic Affnirs, based on
International Monetary Fund, Interrational Finaneial Statistics
{Wuashington, D.C)

The consequences of these various changes in trade
flows are revealed in the balances of payments of the
industrial countries. The relative stability of United
States imports combined with the fall in its exports
resulted in a substantial decline in its current account
balance. At the same time, the greater fall in western
European and Japanese impoits than in their exports
led to a significant increase in the cuirent balances of
most of these countries. Improvements in the terms of
trade were of major importance for most of these coun.
tries. The fall in import prices, for the industrial coun-
tries combined, amounied to about 8 per cent in 1958,
whereas export piices [ell less than 2 per cent. Conse-
quently, as shown in table 74, trade balances generally
improved considerably more in curvent prices than in
constant prices. The greatest benefit {from improving
terms of trade acerued to the Federal Republic of Ger-
many, Japan and the United Kingdom. Canada, Faly,
and the Scandinavian countiies were less affected by
falling impo1t prices, since a relatively smaller propoi-
tion of their imports consists of primary products. At
the same time, while the export prices of finished manu-
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factures did not change appreciably, those of other
products generally fell, and this again tended to favour
the Federal Republic of Germany and the United King-
dom rather than the other industrial countries, where
manufactures are less important in total exports. In the
case of France, the decline in primary product prices
partly offset the effects of the devaluation in the latter

Table 74.

part of 1957 upon prices; import prices rose substan-
tially less than export prices, and the terms of trade
improved. The volume of Irench imports {ell slightly
after the devaluation, while that of expoits was approxi-
mately maintained, so that the improvement in the real
balance of trade was somewhat greater than that in the
current balance of trade,

Changes in Trade and Foreign Exchange Reserves of Industrial Countries:

January—September 1957 and 1958
(Millions of dollars)

Change in reserees

Trade balance

In currenl prices In 4957 prices

Country and year

Cald cfﬁ;;;i?;n Total Eg;iﬁf;f t1 r:?;tt;:lg{ Balance ‘;::)L:::';;f :::ﬁ:;lt:{ Balance

Belgivm-Luxembourg
1957 ... .o -51 =55  ~—106 2,366 2,566 ~200 2,366 2,566 ~200
1958 e 313 -19 294 2,257 2311 e 54 2,347 2,428 81
Percentage change. ... .. —-46 ~99 —~08 54

France
1957. ... oo —531  -50 —581 3,803 4,828 —1,020 3,803 4,823 —1,020
1858 ... L. 15 175 190 3,652 4,288 - 636 3,832 4,729 8§97
Percentage change. . .. .. —-40 =111 08 19

Germany {Federal Republic)
1957. . . . . L. 905 563 1,468 6,264 55206 738 6,264 5,526 738
1958. I 35 399 454 6417 5,411 1,006 6,447 5,892 555
Percentage change. .. . .. 24 =21 2.9 6.6

Itely
1957... ... . 90 34 124 1,853 2,675 —822 1853 2,675 ~822
1958. .. S 395 118 513 1875 2,363 —488 1923 2,515 —-592
Percentage change . .. . 1.2 =117 38 —0.0

Netherlands
1957, ..ol 0 =144 ~7 =151 2,263 3,078 —815 2,263 3,078 —815
1958, . ... ... .. 212 71 283 2,341 2,653 —312 2,468  2,84] --373
Percentage change. . 34 138 9.1 =77

Norway
1957 ... .. -5 5 — 605 962 —357 605 962 357
1958 ... 0. .. L -2 24 22 544 970 —426 580 937 —407
Percentage change. .. . ~—10.1 0.8 ~4.1 2.6

Sweden
1957 ..o ..o -3l ~15 —46 1,591 1,813 222 1,501 1,813 - 222
958 . ... 21 33 54 1,495 1,715 —220 1,522 1,775 —253
Percentage change. . —606  ~54 —-43 =21

United Kingdom
1957 ... -~1060 183 283 7,233 8,666 —1,433 7,233 8,666  -1433
1958, e 1,175 —328e 847 6,982 7,813 —831 6,913 B516 1603
Percentage change ... . —35 98 —-44 =17

Canada
1957 .. ~1 44 ~45 3,809 4,499 — 690 3,809 4,499 ~—690
1958 . N 22 83 61 3,725 3,927 ~202 3,820 3,964 144
Percentage change. ... . -22 —12.7 03 =119

United States
1957 703 e 703 15,676 9,588 6,087 15,675 9,588 6,087
1958 o -2,128 — —2,128 13,045 9,364 3,681 13,225 9,815 3,410
Percentage change . .. . —168 —23 —156 2.4

Japan
1957 - 556  —536 2,005 3,415 —1,320 2,095 3415  -1,320
1958 e 1 228 229 2,079 2312 —2338 2,132 2,676 —544
Percentage change ~1.0 333 — 18 -2l6

Seurce: Statistical Office of the United Nations and Bureau of Economic Affuirs; Organisation for European Economic Co-operation,
General Statistical Bulleting International Monetary Fund, International Financial Statistics, and national sources.
= ¥ o.b. for Canada and the United States; c.i. f. for all other countries,
b Includes only United States and Canadian dollars.
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These developments in trade balances were medified
by the flow of capital, moving in response to changes
in economic activity, speculative motives and diffexing
internal capital market conditions. A decline in private
capital outflow from the United States in 1958 rein-
forced the fall in imports, although most of the sharp
drop in direct investment—associated in part with
slackening business activily abroad—was offset by a
rise in other outflows. Prominent among the latter were
new issues of foreign securities which were facilitated
by relatively favourable conditions in the United States
capital market during the fizst half of 1958. Of special
importance in western Europe was the return of specu-
lative capital that had flowed into the Federal Republic
of Germany from France and the United Kingdom in
1957, There was also, apparently, some increase in
long-term capital outflow from the Federal Kepublic
of Germany. These developments are reflected in the
fact that the rate of growth of foreign exchange reserves
in the Federal Republic dropped sharply in 1958 even
though the trade halance increased, while the cor
responding improvements in reserve positions in Irance
and the United Kingdom likewise cannot be explained
solely in terms of the reductions in their trade deficits,
as shown in table 74.27 The United Kingdom also bene-
fited substantially from an inflow of funds from other
areas, including the United States, as confidence in
sterling recovered during the year and as shori-term
interest rates in the United States fell to unattractive
levels.

Despite the improvement in France’s balance of

27 In France the invisible items in the balance of paymenis
also showed some improvement—mainly duc to falling freight
rates and increased receipts from tourist trade.

trade, a considerable speculative movement against the
franc developed in the last quarter of 1958. In the
month of December alone, up to the time of the devalu-
ation, France incurred an over-all European Payments
Union deficit of $167 million, although the trade com-
ponent of the account was almost in balance. Immedi-
ately prior to the devaluation official French holdings
of gold and dollars fell to a low of $600 millien, com-
pared with $800 million at the end of September and
$2.1 billion at the end of 1955. Following upon the
devaluation announced in December, the speculative
movement was reversed; by the end of March 1959
reserves had recovered to $1.8 billien.

The net effect of the various movements on trade
and capital accounts discussed above was a very sub-
stantial gold outflow during 1958 from the United
States, most of it to western Europe. It reached a peak
at the bottom of the United States recession in the
second quarter of the year, but continued to the end of
1958, as shown in table 75. The improvement in the
reserve positions of the western Luropean countries
and Japan, shown in table 74, was correspondingly
marked-~and contiasted strongly with the unfavour.
able developments that had led to a monetary erisis in
the third quarter of 1957. The inflow of gold into the
United Stales beginning in the fourth quarter of 1956
had led to widespread discussion of the re-emergence
of a dollar gap, and the resumption of gold outflow
from the United States was quite unexpected, especially
in view of the recession. The significance of the move-
ment, both for the United States and {or the countries
that have increased their reserves, will be examined in
the sections that follow.

Table 75. United States Balance of Payments, 1957 and 1958, by Quarter

{Millions of dollars; seasonally adjusted)

Ingrease in

Fmports g Nel US Ezporte of Foreign Errors gi’;ﬁ&fi?:d
goods an Unilateral capitel Tulal poods and fong-terim and Tolal dollar
Period servicess transferst mavement payments seroices? cupilal omlisstons receipls agzels
1957
First quarter . ... . .. 5,079 949 766 6,794 6,856 166 377 7,022 —605
Second quarter ... 5,188 883 1,065 7,136 6,700 127 i97 6,836 103
Third quarter. .. .. ... 5235 779 567 6,581 6,592 18 310 6,610 —339
Fourth quarter ... ... 5205 645 827 6,677 6,319 50 —8 6,369 316
1958
First quarter ... ... ... 4917 187 755 6,459 5,666 19 185 5,685 589
Second quarter .. .. . 5,090 779 822 6,691 5,733 -5 8 5,728 355
Third quarter .. ... 5216 779 810 6,805 5,818 —26 137 5,792 876
Fourth quarter . .. .. 5435 762 700 6,897 5,858 35 18 5,893 986

Source: United States Department of Commeres, Survey af Current Business, Mareh 1659,
» Tncluding government military expenditures abroad.
b Excluding military grant aid and exports of goods and services in connexion with such aid.
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THE INFLUENCE OF THE UNITED STATES RECESSION
ON TRADE AND PAYMENIS: A COMPARISON WITH
PREVIOUS POSTI-WAR RECESSIONS

The behaviour of the United States balance of pay-
ments during the 1957/58 recession leads inevitably to
the question whether there has been a basic change in
the pattern of response of trade and payments from
that which had been observed in the twe previous
United States recessions; or whether, instead, the
explanation of such unexpected phenomena as the out-
flow of gold lies in circumstances which are not,
perhaps, directly related to the United States recession,
and may not, therefore, recur in a future recession,

At first sight, it would appear that there is much
weight in the fist of the above explanations. As will be
shown below, the share of the recession-sensitive eom-
modities—especially raw materials-——in total United
States imporis has been declining, whereas that of
recession-resistan! finished manufactures has been in-
creasing. On the export side, it has been suggested that
the sharpness of the decline in United States exports
in the 1957/58 recession may have been in some part
attributable to a progressive loss of competitiveness of
United States manufactures owing to a more rapid rise
in production costs than in other industrial countries.
To the extent that these factors are important, they
would support the conclusion that the impact of
United States recessions upon the trade and payments
of other industiial countries is much less to be feared
than in the past, and that the gold outflow is evidence
of a growing weakness in the dollar.

Closer examination of the data suggests, however,
that this interpretation of the changes that have taken
place calls for important qualifications. Although there
have been some changes in the structure of imports
tending to reduce the impact of United States reces.

sions upon imports, there have been other develop-
ments tending to produce the opposite result. The
altered behaviour of exports seems to be due partly to
special circumstances and parily to the fact that in 1958
the level of internal demand in the other industrial
countries was declining, whereas in 1949 and 1954
expansion continued in these countries throughout the
United States recessions; although loss of competitive-
ness may have played some part in some particular

instances in 1958, this factor does not appear to be of

great imporiance.

Commodiﬂy Lmports

it is true that the decline in commodity imposts
during the most recent recession was smaller than
during either of the two preceding recessions. The value
of commodity imports at the bottom of the latest
recession was under one and a half per cent Iower than
a year earlier, whereas in 1953/54 the corresponding
decline amounted to about two and a half per cent, and
in 1948/49 to 5 per cent.

It is also true that the commodity composition of

imports has changed, as has the reaction of individual
commodities to declining demand. The shares in total
imports of the most sensitive commodity groups-—
non-ferrous metals and other industrial materials
except petroleum—have declined by eight percentage
points since 1953, and the share of finished manu-
factures has risen by a similar amount, as shown in
table 76.% Iurthermore, imports of finished manu-
factures showed a greater resistance to the most recent
tecession than to the two earlier ones. These changes
have indeed been in a dircction that would reduce the

¥ The table shows commodity composition in the second
uarters of 1948, 1953 and 1957 The changes in composition

that appear would be approximately the sume if based upon
data for the entire years 1948, 1953 and 1957

Table 76. United States Merchandise Imports in Three Recessions®

Parcentuge composition of imports

Percerilage change from peak to rounh

Seconsd Second Second

Tiem Spcond Second Second guarler I8 gquarter 1853 quarer 1937
quarier quarler auarfer ta second o second {n secord

1948 FHAN] 1057 quarter 1549 quarlter 1954 quarter 19458
Foodstufls. .. . .. . . 7.8 292 23.6 7.4 154 19.1
Coflee . . . .. 95 11.6 89 25 26.0 103
Other foodstulls 183 17.6 146 9.9 9.0 4.4

Crude materials and semi-

manulactures | 59.1 56.2 53.7 ~9.9 —127 —11.8
Petroleum 58 6.4 121 156 9.3 11
Newsprint 6.1 5.4 5.3 8.3 -1.7 —6.3
Non-ferrous metals ‘ 2.4 13.6 112 5.1 w11 —20.1
Other ‘ . 378 30.8 251 —278 -197 —217
Finished manufactures o131 14.5 2.7 —6.2 21 03
Automabiles = . 0.5 0.6 23 ~73.8 —-16.7 53.0
Other . ‘ 127 139 20 4 —10.5 3.6 4.0
ToTAL MERCHANDISE IMPORTS 100.0 100.0 166.0 ~3.5 o D A —-13

Senrce: United Nations Buresu of Feonomic
Affuirs, buged on Unitel States Depuriment of
Cownmerce, Farid Trade Informution Sereiee, part 3,
und predecessor publications.

s Because of the problems arising from seasonal.
ity of the trade data, the timing of peaks and
troughs adopted here differs slipghtly from that
employed in the diseussion of the domestic econ-
omy above
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magnitude of any recession-induced decline in imports.
But examination of table 76 also reveals a number of
offsetting changes, together with some developments
that cannel be ascribed to the United States recession.

The share of finished manufactures in total imports
has nearly doubled since 1948, the major pait of the
advance having oceurred since 1953, The growth trend
of these imports is strong enough to make them re-
markably recession-proof. Paiticularly striking is the
case of automobiles, imports of which rose from a little
over one per ceni of United Stales production, in
numbers of vehicles, in 1957 to nearly 8 per cent in
1958. 1t is, however, possible that the recent perform-
ance of automobile imports has been influenced in part
by special factors which may be ol a temporary char-
acter, such as the relative luck of competing domestic
products thus far. Tetal imports of all goods other than
automobiles declined by 2.5 per cent in 1958—approxi-
mately the same pereentage decline as in 1954; the
corresponding drop in 1949 was 5 per cent. The share
of other finished manufactures in total imports has
also continued to rise, and they too are highly resistant
to declining demand.

With respect to :aw malerials, there appears to have
been a change in the relationship between domestically
produced and imported supplies of the non-{errous
metals, resulting partly from an expansion of the
interest of United States companies in overseas produc-
tion. There has been a tendency for the impact of
declining demand o fall more heavily on domestic
production than in the past, as shown in the {ollowing
table. Price developments have been important in pro-
ducing this resull, especially for copper, lead, and zine;
the shaip decline in import prices from the middle of
1957 to the middle of 1958 greatly accentuated the lall
in the value of imports. At the same time, the fall in
prices also contributed to the substitution of imports
for domestic production, so that the fall in volume was
probably somewhat less than might otherwise have
oecurred.

Copper, lead, sinc, and aluminium

(Percentage change in volume}

Domestic

production Tmperls

Second quarter 1933 to second quarter 1934
Copper, lead and zinc. ... ‘ o =T —21
Aluminium and bauxite . . | 21 16
ToraL 5 —17

Seeond quarter 1957 to second quarter 1958
Coppor, lead and zine .. L - 17 —12
Aluminium and bauxite - —13 48
Torar —~15 -4

Source: United Nations Buresu of Eeonomie Affuirs

Despite this greater stability of imports in relation to
domestic production, however, the deciine in the value
» In some cases there were lax advantages for the producing

eampanies in maintaining imports rather than domestic pro-
duction.

of imports of non-ferrous metals in 1958 was neasly
double what it was in 1954, while in 1949 imports of
non-ferrous metals were higher than a vear carlier.
Government stockpiling activities were a major factor
in the rise in imports in 1949. In both 1954 and 1958,
on the other hand, strategic stockpiles were being
reduced, and their impact upon raw material impoits
was about the same. The share of non-ferrous metals in
total imports, although it declined from 1953 to 1957,
was still in 1957 considerably above the 1948 jevel.

There have also been substantial changes in imports
of petroleum in a direction which might be expected 1o
increase the drop in total imporls in a recession. There
has been a strong upward trend in imports of petroleum
which has helped to moderate import declines during
the post-war recessions. However, as the share of
petroleum imports has risen—and the potential moder-
ating eflect with it—-the impact ol any slackening in
demand upon domestic producers has grown likewise,
In 1948, peticleum imporls rose as the 1ecession
progressed; and in 1953 they also rese, but significantly
less. In 1958 there was very little increase in petroleum
imports, largely as a result of the operation of a
voluntary imporl quola system-—the inlroduction of
which was in part a response to the slate of domestic
demand.

The share in imports of other raw materials and
semi-manufactures—nprincipally newsprint, rubber,
wood and woeod produets, wool and iron and steel—has
been declining rapidly. In the aggregate, this group
conlinues to be one of the most sensitive, although the
particular commeodities responding most lo declines in
demand have changed {from recession to recession. In
1948/49, the largest drop occurred in imports of wool
and paper basc slocks, and a substantial part of the
decline was accounted for by {alling prices. In 1957/58,
however, these commodities {ell very little, but there
were large declines in imports of crude rubber and of
iron ore and iron and steel mill products. In the case of
crude rubber, the difference in behaviour reflects
differenices in government stockpiling activities; iron
and steel mil} products are a group in which imports
have only in recent years become significant. The fall
in price in these particular commodities was small.
Thus more of the drop in the import value of this
group in 1958 was due Lo declining quantities, and less
to price.

The effects of changes in imports of foodstufls are
hard 1o classify. In all three recent recessions, imports
of foodstufls have increased despite the fall in over-all
demand-—by nearly one-fifth in 1958. But the effeet of
this pattern of behaviour of food imports has been
reduced by a considerable drop in their share of total
imporis. The value of the increase inr imports of {ood-
stuffs in the course of the 1957/58 recession was Lwice
as large as the value of the increase in finished manu-
{actures. However, a rise in food imports during a
recession can only be due to chance factors—such as
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the temporary meat shortage in the United States in
1958—and therefore cannot be relied upon for furure
occasions; chance factors could, of course, just as well
operate in the opposite direction.

It is thus extremely difficult to draw any clear con-
clusion about the nature of the changes that have taken
place in the structure of merchandise imports. The
share of the recession-sensitive industrial materials has
declined, but at the same time some of them seem to
have become more sensitive, especially since 1954. Of
the apparently recession-proof group, those whose
resistance has been greatest-~foodstufls—have a de.
clining share, and some of those whose shates have
risen most since 1953-—such as petroleum—have
shown less resistance to the current recession, Finished
manufactures other than automobiles, the share of
which also increased substantially, exhibited approxi-
mately the same behaviour in 1957/58 as in 1953/54.
Only automobiles have, since 1953/54, increased both
their share in total imporis and their resistance to
declining demand; but automobiles do not by them-
selves provide an adequate hasis for drawing conclu-
sions about structural shifts in imports in their rela-
tionship to future recessions, especially since special
factors may have been involved in the spectacular rise
in imports of cars in 1958,

Thus, to the extent that there has been a structuzal
shift in United States imports that offers other coun.
tries reasomable ground for increased confidence in
future recessions, it lies in the increasing share of
finished manufactures in the total. It should be noted
that while this is of considerable benefit to the other
industrial countries, it involves no direct sasement for
the primary producing countries. Although some indi-
vidual eountries were hard hit, the impact of the 1958
recession on the primary producing countries as a
whole was cushioned by the behaviour of foodstuffs,
but this cannot be depended upon in the future. More.
over, in assessing the impact of the changes that have
taken place in the structure of United States imports,
it is important to bear in mind that finished manu-
factures, despite their increase, are still less than a
quarter of the total, and automobiles account for little
more than 2 per cent. Industrial materials amount to
more than one-half. There is consequently no reason
to suppose thal a somewhat more serious recession
would not result in a much more significant drop in
imports; nor that the chance factors which happened
to slow down the decline in 1958 might not operate
perversely on another occasion.

Commaodity exports

Changes in exports, although not entirely unrelated
to the state of the domestic economy, depend to a much
greater exlent on what happens elsewhere. It is not
surprising, thercfore, that their behaviour has differed
much more from recession to recession than has the

behaviour of imports. The year 1958 provided the first
occasion since the war on which a United States
recession of significant proportions coincided fairly
closely with a slackening in demand in the other indus-
trial countries. This, combined with the disappearance
of the abnormal demand for United Stales exports®
that followed the Suez crisis, led to a fall of a little less
than 20 per cent in the value of United States exports
from the frst half of 1957 to the corresponding period
0f 1958. In 1953, the pattern of developments was very
different. The end of the Korean boom was felt much
earlier in the rest of the world than in the United
States, and by the time the post-Korcan recession
developed in the United States in the second half of
1953 demand was expanding once more in western
Europe, and United States exports had begun to rise
again. Similatly, in late 1948 and early 1949 exports
weie rising although mainly in connexion with aid
under the Furopean Recovery Programme.

Three-quarters of the decline in United Slales ex-
ports in 1958 occurred in a relatively concentrated
group of commeodities, which in 1957 accounted for
approximately one-gquarter of total exports. From the
first nine months of 1957 to the first nine months of
1958, the declines were as follows, in millions of
dollars:

Base metals and scrap. ........... ... ..., —>96

Coal .. O azes

Raw cotton. . . .. . =256

Petroleumn zmci pxoduczs e =B

Wheat ... .. o =175
Construction and mmmg machmery, trucks and

HAGIOIS. . v v i e L =207

" Tora-— 1,947

Other exports .. . .. ... .. =626

" ToTAL EXPORTS— 2,573

The drop in petroleum exports, almost all in ship-
ments to western Europe, was due to the reopening of
the Suez Canal. Exports of petroleum to western
Europe were insignificant in 1956, and they fell again
to very low levels after the middle of 1957. But in the
first half of 1957 they amounted to $225 million. Raw
cotton exports, similarly, rose to abnormal levels in
1957, primarily as a consequence of United States
surplus disposal activities. Wheat exports in 1957 were
affected not only by surplus disposal activities in the
Far East, but also by the poor harvests in western
Europe in 1955 and 1950.

In the remaining thiee categoties, the most im-
portant factor was declining demand in the importing
countries. More than half of the decline in exports of
metals was in exports to fapan, where imports of metals
were reduced to approximately 10 per cent of their
level in the preceding year; this was true, however, not
only of metals imported from the United States, but

% Both here and in the remainder of the chapler United
States exports are considered exclusive of military aid shipments,




CaAPTER 5. RECENT TRENDS IN INDUSTRIAL COUNTRIES

209

also of those obtained from other sources. Lixports of
metals from the United States to Canada likewise {ell
roughly in proportion to exports of metals from other
countries to Canada. United States iron and steel
expoils to western European countries did, however,
fall somewhat more than their own expoils to one
another. Here it is possible that United States exports
constitute a marginal source of supply. It does not
appear that these exports are more vulnerable to 2
decline in Turepean demand than they used to be; in
the western European recession of 1952/53, United
States exports of base metals to western Furope de-
clined by over 50 per cent, while in 1958 the decline
was 22 per ceni. Much the same is true of United
States exports of coal to western Europe. The decline
in United Slates exporls was somewhat gieater than
that in intra-European trade in coal, but was far smaller
than it had been in 1952/53. Of the remaining group—
construction and mining machinery, trucks and trac-
tors—three-quarters of the decling was in expoils to
Canada, reflecting primarily the end of the boom in that
country. Since abeut 90 per cent of Canada’s imports
in these categories come from the United States, the
other industrial countries were very little affected.

It will be clear from the foregoing that the signifi-
cance of any decline in Uniled States competiliveness
in the drop in exports in 1958 cannot have been very
great. It could not, in fact, have been of any appreci-
able importance in the export declines thus far con.
sidered, and could at best have been responsible only
in part for the residual decline of $626 million shown
in the above table; the most important factor even in
this decline was almest certainly the fall in demand
abroad.

Available data do suggest that United States exporl
prices for finished manufactures may have risen rela-
tively to those of the Federal Republic of Germany
during the past two or three years—and the United
States, like other industrial countries, has certainly
lost ground relatively to the Federal Republic in export
markets for these goods. There is also some evidence
that United States prices {or machinery and equipment,
which have a large weight in expoits, may have in-
creased more than in cerfain of the other western
European countries, although lack of comparability
seriously limits the conclusions which can safely be
drawn from this evidence. Possibly of more importance
is the fact thai the delivery schedules of certain
European countries—which had been fairly tight dur-
ing most of the boom period, especially [or engincering
products—may have improved in 1957 relatively to
those of the United States, where the supply positicn
had been easier all along. With the fall in demand in
1958, delivery dales have shorlened luither every-
where.

Capital movements

The role of capital movemenie has vaiied consider-

ably during the three post-war United States recessions,
depending primarily on the course of business confi-
dence and Lo a lesser extent on the changes in economic
activity abroad. In the course of the 1948/49 recession
as a whole, capital movements exerted a depressing
influence nearly as great as that of the change in the
trade balance, because of a loss of confidence in the
stability of Eurepean currencies. Net United States
private capital exports [ell just as much, in absolute
magnitwde, as did imports, so that the drop in tota
paymenis other than government granls and transfers
was double the magnitude of the fall in imports, At the
same time, there was a considerable inflow of specula-
tive capital {from other countries, which reached a peak
during the payments crisis preceding the devaluations
in the third quarter of 1949, In 1953/54, on the other
hand, there was no loss of confidence; on the contrary,
United States capital exports, like merchandise exports,
rose in response to the expansion of activity elsewhere
coupled with the general feeling that the European
economies were now much more securely based than
in 1949, Over the course of the United States recession
the inerease in capital outfow was grealer than the fall
in impoits, so that Lotal United States payments rose.
In 1957/58, capital movements as a whole exerted less
influence than in the two previous recessions; Uniled
States capital exports declined slightly, as noted above,
but so did the inflow of {oreign capital. These develop-
ments are in line with what might have been expected
in view of the fact that the United Stales recession was
accompanied by a slackening in business activity
throughout most of the world.

In summary, therefore, it appears that, although
there have been some changes in the structure of
United States trade and payments that are likely to be
of an enduring nature, these changes do not go very
far towards explaining the apparently paradoxical
behaviour of the United States balance of payments
during 1958. Of much more importance in aceounling
for what happened in 1958 was the economic sethack
in Canada and Japan and the coming 1o an end of the
beom in western Europe, and the effect which these
developments had on the demand for imports fiom the
United States. The western European slackening rein-
forced the effect of the North American recession upon
the export earnings of primary producing countries,
which theiefore also reduced their imports from the
United States. These factors, together with the removal
of the abnormal demand [or United States exports that
followed the Suez crisis as the more usual channels of
ttade were restored, are sufficient to explain most of
the developments. They do not, in themselves, offer
any important guidance {or the [uture, since they sug-
gest that western Europe avoided balance of payments
problems in 1958 partly by helding back its own busi-
ness activity, and partly by translerting Lhe problem to
the primary producing countiies in the [oim of falling
commodity prices, To the extent thal measures restrict.
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ing econemic activily in western Europe and lapan
weie prompted by balance of payments considerations,
this does not necessarily represent an improvement In

economic health, especially since it is impossible for all
balance of payments positions to improve simultane-
ously.

Outlook™

Feonomic activity in the industrial countries was
rising at the beginning of 1959, and the upturn is
expected to continue. Available indications are that the
rate of economic expansion during the next year or so0
will be limited only by the level of demand. On the
supply side, although the three main factors determin-
ing the scope for expansion—namely, productive
capacity, labour supply and the foreign exchange
reserve position~-vary in their relative importance for
individual industrial countries, these countries are in
a position to support rales of expansion at least com-
parable to those achieved during the last boom. It is,
however, too early as vet to judge whether the current
recovery will be as power{ul or as prolonged as those
which followed the 1952 setback in western Europe
and the 1953/54 recession in Noith Ameriea.

Productive capacity had been expanding more
rapidly than total cutput for several years prior to the
recent recession, and the economic decline in 1958
added further to the excess capacily which had heen
gradually accumulating. While estimates of excess
capacity have to be treated wilh caution, it seems
reasonably safe to conclude on the basis of the avail-
able information that in most of the major industrial
countries productive capacity is adequate for an expan-
sion of outpul at well above the average rate of the last
few years. In the United States it has been estimated
that the degree of utilization of capacily in manu-
facturing was little more than 70 per cent in April 1958
and was still not much above 80 per cent in March
1959.%2 Considerable excess capacity also existed in
basic malerials. A similar situation prevails in Canada,
especially in the raw material proeessing industries. In
the United Kingdom it has been estimated that capacity
utilization in several major industries is of the order of
80 per cent or less.® In other industrial countries in
western Furope, where the rate of growth of output
over the last few years has been much faster, on the
whole, than in the United Kingdom, the degree of over-
all excess capacity is probably less. But it is still
apparently substantial, even in the Federal Republic
of Germany, where in spite of a very high rate of
growth for several years, the degree of utilization of
capacity is estimated to be about 10 per cent helow the
1955 level .34

* Based in part upon _rcp]if-s of Governments to the United
Nations questionnaire of November 158 on crenomic trends,
problems and polivics

32 Spp "Business Plans for New Plant and Equipment™, 12th
Annual MeGrar-Hill Survey, April 1959 ‘

8 National Institute of Teonomic and Socisl Research, Feo-
pomic Review (London), January 1959

3 Based on data supplied by the TF0—-Inetitut fir Wirts
schaltsforschung (Munich)

In particular sectors of Eurepean indusiry, of course,
spare capacily may be relatively limited so that much
will depend on the pattern of growth of demand that
can be expected. Even in steel and engineering, how-
ever, bhottlenecks are less likely to occur than in the
previous hoom because of the considerable additions to
capacity in these industries during the last few years,3?
and the heavy involuntary accumulation of stocks of
coal during the past year has provided a large reserve
against any {uture expansion of demand. I specific
shortages nevertheless develop, western Europe is in
an even stronger position than in the past, from a
balance of payments point of view, to purchase the
neeessary supplies overseas, as will be shown below.

The Jabour supply is likewise generally adequate to
permit rates of growth in 19591960 at teast equal to,
il not above, the high rates achieved during the last
boom. In Belgium, Canada, Norway, the United King-
dom and the United States the proportion of the labour
force that is unemployed is significantly higher—and
in Japan and Sweden is no lower—than at the beginning
of the last period of expansion. Only in Denmark, the
Federal Republic of Germany, Frarce, Italy and the
Netherlands are unemployment ratios lower than at the
beginning of 1953, and in all these ccses except pos-
sibly the Netherlands, the absolute level of unemploy-
ment is sufficiently high, or the scope for expansion of
the industrial labour force sufficiently great, to make it
unlikely that the supply of labour would impose any
constraint upon the growth of output for some con-
siderable time 10 come. These considerations are rein-
foreed by the fact that in most countries average hours
worked in manufactusing at the beginning of 1959 were
lower than at the corresponding period of the previous
upswing.

Productive capacity and the labour supply are there-
{ore both entirely adequate te permit Tates of growth
in the industrial countries at least as high as those
which were recorded during the last upturn, This means
that the average annual increase of over 8 per cent in
weslern Europe’s industrial production from 1952 to
1955 (over 7 per cent, excluding the Federal Republic
of Germany) represents a fully attainable and rather
conservative larget for weslern Eunimpe at the present
time. Although a simila 1ate of increase was nol re-

85 1t has been estimated that in the eountries of the Luropean
Coal and Steel Community steel production in 1958 was al
about B0 per cent of capacity, and that in the United Kingdom
it was at about 75 per cent of eapacity Eaen in Franee, the only
majur steel producer to show an inwease in steel awtput in
1958, steel production in the early manthe of 1959 was well
below the corresponding moaths of 1958
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corded in North America during those years owing to

the 1953/54 recession, the extremely rapid lempo of

expansion recorded in that area at other times, as for
example in 1955, suggests thal a comparable larget as
for western Europe is physically atlainable during the
period ahead.

Nor should balance of paymenls considerations cre-
ate any serious obstacles 1o the realizalion of these
objectives, provided that all countries move in siep.
it is true that in some countries the recent inerease in
foreign exchange 1eserves has represented lurgely a
reversal of preceding outflows. Moreover, much of the
improvement in western Europe’s trade balance in 1958
was due to Lhe faet that while the terms ol tiade im-
proved as a result of lower import prices, the adverse
effect on exports resulting from the consequential
slackening in import demand of primary producing
countries is subject to a time lag. There is, therefore,
a possibility that as recovery proceeds in North Amer-
ica and western Europe the terms of trade will deterio-
rate and the volume of imports will rise just as the
volume of exports is beginning to decline. Nevertheless,
there is no doubt that western Ewmope’s loreign ex-
change 1reserves and external balance as a whole are
much more capable of permitting increases in imports
than they were at the outset of the last boom, when
reserves were barely more than half of their present
level and when the current balance of the European
Payments Union area was heavily in deficit.

Even il allowance is made [or the secular growth in
imports that has taken place over the past few years,
the foreign exchange position of weslern Europe as a
whole is stll betler than during the 1953 recovery.
It should, hewever, be borne in mind that the growth
in total western European exchange reserves has been
very unevenly distributed among countries, the Federal
Republic of Germany alone aceounting for about half
of the approximately $10 billion increase between the
end of 1952 and the end of 1938. In relation to the
value of average annual imporis the 1eserve position
of France and the Scandinavian countiies appears lo
have deteriorated slightly over this period. In the case
of Trance this was due laigely Lo a speculative oulflow
of funds in 1958 which has since been revessed. At the
same time the Scandinavian countsies, which have gen-
erally had the natrowest foreign exchange margin 1o
work with, have recently expressed conlidence that the
reserve posilion will not be an obstacle Lo expansion.

How far the potential for expansion suggested by the
available supply of resouvrces of all kinds is, in fact,
realized witl depend on the siate of demand. Here the
evidenee suggests some advance in 1959, but in most
countries at a rather more leisurely pace than might
appear to be warranied on the side of supply.

Business invesimenl expectations seem, on the
whole, 1o be semewhat muore favowmable in North
Americs than in western Furope, Recent surveys of

business intentions in Canada regarding expenditure
on plant and equipmenl suggest a slight decline in 1959,
but in the United States such expenditute is expected
to rise by about 5 te 6 per cent in 1959. 1t is reported
that much of the contemplated outlays are for purposes
of modernization, where the emphasis is on cost reduc-
tion rather than on expansion of capacity, so that the
current relatively high level ol excess capacily exerts
less restraining influence. 11 is also likely that the recent
increase in corporate profits in the United States will
have a favourable influence on investment decisions by
improving expectalions as te future business prospects
and providing internal funds for investment purposes,

In western Ilurope, on the other hand, even though
surplus capacity is apparently less extensive than in the
United Stales, there is less prospeet that business fixed
investment will show any significant increase in 1959;
and such increase as lokes place will be concentrated
in public investment. In the United Kingdom, the latest
surveys of business investment intentions prior Lo the
recent budget indicate that an expected 1ise in invest-
ment in distribution and services in 1959 will be offset
by a 10 pe: cent fall in invesiment in manulacturing;
however, the 1959 budget concessions should improve
the general climate of expectations and should provide
some direct stimulus to investment through the rein-
troduction of investment allowances on a lemporary
basis. Investment in those sectors of manufacturing
industry which are experiencing excess capacity is ex-
pected to fall in several other countries, such as Irance,
the Netherlands and Sweden; this will probably be
offsel only in part by the expansion that may develop
in other sectors, such as chemiecals, automabiles and
steel production in France, and transposl equipment
and distribution in Sweden. In very few countries—
chiefly Denmark and the Federal Republic of Ger-
many—is it expected that business fixed investment as
a whole will expand to any significant extent, and in
the Federal Republic this expectation is based largely
on the improved situation in the capital market and the
influence of the developing European Eeonomie Com-
munity—stimuli which might be insufficient in the
absence of a generally expansive envivonment,

Any lag in private business fixed invesiment in west-
ern Eurepe is, however, likely to be made up by public
investment, which is more impottant than in the
United States, since it includes not only public or sub-
sidized housing, 1oad expenditures aml so forgh, but
also the copital expenditures of nationalized industries.
In most western European eountyies, public investment
is likely to form the bulk of the inerease in tolal fixed
investment in 19539, In the United Kingdom, higher
capital outlays are envisaged in eoal, clecliicity, rail-
ways and roads and there nuay alse be a rise in public
housing expendilure. Total public investment in the
fiscal year 1959/60 is expecled 1o be almaost 16 per cemt
greater than in the previous year. Tn Franee, o Dasic
feature of the economic policy measures recently
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adopted has been the attempt to raise investment, par-
ticularly in nationalized industries or in industries
partly dependent on government funds for expansion
of capacity. Increased public investment will also occur
in most other countries, particulatly in Sweden, where
it is expected to he about 8 per cent above the 1958
level.

One sectar of fixed investment which may increase
in the United States and in western Europe alike is
residential construction. In the United States, however,
concern has been voiced in the building industry over
rising interest rates and the growing difficully of obtain-
ing mortgage financing, Expectations are nevertheless
for a higher level of housing expendituze in 1959 than
in 1958, though some fall in such expenditure may
oceur in the second half of the year, especially if credit
eonditions do not ease.

Private expenditure on housing will probably rise in
most western Eutopean countries, the chief exception
being France. In the United Kingdom, the increase in
housing starts towards the end of 1958 should bring 4
rise in housing expenditure in 1959 which is likely 1o
be maintained as a result of the improved liquidity posi-
tion of building societies and anticipated government
loans to the societies later in the year. In the Federal
Republic of Germany, a favourable order book situation
and improved financing possibilities should also lead to
an increase in housing construction in 1959. Similar
increases in private housing are expected in Denmark,
the Netherlands, Notway and Sweden.

Most western Furopean countries do not, however,
expect the rise in public investment and in private resi-
dential construction to do much more than offset the
decline in fixed investment in other sectors of the
economy. For example, total real fixed investment is
expected to remain more or less unchanged in 1959 in
the Netherlands, to rise very slightly in the United
Kingdom, and to show increases of about 2 to 3 per cent
in France, Norway and Sweden. It should be noted,
however, that while in some countries the probable
rates of inciease of total fixed capital formation are
even lower than last year, in others, such as the United
Kingdom, where there was no increase, o1 in the Neth-
erlands, where fixed investment fell substantially last
year, the changes envisaged for 1959 constitule some
improvement. Nevertheless, in the absence of a marked
revival in activity leading to a substantial absorption
of existing spare capacity, or of special government
messures Lo stimulate private investment, it seems un-
likely that total fixed investment in western Europe
will give a major impetus lo expansion in 1959.

The shift which has taken place in business expecta-
lions both in North America and in weslern Europe
should lead to some reconstitution of stocks in 1959.
In the United States, inventory liquidation, which had
continued at a rapid pace through the third quarter of
1958, came to a hall in the fourth quarter, and in the

first quarter of 1959 inventory accumulation reached
an annual rate of $6 billion. Some of this was concen-
trated in the steel-using industties, in anticipation of a
steel strike, and to this extent was likely to be followed
by some reaction later in the year. In western Europe
there was a marked slowing down in the rate of stock
accumulation in 1958 as a whole, especially if coal
stocks ate excluded, and a reversal of this process
would provide some stimulus to the economy in 1959.
However, the inventory swing is not likely to be as
great in western Europe as in the United States in
1959—if only because of the much more pronounced
inventory shift in the United States in the previous
year. And even under the best conditions changes in
stocks are unlikely to provide more than a temporary
stimulus either in western Europe or in Nozth America.

For western Europe an important factor in business
prospects is the outlook for exports. As noted above,
the import capacity of the primary producing areas,
which account for by far the bulk of European exports
overseas, has been reduced by the fall in commodity
prices in spite of greater exports of capital to some of
these areas; and the rate of growth of western Europe’s
exports to the rest of the world, which had been rapid
up till 1957, slowed down considerably in the early
months of 1958. But towards the end of 1958 these
exporls seemed to have revived somewhat. A sustained
recovery in North America would be likely to bring
about, sconer or later, an improvement in western
Europe’s exports, both directly through the expansion
in North America’s own import demand and indirectly
through its effect on the capacity to import of primary
producing areas. The immediate short-term outlook is,
however, uncertain because, as indicated above, the
possibility remains that the 1958 recession will produce
a delayed impact on the import demand of primary pro-
ducing countries just at the time when renewed expan-
sion in the industrial countries is raising their import
demand and turning back the terms of trade. Neverthe-
less, even if this stage passes quickly, or is submerged
by the general recovery, it should not be expected that
the export sector will play the role in western European
expansion in 1959 that it did in the earlier years of the
last boom.

In the absence of any major stimulus from invest-
ment or exports, either in western Europe or in North
America, the prospects for an over-all rate of expansion
equivalent to that of earlier years would depend on a
faster growth rate in government current expenditure
or in private consumption, or both. Taking into account
the latest United States budget, it appears that total
government expenditure on goods and services will in-
cresse about as much in 1959 as in 1958, However, the
budget also implies a slight decline in expenditure from
the first to the second half of the calendar year 1959.
Together with any slackening in residential construe-
tion and inventory accumulation—if these were to ma-
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terialize for the reasons cited above—this could lead
to a significant slowing down in the pace of recovery.

In western Europe, higher government expenditures
in 1959 are expected to result chiefly from the in-
creases in public investment already mentioned. Gov-
ernment civil consumption is likely to rise in most
countries, but not by substantial amounts. In the
United Kingdom some increased expenditures are en-
visaged under the National Health Service and other
miscellaneous items, and moderate increases in govern-
ment civil consumption are expected in France, Sweden
and the Netherlands. But, in general, these inereases
are too small to have more than a very limited impact
on the business outlook. Defence expendituzes are ex-
pected to rise by a signilicant amount only in the
Federal Republic of Germany, but even here the stimu-
lus to domestic activity will be small since most of the
additional spending will be allocated to military goods
imported from abroad.ss

There 1emains the possibility that private eonsump-
tion might provide the stimulus to eXpansion which, in
most countries, seems to be lacking in other sectors.
However, in the absence of specific government meas.
ures to raise personal disposable income through, say,
reductions in taxes or increases in transfers, such a
stimulus would depend entirely on how far consumers
were prepared to reduce their rate of saving. There are
at present no indications that such a development can
be counted upon.

It is unlikely that personal disposable income will
rise as much as total output in the United States in
1959, if only because the recovery in corporale profits
will almost certainly be more rapid than in output. If,
therefore, consumers were to spend the same propor-
tion of their incomes as in 1938, or less, no additional
impetus to a higher level of cconomic activity would be
generated by consumer expenditure. The rate of per-
sonal saving fell during the recession, as consumers
failed to adjust their expenditures fully in line with the
decline in personal disposable income. Sooner or later
it is to be expected that the rate of saving will rise
again,?” but it may not do so in the initial stages of a
recovery if consumers seek to effect in 1959 the pur-
chases of durable goods which some of them postponed
in 1958.34

In the light of past experience, however, il seems
unlikely that any stimulus from reductions in personal
savings would persist for any length of time, especially
since consumer credil is not being relaxed further, not
having been curtailed during the recession; in the latter

36 Exports of the supplying eountries will, of cousse, rise
aceordingly,

37 Preliminary data suggest a rise in the retio of personal
saving to personal dispesable income in the third quarter of
1958, followed by a renewed decling in the fourth quarter.

38 On the other hand, there may be a tendency for same con-
simers to postpane purchases of automobiles until late in 1959
or 1960, in anticipation of the small 1960 model cars announced
by the major producers.

respect, the situation contrasts with 1955 when a sub-
stantial easing in consumer credil occurred.

In western Europe, where personal consumplion
rose fasler than gross national produeet in 1958, the
same is not likely to happen again in 1959, except pos-
sibly in the United Kingdom. In the Federal Republic
of Germany the Government expects consumption to
advance less than total output in 1959 because of the
continued strong tendency Lo save and a slightly re-
duced rate of increase in irtcome—tlie latter being due,
in part, to a slower upward trend in government irans-
fer payments, especially pensions. Consumption is also
expected to rise more slowly than total output in
Norway, despite the personal tax relief introduced at
the beginning of 1959. An actual decline in the volume
of consumption is planned in France, where real dis-
posable income is expected 10 fall as a result of higher
taxes, both direct and indirect, and reduced transfer
payments. These declines appear to be related more to
the desire to curtail the government deficit and to curh
the expansion of demand than te limitations on the
resources available. For the expected increase in tolal
output is very small, in relation Lo spare capacity both
in equipment and in labour supply. In the United King-
dom, however, the tax concessions and abolition of
hire-purchase 1estrictions mentioned earlier are ex-
pected to lead 1o a rapid increase in consumption, which
is likely to be the primary factor in the expansion of
production.

It therefore appears, on the basis of the foregoing
discussion, that although the reesvery is likely to con-
tinue in the near fulure, it is doubtful whether the rate
of expansion for the industiial group of countries will
be as great in 1959 as that experienced in the early
phase of the last upswing, and it is likely to be well
helow the Jevel which the available resources would per-
mit. While government policies in several countries,
particularly Belgium, the Netherlands, the Scandina-
vian countries and the United Kingdom, have provided
some stimulus to the economy, caulion remains the
keynote even in most of these countries. Elsewhere
government policy is at best neutral with respect to a
higher 1ate of growth. In the United States, credit be-
gan to be tightened from August 1958, when industrial
production was still 6 per cent below the previous peak.

One of the major elements in governmental hesita-
tion is the fear of price increases if the 1ecovery ac-
celerates. What is frequently left out of account, how-
ever, is that while a higher rate of growth would tend
to increase the pressure of demand in the raw maiterial
and labour markets, it would also permit a more rapid
advanee in produclivity. 3 Moreovey, productive ca-
pacity in raw malerials has increased much faster than
demand for some years, so that the raw material supply
position is likely to be casier during the period ahead
than at the corresponding stage of the last boom.

W For an extensive consideration of this point, see United
Nalions, World Fconemic Survey, 1957, chapter 1.
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Balance of payments considerations also continue
to play an important part in the policies of weslern
European countries towards economic growth. It is
true that in many cases the inttoduction of converti-
bility at the end of 1958 simply gave legal sanction 1o a
situation that had becn reached de fucto some time
earlier. Nevestheless Governmenis must be expected
to take into account the {act that what was {ormerly
only a customary practice~—which could be set aside if
the occasion warranted—has now become a formal
commitment. Moreover, the liberalization of trade and
payments of recent years has prompted Governments
to guard not only against excessive deficils on current
account but also against actions which might prompt
a decline in confidence and hence large-scale specula-
tive capital lransfers. The 1un on sterling in 1957 at
a time when the strength of the current balance of pay-
ments of the sterling area seemed beyond doubt was
perhaps an outstanding case in point, and it has un-
doubtedly influenced subsequent thinking.

Of potentially even greater significance is the in-
creasing preoccupation with balance of payments con-
siderations of countries which had not in the past de-
voted any atlention to such considerations in the con-
text of growth policy. The occasion for such concern
in the United States is the large cutflow of geld duting
the past eighteen months, although the ratio of gold
reserves to short-term dollar claims held abroad has
been declining conlinuously for many years. Indeed,
as shown in chart 16, net United States reserves—gold
holdings less net oulstanding dollar liabilitiecs—have
fallen from about $16 billion in 1950 to about $8 billion
at the present time.

Viewed an any objective basis, however, the prospect
of any danger to the United States economy from a con-
tinuation of this trend seems 1ather remote. The United
States teserve position is still stronger by far than thal
of any other major trading country—and the United
States still holds more than half of the world’s mone-
tary gold outside the Soviet Union By way of com.
patison, il is instructive to look al the position of the
other major international currency. The United King-
dom’s gold and convertible currency holdings are actu-
ally more than £2 billion ($6 hillion) smaller than its
outslanding sterling liabilities, as shown in chart 17
Confidence in sterling was, nevertheless, considered
strong enough for external convetibility to be rein-
troduced at the end of 1958, The imporlance of gold
sales in the financing of 1ecent United States balance
of paymenis deficits seems to be lmgely due 1o the fact
that the deficits have been incurred mainly with the
western Furopean countries, which traditionally have
been more inclined than other countries to take pay-

Chart 16. United States: Net Dollar Liabilities®

and Gold Stock®
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A =Gold stoek
B = Dollar liabilities

Sovurce: Board of Governors of the Federal Reserve System,
Federal Reserve Bulletin {Washingten, D.C).

= Official and private short-derm lizbilities to foreigners less
shortderm claims on foreigners outstanding at end of year.

b Frensury gold stock at end of year

ment in the form of gold rather than of dollars. There
has not been any evidence of a flight {rom the dollar;
in fact, in the course of 1958, when United States gold
sales amounted Lo nearly $2.3 billion, holdings of short-
term dollar assets by other countiies also increased by
over $1.1 billion, more than half of which was absorbed
by the same countries in western Europe which were
huying the gold,

The events of the past eighteen manthe, although
they do not coustitute evidence of a loss of confidence
in the doflar, may possibly indicale an increasing reluc.
tance on the part of Governments generally to hold
1eserves in the form of fereign exchange, although it is
too eatly to be sure of this. If such reluctance should
increase, preoccupation with international liquidity
problems might assume serious proportions, and Gov-
ernments might be tempted to compete for scarce sup-
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Chart 17.
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plies of gold by still greater restraints on economic
activity than in the past. There is little Lo be said for
allowing the rate of production of new gold to impose
a limit on world economic expansion.® Nevertheless,
under the kind of régime of international trade and pay-
menis which has developed in recent years, the rate of
expansion everywhere is bound to be influenced pro-
foundly by the pace set by the countries in a strong
position on external account. Unless these countries
are among the leaders in world economic expansion,
the general environment may well become universally
unfavourable to high rates of growth. No national pol-
icy can avoid taking these international considerations
into acecount.

10 Qutside the Soviet Union during the past ten years, annual
new gold production has averaged 2.5 per cent of the total
monetary gold stock.

A =Gold and dollar reserves
B == Overscus sterling liabilities
Source: United Kingdom Bualance of Payments {London).

» End-of-year data for both series; overseas sterling liabilities
exclude non-territorial organizations,



Chapter 6
RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES

Changes in international trade

THE COURSE OF EXPORTS

{n 1958, for the first time since 1952, the volume of
exporis from the primary exporting countries failed
to expand. The immediate cause of this was the sharp
recession in many branches of manufacturing in North
America, a decline in building sctivity and a slowing
down in the growth of several other industries in
western Europe and an almost universal cutback in
the output of textiles.! But the fact that exports were
practically the same in volume in 1958 as in 1957
represents not a sudden change so much as the cul-
mination of a trend towards diminishing increments
under way since 1955: an increase of 9 per cent be-
tween 1954 and 1955 was followed by increases of 6
per cent and 3 per cent. Exports to the industrial
countries, indeed, reached a peak in volume in 1956;
the aggregate was raised in 1957 only by increases in
exports to the centrally planned countries and among
the primary exporling countries themselves. This ex-
pansion brought the total quantum to about 22 per
cent above the 1953 figure, and this is the level that
exports from the primary exporting countiies again
reached in 1958.

The chief dynamic element in the growth of these
countries’ exports was petroleum. Notwithstanding
the slackening in the rate of expansion in 1956 and
1957—-caused by the Suez crisis—the volume shipped
in 1958 was well over 50 per cent above the 1953
level. In contrast to this, the quantum of other pro-
ducts shipped from the primary cxporting countries
increased by little more than an eighth between 1953
and 1957, and between 1957 and 1958 the slow up-
ward movemenl gave way to a decline, a small zise in
food exports being insufficient to offset a sharp redue-
tion in exports of raw materials.

Over the period 1953-1958, as a whole, rather more
than a thizd of the export earnings of the primary ex-
porting countries has been derived from foodstuffs
(notably the beverage crops, cereals, fruit, meat and
dairy products as well as tobacco) and rather less than
a third from industrial raw materials (notably vege-
table oils and oil-seeds, fibres, rubber and ores), Manu-
fachwred goods—chiefly textiles and 1efined non-
ferrous metals—have provided a steady one-seventh

t The decline in the demand for raw materials sssociated with
the reeession is discussed in chapter 5 und in United Nations,
Commodity Survey, 1958 (sales number: 59.11.D.1)

16

of the total. Mineral fuels—ryielding about a hfth of
total proceeds over the whole period—have increased
their contiibution from a sixth to a fourth of the total,
while the share of both foodstuffs and raw materials
has slowly declined.

During this period of diminishing rates of increase
in aggregate export volume, the average unit value of
exports of the primary exporting countries remained
remarkably steady. It rose slightly during the supply-
induced hoom in beverage crop prices in 1954, began
1o weaken in 1956, but was raised again by the reper-
cussions of the Suez ciisis, and in mid-1957 again
stood at the 1953 level. Thereafter, however, there
was a rapid decline which reduced the index by 7 per
cent in the course of a year. For 1958 as a whole, the
combination of a static volume and a lower unit value
resulted in an average level of export earnings about
6 per cent below the 1957 figure.

This average decline of G per cent conceals a con-
siderable range of movement: on the one hand,
countries accounting for almost one-third of the total
trade of the primary exporting group earned moie from
their exports in 1958 than in 1957; on the other hand,
there were reductions of 10 per cent or moze in export
earnings of couniries accounting for almost another
third of aggregate trade (see table 77}, The countries
registering a significant decline in export earnings—
over 3 per cent between successive years——accounted
for about 52 per cent of aggregate tiade in 1958,
double the corresponding proportion between 1956
and 1957 and almost four times the 1955 to 1956
figure.

In the firse three quarters of 1958 export earnings
were below the corresponding 1957 level in all regions
except the Middle East, which was the only region to
show a major increase in the volume of exports—
about 12 per cent above the depiessed 1957 figure but
only 9 per cent above the more normal 1956 figure.
There was also a rise—of about 3 per cent—in the
volume of exports from Africa but this was more than
offset by a decline in average price. In southern and
south-eastern Asia a decline of about 5 per eent in
unit value was accompanied by a 1eduction of about 8
per cent in quantum. In Latin America the volume of
expoits was just about mainthined, but average unit
value was about 8 per cent lower. The sharpest decline
in price—over one-ifth—occwired in Oceania where
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Table 77, Primary Exporting Countries: Distribution of Changes in Export Proceeds®

Rati 1856 1557 15580

" H.:l - :
Spreceding, Nmber of  Feport Dumber of  Export Renberdf  Laport
Fessthan 90. .. ... ...... .. 11 1,125 13 3,469 23 9,327
9010969, ... .. .. ......... 7 2,903 11 4,196 16 5,319
07w 120, . . ... .. ... 16 7,173 12 4,760 17 9,235
10310 109.9. . ... .. ... .. ... . 20 9.338 16 8,676 16 2,647
1010 116.9... ... ........ 15 6,664 11 5,681 5 1,021
I7andover .............. 13 2,042 i9 3,274 5 784
TotAre 82 29,245 82 30,056 a2 28,333

Source: Internptional Monetary Fund, Inferna-
tional Financial Stetistics {Washington, D). C).

» Millions of dollars f.o.b.

b Calendar year in most instances, but year end-
ing in September for six smaller countries for

which fourth quarter data were not yet available
for 1958.

® The countries included are those listed in

footnotes to table 80; they account for over 96
per cent of the exports covered in chart 21.

Chart 18. Indices of Change in Value and Quantum of Exports
{from Selected Regions
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there was a D per cenl reduction in quantum, and export
earnings dropped below the 1953 rate. They fell almost
to this rale in south-gastern Asiz (see chart 18},

As usual the principal reason lor differences among
countries in the meovement in export proceeds lay in
the difference in price behaviour among commodities
and the concentration of specifie commodities in the
exporls of specific countries, though the impact of
changes in commedity prices was modified in some
cases by changes in the volume of exports of the major
commodity and in others by changes in the volume and
price of subsidiary exports.

Among the few commodities whose average price
in international markets was higher in 1958 than in
1957 were cocoa, copra and palm kernels, tice, meal,
fruit, sisal and—al least on an {.o.h. bagis—petrolenm.
And it is among the countries in whose exports these
produels are prominent that increases in export earn-
ings were recorded: in descending order, Iraq, Mozamb-
ique, the French Camercons, the Philippines, Costa
Rica, Ghana, Hendwras, Cambodia, Tanganyika, Kenya,
Nigeria and China (Taiwan) all improved their export
earnings by more than 5 per cent largely as a’result
of such price movemenis. In Traq and in the oil-seed
and fruit exporting groups, the gain reflects quantum
increases also. There was an increase in quantum from
the meat group, too, and in this case the price rise was
moderated by reductions in the unit value of other
expotts, especially butter, maize and wool.

Among the remaining groups of couniries, export
earnings were all lower in 1958 than in 1957--sub-
stantially so in the countries whose major export was
rubber, wool, sugar or metals and ores. Relatively
smaller reductions occurted in the receipts of countiies
exporting mainly coflee, tea, sugar and cotton. The
price effect was strongest in the case of exports of
wool, sugar, non-lertous metals, rubber, cotion and
coffee. In the case of the cotion exporters, earn-
ings were prevented from following the sharp decline
in the price of the longer-staple cottons by an expan-
sion in volume nol only of cotlon exports—chiefly
from Mexico but later in the year {rom Egypt (United
Arab Republic)—but also of other commodities,
notably rice from Egypt In the countiies exporting
tice, tobacco and non-apparel fibres, proceeds also
declined but this was almest entirely the result of
quantum changes, while, in the case of tea exporters,
it was largely a reflection of movements in the price
and volume of trade in subsidiary commodities such
as burlap and rubber.

In many cases the movement ol expoirt earnings
between 1957 and 1958 was a continuation of the
movemenl! in the preceding interval, Thus there were
three successive increases in the carnings of the groups
expotting chiefly meat, citrus, bananas, timber and
petroleum, and thiee suceessive reductions in those
of the non-appare! fibre group. The coflee, cotton and

metals and ores groups experienced their second suc-
cessive decline. The major reductions in 1958, how-
ever——in the earnings of exporters of wool, rubber,
rice and tobacco—followed Incieases belween 1936
and 1957. In these inslances, as well as in the case of
counlries exporting mainly coflee, tea, cotton, non-
apparel fibres and metals and ores, export proceeds
in 1958 were not only below the 1957 level but also
below the level of 1956 and 1955 {see chart 19). In
these groups were most of the countries whose earn-
ings dropped by 10 per cent or more between 1957 and
1958-—Australia and South Alrica in the wool group,
for example, Viel-Nam, Indonesia and Malaya (rubber},
the Republic of Kores, Bolivia, the Belgian Congo,
Rhodesia and Peru {metals and ores), and El Salvador,
Colombia and Brazil (coffee). In these cases the decline
in earnings reflects the decline in commedity prices.
In the case of Turkey {tobacco}, Burma and Thailand
(rice) and Pakistan (non-apparel fibres}, on the other
hand, quantum changes were largely responsible for
reducing earnings. Reductions in export proceeds of
over 10 per cent were also registered by some of the
countries in the sugar group—Barbades, Cuba, Re-
union and Mauritius, for example—but in this case
the decline was from the exceptionally high level

of 1957.

TERMS OF TRADE AND IMPORT CAPACITY

In the aggregate, the price index of primary com-
modilies in international trade declined by more than
10 per cenl between the first quarter of 1957 and the
second quarler of 1958, Since the average export unit
value of manufactures continued to rise during this
period, there was a sharp deterioration in the terms of
exchange between primary products and manufactured
goods (see chart 20): by mid-1958 this price ratio was
at ils lowest post-war level and for 1958 as a whole it
was 8 per cent below the 1957 fgure and 24 per cent
below the 1950 figure. The slight recevery in primary
commedity prices that took place in the second half of
1958 was accompanied by a slighl reductien in the
average price of manufactures; the result was a 2 per
cenl improvement in the terms of exchange compared
with the fist hall of the year.

These price movemenis are 1eflected in the terms
of trade of the primary exporting countries. This 1atio,
computed as a weighted average, moved against the
primary exporting countries both in 1957 and in 1958,
but while between 1956 and 1957 the cause lay in the
rise in import prices, between 1957 and 1958 it lay in
the decline in export prices. Comparing 1958 averages
with those of 1957, there was a reduction of from 6 107
per cent in exporl unit values and a reduction of from
2 10 3 per cent in import unit values. Thus for the
primary exporting region as a whole the deterioration
in the terms of trade was again about 4 per cent (see

table 78}.
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Chart 19. Indices of Prices of Selected Groups of Primary Commodities in
International Trade and of Export Proceeds® of Selected Groups of
Primary Exporting Countries®
(1955 = 100}
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Table 78. Primary Exporting Countries: Indices of Export and Import Value, Urit Value and Quantum,
Capacity to Import and
(Corresponding peried in 1957 = 100}

erms of T'rade, 1958

Exzparts Imporls
Country group® Capacily Terms
exporfing mainly Taolal Unit Total Unit i of
valugh Quanfum valus valuet Quantum valfue import trade
Woole . ..o 0 81 99 82 102 102 100 81 82
Metals and ores?, ... .. ... . 86 102 84 87 a6 101 85 83
Sugare. .. ... 89 107 83 96 97 99 90 84
Rubbert ... . . ... ... ... 81 95 35 89 92 97 84 88
Cottene. ... ... ... .. ... ..... a9 113 88 117 122 96 103 92
Coffee® . e 93 100 93 84 90 93 100 100
Teal. .. ... .. ... ... 92 . 9 97 80 82 97 95 100
Tobaceoi, . .......... . . .. ... 88 9] 97 90 93 97 9l 100
Oil.seeds*. . . C 108 104 104 100 100 100 108 104
Fruit!, . 102 101 101 39 102 97 105 104
Petroleum™. . 102 o8 104 o1 92 99 103 105
Meuats . e e 102 101 101 a7 105 92 111 116
Ricee. ... ... . .. . .. ... . 85 79 107 85 89 96 89 111
Cocoar. e 114 80 142 81 83 98 116 145

AVERAGE, TIERTY-

EIGHT COUNTRIESA 92 99 93 94 97 97 95 96

Source: Statistical Office of the United Nations and Bureau
of Economic Affairs; International Monetary Fund, Infernational
Financial Statistics. o o

= Comparisons are between calendar year data except as noted
below. Group indices are derived from country indices weighted
by the dollar value of 1957 exports.

b Because of smaller coverage in respect of time and country,
some of these indices differ slightly from those represented 1n
table 80,

e Australin, 9 months; New Zealand; Soutk Africa; Uruguay,
9 months,

¢ Belgian Congo, 11 months; Bolivia; Peru, 11 months;
Rhodesin and Nynsaland, 9 months.

© China {Taiwusn); Cube; Dominican Republic, 8 months,

[adex

i
108
104 —

100

b2

92 -

! Malaya, 9 months; Viet-Nam,

# Eoypt (UAR), 9 months; Mexico, 9 months.

b Brazil, 7 months; Colombia; Costa Rica, 11 montha; El
Salvador; Guatemala, 9 months; Nicaragua. i

! Ceylon; India, 11 months,

I Greece, 11 months; Turkey.

k Nigeria, 9 months; Philippines.

! Ecuader; Honduras, 9 months; Israel; Panama.

® [raq; Venezuela, 9 months.

» Argentina; Ireland.

© Burma, 10 months; Thuiland, 10 menths.

» Ghana, 9 months,

9 In 1957 these countries nceounted {or about two-thirds of
the trade of all primery exporting countries,

Chart 20. Price Indices of Commodities in International Trade
(1954 = 100)
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