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FOREWORD

This report represents part II of the Forld Economic Survey, 1962, As indicated
in the Foreword to part I, “The Developing Countries in World Trade” (Sales No.:
63.11.C.1), it consists of three chapters dealing with recent developments in the world
economy. Chapter 1 analyses the situation in the industrially advanced private enterprise
countries. Chapter 2 reviews current trends in the countries that are heavily dependent
on the export of primary commodities. Chapter 3 provides an account of recent changes
in the centrally planned economies. The three chapters follow a brief introduction
which draws attention to some of the salient features of the current situation,

Most of the analysis is concerned with the calendar year 1962; chapters 1 and 2
conclude with brief assessments of the outlook for 1963. These discussions of outlook
draw to a large extent on the replies of Governments to 2 questionnaire on cconomic
trends, problems and policies circulated by the Secretary-General in November 1962,

Like part I, part 1T of the World Economic Survey, 1962 was prepared in the
Department of Economic and Social Affairs by the Bureau of General Economic
Research and Policies.
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EXPLANATORY NOTES

The following symbols have been used in the tables throughout the report:
Three dots (...} indicate that data are not available or are not separately reported
A dash {—) indicates that the amount is nil or negligible
A blank in a table indicates that the item is not applicable
A minus sign {—) indicates a deficit or decrease, except as indieated
A tull stop (.) is used to indicate decimals
A comme (,} s used to distinguish thounsands and millions
A slash (/) indicates a exop year or financial year, e.g., 1959/60

In certain tables, the symbol (. .} has been used to indicate that recent information
was lacking at the time of writing.

Use of a hyphen (-) between dates representing years, e.g., 1959-1961, signifies
the full period involved, including the beginning and end years.

Reference to “tons” indicates metric tons, and to “dollars” United States dollars,
unless otherwise stated.

The term “billion” signifies a thousand million.

Annual rates of growth or change, unless otherwise stated, refer to annual com-
pound rates.

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

Certain abbreviations have heen used: AID for Agency for International Develop-
ment {United States] ; AOS for Associated Overseas States [of the Buropean Economic
Cormmunity]; CICT for Commission on International Commodity Trade; CMEA for
Council of Mutual Fconomic Assistance; DAC for Development Assistance Com-
mittee [of the Organisation for Lconomic Co-operation and Development]; DIF for
Development Insurance Fund; ECAFE for Economic Commission for Asia and the
Far East; EDT for Furopean Development Fund [of the European Economic Com-
munity]; EEC for European Economic Community; EFTA for European Free Trade
Association: FAO for Food and Agriculture Organization of the United Nations; GATT
for General Agreement on Tariffs and Trade; IBRD for International Bank for
Reconstruction and Development; ICA for International Co-operation Agency [United
States]; ICCICA for Interim Co-ordinating Committee for International Commodity
Arrangements; IDA for International Development Association; IADB for Inter-
American Development Bank; IFC for International Finance Corporation; IMF for
International Monetary Fund; LAFTA for Latin America Freetrade Association; 0AS
for Organization of American States; OECD for Organisation for Economic Co-operation
and Development; OEEC for Organisation for European Economic Co-operation; SITC
for Standard International Trade Classification. “Rhodesia and Nyasaland” stands for
the Federation of Rhodesia and Nyasaland.

The Republic of South Africa is so designated even where the material covers the
period prior to 31 May 1961, when the country was known as the Union of South Africa.

Where statistical presentation has rendered it necessary, “Malaya” has been used
to designate the Federation of Malaya and Singapore; “South Africa”, the Republic
of South Africa, South West Africa and the High Commission territories of Basutoland,
Bechuanaland and Swaziland.

The designations employed and the presentation of the material in this publication
do not imply the expression of any opinion whatsoever on the part of the Secretariat of
the United Nations concerning the legal status of any country or territory or of its
authorities, or coneerning the delimitation of its frontiers.
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INTRODUCTION

In many parts of the world, the advances in produc-
tion during 1962 were more moderate than in earlier
years and frequently disappointed expectations. The
rising trend in oulput, however, was well maintained in
the early months of 1963, and the immediate outlook
continued to be generally {avourable. As reviewed in
this part of the Survey, North Ameriea recorded a level
of output in 1962 considerably above that of 1961 ; this,
however, reflected recovery from a recessionary situ-
ation in the earlier year. Output had climbed rapidly
in 1961 fyom the low point of the 1ecession in the first
quarter, but the continued advance in 1962 was at a
much more moderate pace. Though earlier {ears that
the upswing would not be maintained into 1963 have
been dispelled by events, eonsiderable amounts of idle
capacity and anemployed labour have remained as per-
sistent features of the economy. In western Europe, 1961
lad seen some loss in momentum of the strong upsurge
in activity which had characterized 1959 and 1960.
In 1962, the rate of increase in cutput stackened further
as the earlier boom in investment appeared to taper off.
Cunient trends were accordingly less certain than in
preceding years. In a number of countiies, the current
situation was also complicated by a quickening in the
pace at which prices and costs have heen increasing,

FFor the under-developed countries, the recovery from
recession in North Ameiiea, combined with some re-
stocking in western Furope, {avoured their export trade
in 1962 The volume of exports from these countries,
though still increasing less than world trade, expanded
more quickly than in 1961, On the whele, export prices
were stightly lower than in 1961, though they tended to
level out in the course of the year. Despile some improve-
ment in {oreign ti1ade, however, domestic developments
in many under-developed countries were less {avourable
than in 1961, owing partly 1o the adverse effects of poor
weather on agrieuitural oulput. Moreover, because of
repeated balance of payments deficits, a2 number of
couniries have become increasingly burdened with very
large amounts of foreign, short-term debt or have seen
their foreign exchange reserves dwindle to very low
levels, Consequently, although there was a moderale
expansion in export earnings during 1962, their external
payments positions deterred them from allowing any
substantial increase in imports; and this acled as a
brake on the growth of domestic investment and general
economic activity,

Among the centrally planned economies, the Soviet
Union recorded a rate of growth in total owtput during
1962 not much different from thal achieved in the
preceding year. A number of countries, however, ex-

perienced a deceleration in the rate of growth, owing
primarily to poor harvesis; in certain countries of
eastern Lurope, the increases in 1962 fell well below
those attained in most post-war years. Besides the poor
agricultural performance, a factor tending to impede
growth in the recenlt past was the accumulation of
imbalances in the flow of goods and services among
industries. It has been partly in order to aveid the
emergence of such imbalances thal measures to increase
the flexibility of the economic system have been intro-
duced into metheds of planning and management.

As discussed in chapter 1, trends in the industrial
countries during 1962 were compounded of continued
recovery [rom recession in Nerth America and a slack-
ening of growth in western Lurope. In North Ameriea,
rising governmental expenditure had been the principal
force supporting recovery from the recession in 1960/61.
Oflicial steps to ease conditions in mortgage markets
were also imporlant in reversing the earlier downward
trend in residential construction. The initial upturn in
the cycle during 1961 was quickly reinforced by the
renewed accumulation of business stocks as well as by
higher levels of business investment in plant and equip-
ment. But during 1962, the 1ate of invenlory accumu-
lation fell oft sharply, although the consequent decline
in inventories relative to sales was, at this phase of the
cycle, abnormal. As this was accompanied by only a
moderate Increase in fixed investment, total investment
throughout the year {ailed to advance from the annual
rate achieved in the last quarter of 1961. While the
lower 1ate of invenlory accumulation may have heen
partially asciibable to special factors, the main reason
for the poor performanee of total investment was un-
doubtedly the existence of subslantial excess capacity
at current levels of demand. That total eutpul continued
its upward movement throughout 1962 was entirely due
to the continuous and fairly steady expansion in con-
sumer demand and goveinmental purchases.

Contrary to expectations in the latter part of 1962,
economic activity in the early months of 1963 was
marked by the vigout of its upthrust. This fresh impetus
was acquired principally from a strong advance in
consumer expenditure — particulaily for autemebiles —
which increased faster than disposable income. A higher
rate of inveniory accumulation alzo contributed to the
acceleration of output. It still remained uncertain, how-
ever, whether fixed investment would rise much above
its 1962 level. Some doubis persisted that the continued
existence of excess capacity might hamper the effective-
ness of the lax eredits and revised deprecialion schedules
introduced by the United States Government in late 1062
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to encourage business investment. Still, the performance
of the economy in the first quarter of 1963 gave more
than ample suppott to the official view, expressed at the
beginning of the year, that total output for 1963 would
be moderately above that of 1962,

In western Europe, the deceleration of the growth in
tolal output in 1962 appeats to have signalled the end
of the investment boom which had begun in late 1958
or 1959, Fixed investment had risen strongly in recent
years both in the countries which had founded the
European Economic Community {(FEC) in 1957, and
in other countiies of the region. The expansion in total
output generated by increasing fixed investment had
also been reinforced by buoyant export demand, particu-
laily in 1960. But in 1962, the most common experience
was a slackening in investment demand accompanied
by some signs of emerging excess capacity. Changes in
export demand were mixed. The volume of private con-
sumption, however, generally continued to expand
steadily, supported in some countries by a shilt in the
distribution of income from profits to wages; and a
number of countries also increased their rates of public
expenditure. For 1963, the general expectation was
that the pace of expansion would not differ materially
from that experienced in 1962, Where an acceleration
or deceleration was foreseen, this was partially predi-
cated on the expectation of a coresponding change in
the growth of exports.

Over the last two or thiee years, a mounting source
of concern in western European countiies has been the
sizable increases in wage costs which have followed in
the wake of the boom in output and employment.
Advances in wages considerably greater than in output
per man continued to be a feature of labour markets in
1962. Despite the upward pressure of wage costs, how-
ever, advances in wholesale prices of finished manutac-
tures were generally relatively moderate. These higher
costs were partially offset by declining prices for im-
ported 1aw materials; in addition, profit margins appear
to have narrowed in the face of intensified foreign and
domestic price competition. Nevertheless, the upward
drift of wholesale prices in western Lurope during
recent years has contrasted unfavourably with the sta-
bility of these same prices in the United States, and
some countries have expressed concern about the poten-
tial effect of 1ising domestic prices on their competitive
position in world markets. Since the acceleralion of
price increases, however, has coincided with signs of
some slackening in aggregate demand, and since balance
of payments positions have remained strong, there has
been no considered move to respond to the piice in-
creases by damping down domestic economic activity.
In view of the prevailing situation, official policies in
western Furope generally did not lean strongly towards
either deflationary or expansionary measures in 1962.
But in a number of countries, governments have recently
been making attempts, though often quite tentative, to

devise ways of bringing a more direct influence to bear
on the movement of incomes; so {ar, these have generally
not gone much beyond public statements about the rates
of increase in wages and salaiies that would be accept-
able from the national viewpoint,

Merchandise exports of the developed private enter-
prise economies increased at about the same rate in
1962 as they had in 1961, This was almost entirely due
to trade among these countries, since the volume of
exports Lo the primary exporting countries declined even
moze sharply than they had in 1961. Reflecting the
deceleration in rates of domestic economic growth, trade
ameng the ELC countries did not expand as rapidly as
in the preceding year; none the less the intra-trade of
these countries continued to be one of the most dyramic
elements in world trade. Exports of the European Free
Trade Association (EFTA) countries to the EEC coun-
tries also continued to rise strongly — at a 1ate not much
below that of intra-trade among the members of the
Community. By conkrast, trade among the EFTA coun-
tries increased only slightly in line with the sluggish-
ness of domestic economic activily in some member
countries. Txports of the United States and Canada to
western Lurope failed to advance in 1962 and the main
stimulus to their exporis came from the recovery in
tiade hetween the two countries themselves. By com-
parison with the other developed private enterprise
economies, the exports of Japan to both North America

and western Enrope increased at remarkably high rates
in 1062,

The disequilibrating tendencies evident in interna-
tional payments among industrial countries during re-
cent years wete not further aggravated in 1962, though
neither was there any reversal of underlying trends.
The continuing gap between payments and receipts of
the United States was slightly narrowed in 1962; and
no renewed pressure on sterling was experienced. At
the same time, the foreign exchange reserves of the
Federal Republic of Germany continued their gradual
decline and the accumulation of reserves in certain
other countiies of western Europe was halted.

The moderate diminution in the outflow of gold and
dollars from the United States occurred despite adverse
movement in some major elements of the balance of
payments. Although there was some increase in the
value of merchandise exports, this was more than offset
by the expansion in imports that ensued from the con-
tinued recovery and growth of domestic economic
activity. The volume of forcign leng-term investment
undertaken by private United States investors also rose
substantially in 1962, mainly because of greater pur-
chases of Canadian and western Enropean bonds.

On the other hand, as a consequence of the substantial
volume of investment abroad in recent years, income
from foreign investments rose appreciably in 1962.
Also, the net outflow of private short-term capital con-
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tracted, aided partially by the policy of supporting
short-term interest rates in the United States in order
to lessen the incentive to transfer funds abroad. How-
ever, at least as imporlant as these changes in limiting
the outflow of gold and dollars were agreements reached
between the United States and certain western European
governments for advance repayments of debts as well as
advance payments on purchases of military equipment.
In addition, the restrictions previously imposed on
foreign aid which were designed to increase the propor-
tion of aid spent in the donor country became increas-
ingly effective in 1962,

Some important international steps were taken in the
past year to shiengthen the defences against large and
abrupt movements in short-term capital. Principal
among these were the artangements under which the
International Monetary Fund (IMI) has been em-
powered to borrow lrom ten industrial ceuntiies; in
additien, reciprocal stand-by credit facilities were nego-
tiated among central banks of major industrial coun-
tries. Such measures, by asserting oflicial confidence in
the inlernational monetary system, probably contrib-
uted to the comparative stability of international
exchange markets in the past year, They have also
somewhat lessened the reluctance of the key interna-
tional currency countries to puzsie expansionary domes-
tic polieies for fear of worsening their external bal-
ances, It is important to recognize, liowever, that these
measures offer potential reliel to the balance of pay-
ments dificulties of the key currency countries only in
so far as these difficulties may be aggravated by un-
warranted, short-term capital movements. But the larger
question for these countries is whether expansionary
domestic policies can be vigorously pursued without
serious risk of unacceptably high rates of loss in gold
reserves. 1t is hoped that a conjunction of favourable
circumstances might effectively contain the possible rate
of loss. The increasing differential between domestic
and foreign prices created by rising foreign costs and
the more active official encouragement to expoiters
could improve the perflormance ol merchandise exports.
Over the longer run, favourable consequences could
also ensue {rom higher domestic levels of effective de-
mand and more confident business expectations; grealer
industrial investment could strengthen the national
competitive position through reducing costs and im-
proving products; at the same time, the mo:e optimistic
business expectations and higher interest rates could
render domestic outlets for funds relatively more attrac.
tive and restrain the outflow of private capital. How-
ever, these advantageous developnients may be slow to
appear and, in the meantime, there is the real 1isk of
some further deterioration in the external balanee as
imports rise more strongly than exposts. It remains to
be seen whether, in these circumstances and at the pres-
ent stage of international monetary co-operation, other
industrial countries would be prepaied to support such
expansionary policies by demonstrating their willing-

ness to accumulate larger dollar or sterling balances
and to refrain from converting these into gold.

For the primary exporting eountries, which are re-
viewed in chapter 2, progress in 1962 was most fre-
quently impeded by the inadequate performance of
agriculture and the precariousness of balance-of-pay-
ments positions. Both of these have been recurrent, or
even persistent, sources of weakness in many developing
countries; in 1962, they reinforced one another to cause
a significant retardation in the rate of growth in total
output.

The restrictive influence of weak balance-of-payments
pesitions was experienced despite the fact that external
developments broadly favoured the expansion of ex-
ports of primary commodities from the developing
countries. The volume of expouts, in {act, generally rose
appreciably above the level of 1961; and, since this
more than ofiset some further weakening in the price
of exports, gains in export earnings were recorded,

The expansion in the export volume of primary com-
modities was {airly widely distributed among countries
and regions The largest incicase took place in exports
{rom weslern Asia, principally because of increased
petioleum shipments, The volume of exports from Latin
America also 1ose appreciably, exports to the European
Economic Community inereasing with particular
strength. Exports from Alrica and {rom southern and
gouth-eastern Asia advanced more moderately than
from the other areas. Though the increases in volume
were not generally accompanied by any improvement
in prices, this was net true of all commodity markets.
In the market for cereals, prices were held up by the
fact thal output in major produecing areas did not in-
crease, mainly because of bad weather. Sugar output
in Europe was also reduced by weather conditions.
Coming on top of the Cuban cutbacks in production, this
touched off a spectacular rise in {rec market prices out
of proportion to the underlying change in the demand-
supply situation. Among the beverages, coflee and cocoa
prices remained fairly stable throughout 1962, though
at lower average levels than in 1961, The stebility of
coffee prices was notable in view of the larger 1961/62
crop; the International Coffee Agreement drawn up in
the course of the year contributed to control of the flow
of supplies on to the market. In contrast to the prices of
some foods, however, the prices of almost all raw
materials were lower in 1962 than in 1961. This oc-
curred despite the foct that industrial production was
expanding in both North Amezica and western Europe,
and it clearly indicated that supplies of raw materials
contintted to be more than adequate lo meet the demand.
The textile industry in the developed countries proved
to be an exception to the general rise in industrial pro-
duction; its output slackened and prices of textile fibres
generally weakened. On the other hand, although
metal-using industries continued to expend their output,
prices of non-ferreus metals also maintained their
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downward drift. Copper prices were an exception; but
these were held stable largely because of the support
policies pursued by the major producers.

Trade in cotton textile products, which constitute the
principal manufacture exported by the developing coun-
tries to the industrially advanced countries, made little,
if any, headway in 1962. Although under the Interna-
tional Cotton Textile Arrangements, negotiated in 1961,
the industrial countries in western Furope which have
restricted textile imports most stringently agreed to
some enlargement of quotas, the main importers —
Canada, the United Kingdom and the United States —
continued to limit their imports by means of bilateral
agreements.? The United Kingdom had concluded such
agreements with Hong Kong, India and Pakistan in
1958 and 1959. In the case of the United States, whose
imports of cotton textiles, though small in relation to
total domestic consumption, 1ose sharply between
1960/61 and 1961/62, invocation of the market dis-
ruption clause of the new international arrangement in
the second half of 1962 is expected to hold 1962/63
imports down to the 1961/62 level.

For the developing countries as a group, the increase
in export earnings during 1962 which ensued fiom the
greater volume of shipmenis was accompanied by a less
than proportionate advance in imports. The moderate
rise in impoits, however, at least constituted an improve-
ment over their performance in the preceding year. In
1961, imports into the developing countries had barely
increased at all over their level in 1960. Trade deficits
had widened ominously in the course of 1960 as the rate
of increase in demand for exports had begun to slacken
off and export prices had resumed their downward drift.
By the end of 1960 and in the course of 1961 many
countries had accordingly been compelled to curh their
demand for imports. In 1962, while there was some
acceleration in imports, their recovery was restrained
by the weak balance-of-payments position in which
many countries continued to find themselves. In Latin
America as a whole, there was only a fractional rise in
traports and in Africa, they actually declined. In south-
ein and south-eastern Asia, the increase in imports was
greater than in the other regions, though still modest.

Since imports did not advance in step with exports,
the trade halance of the developing countiies, taken as
a group, underwent some improvement in 1962. How-
ever, this improvement was very laigely confined to
Africa and Latin America, where freports had increased
least or had even declined in the course of the year. In
Africa, the improvement was guite wide-spread but in
Latin America, it was less general and a number of
countries experienced a further deterioration. In west-
ern Asia, there appeared to be a slight narrowing of the

1 A short-term Arrangement covered the year I October 1961
to 20 September 1962 and & long-term Arrangement the follow-
ing five vezrs. For a discussion of these arrangements, see

United Nations, WForld Economic Survey, 1962, part I {Sales
No.: 6311.C 1), pages 69 to 70

trade deficit, but in southern and south-eastern Asia, the
gap widened.

For Latin America as a whole, despite an increase in
the surplus on merchandise trade, the loss in foreign
exchange during 1962 was greater than it had been in
1961. This was only partly due to the fact that the draw-
ings which the area had made on the IMI" during 1961
were replaced by repayments in 1962. Even allowing
for Fund transactions, the loss in foreign exchange
duting 1962 remained greater than in 1961. A further
increase in the volume of earnings remitted abroad by
foreign investors was one [actor contributing to this
enlarged outflow. But, in addition, the flow of foreign
capital to Latin America appears to have declined sub-
stantially in 1962, in part, this reflected a continuation
of the downward trend in United States private, direct
investment in the area. At the same time, the outflow
from Latin America of local short-term capital, which
appears to have reached very substantial proportions in
tecent years, increased further in 1962,

In southern and south-eastern Asia, official reserves
also registered a further sharp decline in 1962, This
mainly reflected continued losses by India and Indo-
nesia, whose reserves had reached extremely low levels
by the end of the year. Several other countries, however,
were also compelled lo finance deficits on current
aceount by drawing down reserves. By contrast, western
Asia experienced a sharp rise in official reserves, partly
owing to an improvement in the trade balance but
mainly because of an increased inflow of capital in
Israel. Among the African countries for which data are
available, foreign exchange reserves showed an appre-
ciable increase in 1962,

In view of the balance of payments pressures which
had mounted in 1961, many governments had been
impelled to take corrective measures; and the course of
events in 1902 did not generally warrant any substan-
tial relaxation of these measures. The application of
more stringent import controls and of deflationary
policies thus continued to be wide-spread throughout the
year. Partly as a consequence of the restraints on credit
or on spending in the public sector as well as of diff-
culties in obtaining imported supplies, industrial pro-
duction advanced less rapidly in many countries during
1962 than it had in previous years.

Of more immediate importance than the slackening
in industrial growth, however, was the poor perform.
ance of agriculture during the 1961/62 season. Owing
to bad weather, agricultural production, and particu-
larly food crops, generally recorded little advanee over
the preceding year. Principally for this reason, the
growth in tatal output of the developing countries
slowed down in 1962, However, there was every indica-
tion that harvests for 1962/63 would be substantially
larger than in the preceding season.

Very largely because of the lack of any marked in-
crease in food supplies during 1962, bhut also, in some
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degree, because of the tightened restrictions on imports
of consumer goods, total consumption generally failed
to make any appreciable advance in the developing
countries and per capita consumption very probably re-
mained stable. The growth of investment was also
retarded by the restraints on government spending and
other official measures designed to relieve balance of
payments strains, At the same time, inflationary pressure
continued to be wide-spread and the rate of increase in
domestic prices accelerated in a considerable number
of countries. On the one hand, the poor agricultural
performance and the restrictions on imports limited
supplies; on the other, although Governments sought to
restrict public expenditure, this tended to be offset by
higher export earnings and an expansion of credit to
the private sector.

While, among the cenlrally planned economies re-
viewed in chapter 3, high 1ates of growth continued to
be recorded in the Soviet Union and some other eastern
European countries, national income generally increased
less rapidly in 1962 than it had in 1961. For a number
of these countries, this represented the second suecessive
year in which the rate of growth had decelerated. In
mainland China, tetal output increased substantially in
1962 after two vears of very low levels of agriculiuial
production.

In most of the castern European countries, the slower
pirce of expansion in 1962 was primarily a eflection of
the limited inerease, or even decline, in agriculluyal
production owing to adverse weatheir. By contrast, in-
dustrial preduction generally continued to advance
strongly in 1962, However, in some countiies, the poor
agricultaral performance contributed to some lessening
in the pace of expansion in industrial output; the bad
harvests restricted the flow of agricultural raw materials
to the processing industries and, through adversely
aflecting the volume of exports, also limited the capac-
ity to obtain imported supplies of materials. Certain
maladjustments between output and requirements of
inter-industry supplies were also apparent in some
countries. As a consequence, in Czechoslovakia and east-
ern Germany, long-term plans were abandoned in 1962
and the commencement of new leng-term plans was
delayed [or a year in erder 1o allow time {o1 the read-
justment of the economy and the elimination of current
imbalances; in Poland, the investment plan was revised
for the same reason. The emergence of such imbalances
has been altributed lo the need [or adaptation of past
methods of planning and management to cconomies
which have increased greatly in complexity. The re-
appraisal of these methods, which was hegun some years
age and was reaclivated in 1962, has stressed the need
both fo: more careful preparation of plans in order to
avoid imbalances and Lensions which might reduce po-
tential growth, and for greater flexibility in the methods
of managing the economy. In recent years, various re-
forms have been introduced towards these ends. While
these have varied considerably in form and content

from country to country, they have generally been in
the direction of decentralizalion of planning responsi-
bilities, enlargement of the scope for initiative by indi-
vidual enterpiises, and greater reliance on systems of
inecentives,

Investment aclivily in the Soviet Union increased
substantially in 1962; in other countries, the changes
were mixed and ranged from a marked acceleration to
an absolute decline. In several countries, steps were
taken in 1962 to delay the initiation of new projects and
to concentrate resources on the completion of projects
already under way. This was prompted by concern over
the lengthening of gestation periods in the creation of
new projects. Among the factors identified as impairing
the efliciency and lengthening the gestation period of
capital construction were the dispersion of resources
among an excessive number of projects, delays in de-
livery of machinery and materials and the inadequate
preparation of engineering plans,

Although state investment in the agricultural sector
continued 1o expand at high rates, the growth of total
agricultural investment was gencrally judged inade-
quate, largely because of a much slower inciease in
investment of collective farms; this lag in investment
of coliective farms resulted mainly from the slowing
down in growth of agricultural incomes. In view of the
importance ascribed to the continued expansion of
agricultural output, major steps were taken by some
counliies in 1962 lo encourage grealer investment by
collective farms and to stimulate production. The prices
paid by the State to agricultural producers, particularly
for livestock and dairy products, were raised substan-
tially; at the same time, prices charged to agricultural
producers for certain produeer goods were lowered. In
some counlries, changes in metheds of planning and
management in the agricultural sector were also intro-
duced; in the Soviet Unjon. territerial production
beards, each responsible for about thirty to sixty farms,
were eslablished to improve {arming techniques and
working methods.

Largely as a consequence of the unfavourable devel-
opments in agriculture, supplies of consumer goods
tended to Increase less than demand; and this led, in a
number of countrics, lo increases in prices In view of
some rise in the cost of living and the limited gains in
money wages, real wages generally progressed less than
in the preceding year. In several countiies, however, the
per capila teal income of other segments of the popula-
tion appears to have increased more noticeably. In the
Soviet Union, this was particulaily tiue of collective
farmers, and in some other countries, recipients of
transfer payments also benefited. In the aggregate, per-
sonal consumption appears 1o have incieased moder-
ately in most countries, the highest rales being recorded
in the Soviet Union and Remania.

Total foreign trade of the centrally planned econ-
omies continued to expand in 1962, generally advancing
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more sharply than domestic output. By far the greatest
part of total trade continued to consist of Liansactions
within the region. In contrast to the preceding year,
trade with the rest of the world increased at a lower
rate than intra-trade. This was true despite the fact that
the tzade of the Soviet Union with the rest of the world
increased at a much higher rate than its trade with the
other centrally planned ecoromies; for, the trade of
other eastern European countries with the rest of the
world underwent only a limited increase and that of
mainland China declined. The highest rate of increase
in trade with the 1est of the world was recorded in
transactions with Latin America. A considerable ex-
pansion over 1961 alse took place in trade with Asia
and the Far East.

Developments in the field of foreign trade have been
increasingly influenced by the measures taken by the
Council of Mutual Economic Assistance {CMEA). The
broad purpose of these measures is to achieve closer co-
ordination of national plans and take advantage of
greater specialization in production. Some of the more

imporlant of these measures are necessarily of a long-
range character, but other recent steps have had a direct
bearing on curremt developments. Among these have
been the extension of the pipeline carrying oil supplies
from the Soviet Union to other CMEA countries and the
linking of national power grids. The number of invest-
ment projects, jointly financed under CMEA, has also
increased. Of considerable potential importance for
tiade in the immediate future has been the decision to
introduce multilateral settlements among member coun-
iries: that means that, while trade among the member
countries will continue to be guided by bilateral agree-
ments, it will no longer be necessary to achieve an exact
halance between imports and exports in transactions
with each trading partner. Another imporiant event was
the decision taken by the Council in 1962 to revise the
system of prices used in foreign trade within the group;
the aim is to ensure that identical products carry the
same prices in trade within the group and to bring these
ptices into closer conformity with those used in trade
with the rest of the world.




Chapter 1
RECENT TRENDS IN INDUSTRIAL COUNTRIES

Developments after 1958 in review

For maost industrial countries the period 1959.1962
was one of significant advance in aggregate production.
In western Furope and Japan the 1ise in economie ac-
tivity was generatly centinuous, whereas in North
America twe periods of expansion were separated by a
recession which starled in the second guarter of 1960
and came to an end in the first quarter of 1961.

The recession in Notth America did not spread to
other industrial countries. While industrial production
dropped significantly in North America from the second
guatter of 1960 to the beginning of 1961, so that indus-
triai production in the industrial countries as a whole
levelled off, other regions experienced a eontinued

strong rise in output during this period. In 1961 a
recovery in industrial preduction in North America
coincided with a considerable slowing down in western
Europe. In the course of 1962 industrial production
increased al a generally declining rate in the Tour re-
gions distinguished in ehart 1-1. In Japan and the United
Kingdom, however, where deliberale restraint was
exerted on the economy in order to restore equilibrium
in the balance of payments, production showed litile
advance. In most countries, the movements in gross
national preduct were similar to these in industrial pro-
duction, although Auctuations were of smaller amplinude.

An outstanding fealure in the upswing of economic

Chart 1-1. Industrial Countries: Indices of Industrial Production, 1960.1962°
(Seasonally adjusted; ratie scale; first quarter 1960 = 100)

All industrial countries

19¢0 1951 1962

Sotrce: Sectable 1-1.
u For country coverage, see tables 1.3 and 1.5
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activity since 1958 has been a slower rise in most prices
than in earlier post-war cycles. Because of more ample
productive capacity in most countries supply responded
more smoothly to expanding demand. As illustrated by
the changes in implicit deflators of gross national prod-
uct in table 1-1, the rate of increase in prices has been
slowing down in North America and accelerating in
western Europe. These relative price movements have
been a factor in recent balance of payments develop-
ments.

The current western European upswing started in
Denmark, the Federal Republic of Germany, Italy and
the Netherlands around the middle of 1958, at the same
time as the revival of activity in the United States follow-
ing the recession of 1957-58. In Finland, Norway,
Sweden and the United Kingdom expansion began at
the end of 1958 and in Belgium and France as late as
the early months of 1959. The driving forces in the
initial stages of the upswing were higher public invest-
ment and increased demand for housing and consumer
darables, facilitated by reductions in interest rates in
most countries, and strong demand from abroad. In the
course of 1960 a general and considerable fall in the
rate of increase of exports was more than compensated
by a vigorous expansion in domestic fixed investment.
The investment hoom reached its peak in the early
months of the year but business investment was buoyant
well into 1961 in most couniries (see table 1.2). As
other components of demand began to lose momentum,
private and public consumption became increasingly
more important for the continuation of the upswing in
western [urope from the middle of 1960 onwards and
in Japan somewhat later.

As early as the latter half of 1959 the Governments
of Denmark and the Federal Republic of Germany took
meastres to vestrain domestic demand. These measures
were limited to raising discount rates and tightening
credit. Somewhat later, direct restrictions on ceitain
kinds of building activity were imposed in some coun-

tries in order to check excess demand for skilled labour
and some scarce building materials. In the United King-
dom government policies aimed at restricting private
consumption were instrumental in halting the rise of
industrial production after the second half of 1960.*

In North America rising government expenditure
was the principal factor helping to arrest the 1960 down-
turn and initiate a new expansion of final demand® after
the first quarter of 1961. A number of government meas-
ures introduced in 1960 and 1961 to stimulate residen-
tial construclion were impottant in reversing early in
1961 the downward trend in residential construction
which had continued since the middle of 1959. The
expansion was soon reinforced by a considerable ad-
vance in business fixed invesiment and a rapid building
up of inventories. Although exports had risen vigor-
ously in 1960, the recovery phase 1eceived little stimulus
from abroad—as had also been the case in the 1958-59
recovery, In 1962 the North American economies
reached new highs in production and employment but
did not perform as well as had been hoped in view of
the still abundant resources of idle manpower and
productive capacity. As in western Europe, the expan-
sion came to rely significantly on buoyant consumer
demand and continued high public expenditure, as fixed
investment and inventory accumulation began to slow
down,

In western Furope as a whole exteinal demand has
become less important as a stimulus to expansion, since
exporls to overseas regions began to slow down after
the beginning of 1960. Subsequent advances in business
activity thus depended mainly on internal factors and
were refiected in a high rate of growth of intra-European
niade. In North America the effects of weakness in the

1 (n econemic policy in the United Kingdom in 1960 and 1961,
see United Nations, WForld Ecenomic Survey, 1961 (Sales No.:
62.11.C1), pages 133-134. On the recovery in North America in
1961, see tbid., pages 125 to 130

2 The term “final demand” is used o sigaify gross natienal
expenditure less changes in inventories.

Tahle 1.1. Industrial Countries: Gross National Product
and Average Price of Output, by Region, 1959-1962

(At 1954 prices and 1958 exchange rates)

Pereentage
share in
combimed

Gross nalional product

Implicit
deflator of yross
natlonael producth

Hegions 146 { amf.v (Pereentage change fram preceding year}
’S‘n?f}ﬁi'a 19580 1960 1961 1964 1939 1960 1961 1962
Industrial countries. ... ..... .. ... ... 100 6 4 3 5 2 2 2 2
North America .. .. . . R 6 3 2 5 2 2 1 1
European Economic Community . 21 5 7 5 5 3 3 3 4
Other western Europe. . . 4 4 5 3 1 i 2 3 4
Tapane...... . ..o 5 18 13 14 4 2 3 6 2

Source: Bureau of General Beonomic Research and Polieies of
the United Nations Secretariat, based on data from Qrganisation
for Economic Co-cperation and Development, General Statistical
Bulletin (Paris); and official national sources.

s For counlry covernge, see tables 1-3 and 1.5

b Ratio of gross national product at current and at constant
prices,

o Tiscal years starting on 1 April of years indicated.



CHAPTER 1.

RECENT TRENDS IN INDUSTRIAL COUNTRIES

9

Table 1-2. North America and Western Europe: Gross National Product
and its Major Components, by Region, 1960-1962

(At 1954 prices and 1958 exchange rates; percentage change from preceding year)

Foreign trade in Change
Gross  Personal  Public Fized goods and services i
Region and years nationnl  consump- consump- invesl- e fnven-
product tior tian nienl Ezporly Imports forics®
North America
1960, ... ..., 3 3 1 1 12 —3 0.8
1961. ... 2 2 6 w1 3 1 0.3
1962 Ca 5 5 7 8 4 8 0.6
European Economic Community
1960 . ... ... L. 7 6 5 16 12 17 2.2
’ 1961 .. ... e .. ... & 6 6 10 6 8 1.3
1962 .. . .. 5 5 7 6 6 9 1.4
Other western Europe
1960, .. ... ... 5 4 2 g 7 13 2.3
1961.... ... . 3 3 5 7 4 2 1.2
1962 ... ... .. 1 2 4 — 4 3 0.5

Souree: See table 1-1.
» For country coverage, see tables 1.3 and 1.5,

foreign trade sector after 1960 were limited by the
relatively low share of this sector in the gross national
produet.

In Japan the deflationary policies which were intro-
duced at the end of 1961 and were in foree through
most of 1962 succeeded in turning the growing import
surpluses of the previous years inlo a considerable
export surplus in 1962, mainly by increasing exports.

Balance of payments difliculties interfered seriously
with domestic expansion only in two countries during
this period: in the United Kingdom in the latter half of
1960 and after the middle of 1961, and in Japan in
the latter hall of 1961 and in 1962. But the fear of
such dificulties has had a pervasive influence among
Governments—tending to restrain measures for economic
expansion—and appears 1ecently to have been playing
a more significant role in the policies even of European

Continued expansion

In the United States 1eal gross national product in-
creased by 5 per cent from 1961 to 1962, all components
of demand contributing to the rise. The 1ate of growth
slowed down in the course of 1962, as shown in chart 1-2
and table 1.3, and from the foumth quarter of 1961
to the fourth quarter of 1962 gross national product
increased by only 3 per cent, compared to 9 per cent
at an annual rate during the preceding three guarters.
The performance of the economy fell considerably short
of the Government’s expectations at the beginning of the
year, and was considered all the more disappeinting
since the preceding recovery of 1958-1960 had been
incomplete in terms of demand for labour and capacity
utilization.

Y At eurrent prices as percentage of pross na-
tional produet al current prices.

Lconomic Community countties, as elements of potential
weakness have begun to appear in their foreign trans.
actions, Balance of payments considerations have also
played an important role in the economic policies of the
United States, which by the end of 1962 had withstood
large balance of payments deficits for over five years,
with the aid of the large gold reserves accumulated
during carlier periods.

This situation has prompted increased co-operation
among national monetary authorities, both directly and
under international auspices. This co-operation, how-
ever, has thus far been limited principally to cushioning
the effects of balance of payments deficits on the United
States gold reserve and to preventing or absorbing
speculative movements of capital. The development of
arrangements for conceited policies of expansion, that
would avoid the drag of balance of payments disequi-
tibria, still lies in the future.

in North America

The main reason for the difference between projected
and realized Ievels of total output was a sharp shift in
inventory accumulation. The annual 1ate of inventory
investment dropped by $4.8 billion hetween the fourth
quarter of 1961 and the fourth quarter of 1962, more
than offsetting a $3.4 billion rise in expenditure on new
plant and equipment with the result that total business
investment actually declined in this period.

The possibility of a steel strike—which did not, in
fact, materialize—influenced inventory movements in
the first haif of 1962, At the beginning of the year
durable goods manufacturers increased their stocks,
more than offsetting a shift from accumulation to Hqui-
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Chart 1-2. North America: Gross National
Product in the Last Three Expansions

(Seasenally adjusted at constant prices)

GNP traugh = 100

- o

Canoda e

]

United States

H I} | 1 1 100
a H 1 3 4 3 L] 7 L]

Quartars clier GRP raugh

. 1954.1956 upswing from trough, sacand quorter of 1954
o e o 1958-1540; ppawing trom kough, firsd quorier of 1958
19411942 upawing Trom trough, finst quarter of 19461

Source: Dominion Burenu of Statistics, National Accounts,
Income and Expenditure (Ouawa); Economic Report of the
President {Washington, D.C,, January 1963).

dation in retail trade. Following the signing of a new
work agreement in the steel industry, durable goods
manufacturers abruptly reduced their rate of inventory
building in the second quarter, and the decline con-
tinued until the end of the year.

The volume of residential construction was somewhat
higher than in 1959, the previous peak year. Non-tesi-
dential construction was little affected either by the
cyclical downturn of 1960-1961 o1 by the subsequent
upswing. Expenditure on plant and equipment increased
by as much as 9 per cent from 1961 1o 1962; the share
of such expenditure in total gross mational product,
however, remained at about the same level as in 1958,

and well below the level recorded in 1956 and 1957.

Developments in business fixed investment reflected
the failure of total demand to expand sufficiently to
effect a major reduction in the gap between output and

productive capacity, which had been building up over
a period of several years. The existence of this gap has
introduced a long-term factor into United States cyclical
policy directed towards structural changes that would
promote fuller utilization of available labour and equip-
ment. A number of steps were taken with this object in
view during 1962, The most important of these were
the provisien of an investment tax credit and of more
liberal allowances for depreciation.

Personal consumption expanded steadily throughout
1962 under the impetus of a 5 per cent increase in dis-
posable personal income and a rise in the propensity
to consume. Heavy purchases of durable goods, particu-
larly cars, made a notable contiibution to the high level
of consumption. Sales of domestically produced cais
increased by more than 20 per cent from 1961 to 1962.

The rise in gross national product during 1962 was
to a large extent dependent on a steady rise in Govern-
ment puzchases of goods and services. Of the $24.9
billion increase in gross national product between the
end guarters of 1961 and 1962, #8.6 billion represented
higher Government expenditures. The increase was
about equally divided between Federal and other public
outlays.

The Federal Government continued to support aggre-
gate demand within the framework of policies instituted
during and immediately after the previous downturn
in activity. Among cyclical measures introduced in the
course of 1962, the most imporlant ones were enacted
in the latter half of the year and had only a limited
eflect on current expenditures in that year. These meas-
ures included aceeleration of public works programmes
and the retraining of workers in areas of chronic un-
employment and under-employment and, as mentioned
earlier, the granting of certain tax benefits to enterprises,

As in 1961 the problem for the monetary authorities
was how to encourage domestic production while pro-
tecting the balance of payments. The Federal Reserve
System sought to resolve the conllict by supplying ample
funds for the home economy while keeping short-term
interest rates at levels high enough to prevent unduly
large capital outflows to foreign countries. The plentiful
supply of funds by the Federal Reserve System through
its policies in the two previous years led te a downward
drift in long-term interest rates in 1962, an unusual
development in an expanding economy. Mainly through
open market operations the Treasury and the Federal
Reserve managed to keep short-term inlerest rates up
(see chait 1-3). The teserve requirements of Federal
Reserve member banks were lowered in October to pro-
vide for the growth of learable funds while minimizing
the pressure on short-term interest rates.

In Canada the strengthening of demand in 1961 was
carried over inte 1962. Production continued to rise
throughout the year, but as can be seen from table 1.3
and chait 1-2 there was a gradual slowdown in activity
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Table 1-3.

North America: Gross National Produect

and its Components, 1961-1962

(At constant prices; seasonally adjustied sl annual rates)

Pereentuyge change befreeen

Cunada

United Stutes

Pereonlage clange beliween

Faurth Fourth
Hem Firgl and qrarfer First und qtnrrter
Jourth 1961 und Jourth 1961 and
qeariers Sourih quarlers Jourth
1961 quarier 1561 quarfer
1962 1062
Final demand. . 6.3 3.7 6.4 4.0
Personal consumption 4.9 3.1 56 3.9
Durable goods 10.1 10.6 18.4 7.2
Non-durable goods 57 22 3.2 30
Services . . . 2.4 20 4.1 38
Gross private fixed investment .. 3.5 0.9 14.4 4.8
Residential construction . 53 4.2 259 2.0
{Other consizuction ‘ 8.8 —7.3 — (1.8 1.8
Producers’ durabie equipment .. -~32 8.2 17.2 9.3
Government purchases of goods and
services. .. .. .. . .,. o . 33 12 8.1 5.0
Trade in goods and services
Exports. 8.5 4.1 2.5 0.4
Impoats .. . 37 3.6 15.6 4.0
Changes in inventotics® 2.0 0.4 2.4 —-0.9
Non-farms 27 —1.6 2.4 —~0.
Farme o —0.7 2.0 —e —
Gross national produet .. 85 4.2 9.1 3.1

Source: Dominion Bureau of Statistics, National
Aecounts, Income and Expenditure, Fourth Quarter
and Preliminary Appual, 1962 (Ottawa, 1963);
United States Department of Commerce, Survey of

similar to that experienced in the United States. The
rate of increase in final demand in the course of 1962
was of the same order as in the United States. The slack-
ening in non-farm inventory accumulation was even
more pronounced than in the United States, bul the
rate of accumulation of farm inventories increased.

Most of the principal areas ol final demand con-
tributed to the expansion of oulput. Private consumption
increased considerably, particularly because of a buoy-
ant market for cars. Exports of goods continued to tise,
suppotted by the upswing in the United States and the
high demand overseas. The devaluation of the Canadian
dollar in 1961 and 1962 also contribuled to the growth
of exports. Private fixed investment increased only mod-
erately owing to a fall in business construction, Despile
cuthacks in Federal spending in the summer, Govern-
ment expenditure at all levels was higher than in the
year before.

After running al a premium in relalion to the United
States dollar for several years, the Canadian dollar
fell to a discount in 1961. In May 1962 the rate was
fixed at 0.925 in terms of United States currency. A
foreign exchange crisis in June was overcome by emer-
gency measures including a temporary rise in the official
discount rate and temporary restrictions on imports.

Current Business (Washington, D C ).

® Change in anruel rate of invenlory aceumula.
tion as per cent of gross national product at end
of periog

The advance in production was accompanied by a
decline in unemployment in Canada and the United
States, as shown in table 1-4. Despite the improvement,
however, unemployment remained high. In December
1962 the Uniled States rate was 5.6 per cent of the
civilian labour force, or higher than at any time since
the war, apart from periods of recession or major strikes.
One aspect of the situation that caused particular con-
cern to the North American Governments was the 1ela-
tively high proportion of young and unskilled persons
among the unemployed. Al the same time, the ratio of
persons working or looking for work to total population
continued the decline of the last few years, the decrease
being largest among juveniles,

Total hours worked rose less than production reflect-
ing a further improvement in output per man-hour in
1962. The rise in hourly carnings was somewhat smaller
than that in output per man-hour. In the United States
the slight decline in labour costs per unit of output in
combination with the falling tendency in average
prices of imported raw materials contiibuted to con-
tinued stability in prices of finished goods. The mod-
erate rise in wholesale prices of finished manufactures
in Canada may have been due to the currency devalu-
atien mentioned earlier,
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Chart 1-3. United States: Short-term and Long-term Interest Rates, 1960-1962

{Per cent per annum; thres-month moving averages}

Long-term Government bonds

— T

Three-month Treasury bills wd 3

1960 1961 19462

Source: Boerd of Governors of the Federal Reserve System, Federal Reserve Bulletin {Washington, D.C).

Table 1-4. North America: Employment, Production,
Earnings and Prices, 1960-1962

Canade United Stafes
Hem T ———————— T —
1960 1951 1962 1960 1964 1962
Unemployment as percentage of civilian labour

force. .. oo e e B T2 6.0 56 67 56

Percentnge change from preceding year
Total civilian employment. . ........ ... .. ... L7 16 28 1.7 02 16
Manufacturing production ... ............. . =~ 28 73 26 09 76
Qutput per man-hour in manufacturing. . ...... L7 27 34 23 4.3 3.8
Hourly earnings in manufacturing. ... ... .. ... 35 28 a7 32 27 30
Wholesale prices of finished manufactured goods. 0.2 09 18 03 01 0l
Consumer prices. ... v...oovvvivnr voaewan.. 12 09 L2 15 L1 12

Source: Bureau of Genernl Eeonomic Research and Policies of the United Nations Secretariat, based on
data from Dominion Bureaun of Statistics, Canadian Statistical Review {Ottawn); United States Department of
Commeree, Survey of Current Business and United States Department of Labor, Monthly Lebor Review {Wash.
ington, D.C).
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Divergent trends in western Europe and Japan

Among member countries of the European Economic
Community the rate of increase in gross national product
accelerated in France. The Federal Republic of Ger-
many and Italy® experienced a slight decline in the rate
of growth, and there was little change in Belgium and
the Netherlands (see table 1-5). Except in France,
exports continued to make a notable contribution to the
expansion: the advance in exports was particalarly
marked in Belgium and Italy,* as shown in table 1.-6.

In the Federal Republic of Germany and the Nether-
lands the considerable decline in the rate of growth that
had taken place in 1961 was followed by some sluggish-
ness in business demand in 1962 The rale of increase
in public consumption was, however, stepped up in
these two countries. Military expenditure rose particu-
larly vigorously in the Federal Republic of Germany,
continuing the trend of the past two vears.

Residential construction appears Lo have been slightly
higher during 1962 than in the previous year in most
European Economic Community member countries with
the construction industry generally working at capaeity
{table 1-7).% Industrial investment rose much more
slowly than in 1961. The generally higher rate of
increase in total fixed investment than in the two com-
ponents just mentioned reflects a eontinued rise in
public investment.

In all European Economic Community member coun-
tries private consumption rose in 1962 as much or
almost as much as in 1961, Purchases of duiables, espe-
cially passenger cars, continued to advance strongly in
all countries except the Federal Republic of Germany,
as shown in tables 1.8 and 1.9. Lxpenditure on recrea-
tion and other leisure activities also registered a large
increase.

In other western Luropean countries real gross na-
tional produet increased less than the European Eco-
nomic Community average, except in Denmark. In all
of these countries expansion was heavily dependent on
private and public consumplion. Fixed investment reg-
istered an absolute decline in Austria and the United
Kingdom, and in I'inland and Sweden its 1ate of in-
crease declined appreciably. Exports accelerated
slightly in Austria, Denmark and Sweden.

Owing to restrictive measures introduced in July
1961 economic developments in the United Kingdom

3 halian growih would have slowed down less in 1962 hut for
wide-spread strikes in the second half of the year

+ Although imports rese as much as exports in Italy, the fact
that most of the increase consisted of raw materials and semi
mantfaciures which do not compele with domestic production
indicates that external demand was a driving {orce Lehind the
expansion.

& Concern at the possibility of ecest inflation in the building
industry led the Federal Republic ¢f Germany to intensily
resirictions on construction in the course of 1962

Table 1.5. Western Europe and Japan: Industrial
Production and Gross National Product, by
Country, 1960-1962

{Percentage change from preceding year)

Cournilry and item 18560 1961 1562

Eurapean Economic Community

Belgium
Industrial production. ... 6 3 6
Gross national product. ., . 4 4 4
Franee
Industrial produetion .. 11 5 10
Gross national produet. .6 4 5
Germany {Federal Republic)
Industrial production . 11 6 5
Gross national product. ... g 5 4
I{aIIy
ndustrial production 15 11 10
Gross national preduet . . 7 8 6
Netherlands
Industrial production 13 1 4
Gross national produet .. . 9 3 3
Other western Europe
Austria
Industrial production 10 4 3
Gioss national product. . 8 2
Denmarl;
Industrial production .5 5 7
Gross national produet 8 5 5
Finland
Industrial pioduction .14 10 5
Gross national product 9 7 3
Norway
Industrial production o1 7 4
Gross national product 6 6 3
Sweden
Industrial productien 6 5 2
Gross national preduct 4 6 3
United Kingdom
Industrial production 8 1 o
Gross national product. .. 4 3 —
Japan
Industrial production | i, 26 19 8
Gross national product>. . . 13 14 4

Source: See table 1-1.
= At constant prices.
b Fiscal years starting on 1 April of vears indicated.

continued to be out of step with those in other western
Luropean countries during 1962. Although some restric-
tions were relaxed gradually domestic demand re-
mained slack: exports advanced, but less than in 1961.
Lven private consumption showed relatively hitile in-
crease. During the first hall of 1962 there was a rather
brisk advance in industiial production, which was ex-
pected to continue for some time. In the latter half of
the year, however, output levelled off, and the Govern-
ment acted Lo stimulate demand. Bank rate was reduced
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Table 1-6. Western Europe and Japan: Gross National Product and
its Main Components, by Country, 1960-1962

{ At consiant prices; percentage change from preceding year)

Foreign frade in

Gross  Persenol  Public Fized goods and Change
Country and year national consump- consump- inpest- services in
produed tian tion ment et Ennen-
Ezparls Tmporis toriese
European Feonomic Community
Belgium
1960. ... 4 4 1 6 11 13 0.6
1961. 4 3 2 10 5 5 0.8
1862, 4 2 5 4 8 6 0.7
France
1960 . . 6 6 2 6 15 17 2.0
1861 .. 4 5 b 8 5 7 0.9
962, .. . ............ b 6 3 6 2 7 14
Germany (Federal Republic)
1960, . ....... ... 9 7 8 12 13 17 2.8
1961. .. ... . 5 7 8 10 4 8 1.9
1962 . 4 6 11 5 5 11 16
[taly
1960 . ... T 7 6 16 19 37 1.5
J5%; +) 8 7 6 12 17 15 1.4
1962 . .. 6 7 5 9 12 15 1.2
Netherlands
1960 . . 9 7 5 11 14 18 3.3
1961 .. L 3 & 3 7 4 7 2.9
962 ... .. 3 4 4 5 5 6 1.5
Other western. Lurope
Austria
1960.. . .. 8 7 1 13 12 19 1.8
1961 ... 5 7 2 6 7 8 0.6
1962 2 6 2 —~2 9 6 0.3
Denmark
060 8 6 6 10 8 10 3.4
1961. .. .. 5 o 6 9 4 5} 15
1962 . 5 6 6 9 5 13 21
Finland
1960 . 9 3 3 23 14 23
1961. . 7 7 8 7 6 8
1962. .. 3 4 6 2 6 6
Norway
wen . 6 i 2 3 9 11 14
1961 .. 6 6 5 i0 7 10 1.5
1962 3 3 7 8 6 5 0.2
Sweden
1960 .. . 4 2 1 4 11 16 2.4
1961 . 6 6 4 7 4 1 1.9
0962 .. 3 3 9 2 7 S 1.1
Urited Kingdom
1860 . ... 4 4 2 10 3 10 26
061 ... . . .3 2 6 9 4 — 1.3
1962 . e Co. = 1 2 —2 2 1 0.4
Japan®
960, ... .. . L 13 9 11 32 11 23 5.8
1961 .. ... o ce 14 9 11 21 5 24 7.4
1962 .. . 4 7 9 4 17 e d 3.2
Source: See table 1-1. b Fiscal years starting on 1 April of years
» At current prices a3 percentage of gross na. indicated.

tional product al current prices.
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Table 1.7. Western Europe and Japan: Gross
Domestic Fixed Investment and its Main Compo-
nents, 1960-1962

(At constant prices; percentage change from preceding year)

Counlry and year Totul fHousing  Indusiry

European Economic Community

Belgium
1960. . .. 6 9 8
1961.. ... .. ... . 10 — 17
1962. o .4 1 7
France
1960 . . . 6 4 12
) 3 4 15
sez.. . .. . T 4 7
Germany {Federal Republic)
1960 . T I 4 19
Ig61... . . ... ... 10 4 15
1962 .. . ... .. 5 4 1
Italy
o60... ... . . . 16 — 25
961, ... ... .. .. 12 5 22
62 ... . . ... ... 9 14 7
Netherlands
1960. .. ‘ A 3 1 14
1961, .. . ... L. 7 1 13
1962. : ... B 2 5
Other western Burope
Austria
1960 ... 13 6 24
1961 : N 4 8
1962, . . =2 — -2
Finland
960 ... ... ... . 28 17 35
1961. . .. . 7 17 8
1962 .. . .. .. 2 5 7
Norway
1960. . .. .3 2 21
191.. . . ... ... 10 5 22
ez . . 8 4 12
Sweden
1960, | —3 11
961 .. S 7 8 24
1962 .. . S 2 7 1
United Kingtom
w0 .. ... .. ., 10 13 18
1961.. . ... 9 6 19
1962 R 2 —12
Japans
1960 - 24 41
961 . .. 21 31 32
962 . .. ... 4 20 -1

Source: See table 1.1
" Fiseal years starting on I April of years indicated

in successive stages, and both general ciedit and hire-
purchase controls were 1elaxed. Consumers’ liguidity
was also increased through partial repayment to the
public of compulsory eredits originally advanced to the
Government during the war. In addition the rate of
purchase tax on cars was lowered from 45 to 25 per
cent. Because of balance of payments considerations

these steps were taken cautiously over a period of sev-
eral months.

In Japan growing deficits in the balance of payments
prompted the Government to tighten monetary controls
in the second half of 1961. The official discount rate was
increased in July and September and the proportion of
payments for imports to be deposited with the authori-
ties in advance was raised in September. As a result of
these measures the rate of business expansion staited to
decelerate in the fourth quarter of 1961, The contrae-
tionist policy led to a slowing down of growth but no
downturn in aggregate economic activity occurred.
Gross national product increased by 4 per cent in fiscal
1962° compared to 13 per cent in fiscal 1960 and 14
per cent in fiscal 1961, The rate of growth in industrial
production decreased to 8§ per cent in the calendar year
1962. Public consumption and exports were the main
expansive elements in the growth of gross national
product.

Following a recovery in the balance of payments in
the second half of 1962, monetary and credit restrie-
tions were relaxed in the fourth quarter. In September
a substantial reduction was made in the rate of advance
deposits against imports and discount rates were lowered
in October and November,

CHANGES 1N EMPLOYMENT, WAGES AND PRICES

In western Europe all European Economic Commu-
nity countries experienced a further rise in employment.
The unemployment percentage was stable or declined
in all of them except in France where there was a slight
deterioration owing to a sudden and extensive influx of
refugees f1om Algeria whose placement on the labour
market could not be accomplished without some initial
friction.

Among other western European countries a relatively
slow rate of expansion in business aclivity was in several
cases associated with a weakening in the demand for
labour, as shown in table 1-10 and chart 1-4. Thus in
Norway, Sweden and the United Kingdom unemploy-
ment as a percentage of the labour force increased from
1961 to 1962. In the United Kingdom the number of
unempioyed persons at the end of the year reached the
highest level since 1947. The decline in the rate of
growth in economic activity in Japan caused employ-
ment of temperary workeis to fall off somewhat, but
other categories of empleyees seem to have been little
affected.

In Furopean Economic Community countries domes-
tic prices increased substantially, while elsewhere the
rise was somewhat smaller, as shown in table 1-11. Com-
petition from sbroad and a renewed fall in the prices
of imporied vaw materials generally made for relative

0 Figen] years starting on I April of years indicated.
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stability in wholesale prices of manufactured goods,
while consumer prices continued their steady increase.
In European Economic Community countries an appre-
ciable rise in wholesale prices of building materials
added to the pressure on construction costs associated

Table 1-8. Western Burope and Japan: Personal Consumption
and its Main Components, 1960-1962

{ At constan! prices; percentage change from preceding year)

Counlry and year Total Food Clothing Dreelling Durables Mher
European Economic Community
Belgium
1960, ... . 4 2 8 1 16 2
1961. Co 3 1 - o .
1962, .. . 3 2 1 1
Irance
1060 . 6 4 8 5 11 6
1961 5 3 i) 5 11 6
1962, ... . S 6 4 6 5 11 7
Germany (Federal Republic)
19960 .. . . 7 6 8 o 7 9
1961 . ‘ 7 6 8 . 6 7
1962 .. 6 3 4 3 7
Iealy
1860, ... 7 4 6 2 21 9
1961 .. 7 6 5 2 16 8
1962, . 7 5 7 3 21 10
Netherlands
1960 7 4 10 2 17 4
1961, 5 6 7 4 3
1962 4 4 5 G 5
Other western Furope
Austria
1960 ... . 7 6 5 3 11 9
1961 7 9 6 7
1962 6 7 5
Denmark
1960. ... 6 4 4 4 12 5
1961 6 6 11 4 10 4
1062 . 6 3 2 4 14 5
Finland
1960. . . 8 6 7 3 16 9
1961, . 7 5 6 3 21 10
1962, . 4 4 2 4 14 8
Norway
1960 7 7 7 1 20 15
1961 - G 5 5 4 6 8
1962, .. 3 1 7 6 1
Sweden
1960 .. .. 2 2 2 4 4 4
1961 . 6 1 9 4 12 6
1962 . 3 2 2 7 5 1
United Kingdom
1860 .. . 4 2 7 1 1 5
1961... .. 2 1 2 1 —6 3
1962 . . 1 i —1 2 5 2
Japan
060, ... .. 9 3 9 1 7
1961.. .. 9 6 13 15 . 6
1962 . . 8 1 13 15 ‘ 10

Source: See table 1.1,

with rapidly rising wages.

In table 1-12 the input of labour in manufacturing
is analysed in relation to manufacturing output. Most
of the rise in production during 1962 is generally ac-
counted for by increased output per man-hour. This can
be interpreted as the result of the high rate of investment
in previous years. In France the sharp rise in output
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Table 1-9. Western Europe and Japan: New Registrations

of Passenger Cars, 1960-1962

{Percentage chunge from preceding year)

Counley and year

Counlry and year

Luropean Economic Community

Belgium
1960, .. . . . L .
1961 |
1962 T ¢
France
960 . . 13
1961 R F:
1962. . . .. 20
Germany (Federal Republic)
960 . . T |
1961 e 1
we2. . ... .. .1
Ttaly
1960 . . ... B
1961 Co oo 29
1962 . : . RN ¥
Netherlands
1960 .. .. ‘ .29
1961. . o . 19
1962 .. 1 |
Other western Burope
Austria
1960 . o .. 18
1961 . e B |
1862 .. o . T

Other western Eurape (continued)

Denmark
1960
1961
1962

Finland
1960
1961
1962

Norway
1960
1961
1962

Sweden
1960
1961
1962

United Kingdom
1960. .
196l . .
1962, .

Japan
1960.
1961
1962.

22
16
28

11
18
48

06
41

],

13

25
-8

35
80
97

Source: Bureau of General Economic Research and Policies of the United Nations Seerctariat, based on

data from offieinl national sources

per man-hour between 1961 and 1962 was due in part
to the acceleration in production mentioned earlier,
which led to better utilization of employed labour. Both
in France and the Federal Republic of Germany indus-
trial rationalization has been mentioned as a factor in
the rise in oulput per man-hour in 1962, The slower
advance in output per man-hour in most other weslern
European countries and Japan in 1962 appears to have
resulted to a large extent [rom the lower rate of growth
in production,

Average hourly earnings registeied further strong
increases in the European Economic Community, as
shown in table 1-13; wage costs per unit of output also
continued to rise sharply in the TFederal Republic of
Germany and the Netherlands. Wages and wage costs
went up also in other western European countries, but
the rates of inerease were generally lower than in the

Table 1-10, Western Europe and Japan:
Employment and Unemployment, 1960-1962

Counlry and year

Tutal efviiion
employment
{pereenlage

Unemploymenis

change from {percenluge)
preseding yeoar)
Luropean FEconomic Community
Belgium
1960 1 7.5
1961 3 59
1962 2 4.0
France
1960 1 1.1
1961 1 1.1
1962 1 1.4
Germany (Federal Republic)
1960 2 1.2
1961 2 0.8
1962 1 0.8
{continied)
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Table 1-10 { continued) Chart 1-4. Western Europe: Number Unem-
ployed per Vacancy, 1959-1962»
Tefui ct’uill'utn U ; .
Hi 4 3 & *
Country and year L(_:;grfg:lr’i:fz! r(l;g:-fa%:;:;l (SBESOB&.HY aé}usmd)
eluzrige from

preceding year)

ltaly o |
1966 . T 4.1
1961 .. 1 3.4
1962 1 3.0 B
Netherlunds
1960 .. .. 2 1.2 7 fronce
1961 . 2 09
1962 .. 2 0.9
s L
Other western Europe
Austria s -
1960 . ... 2 3.5
1961 ... 2 2.7
1962 ... .. 1 2.7 i
Denmark
1960 . . .. 3 4.3 1
1961 2 3.9
1962 .. ... 3 33
2 b
Finland
igg? T % %g 1 ke Germany { Federal Repueblic)
1962 ... ... o1 1.1
Norway o Lu
1920 . L é 1.7
1961.... . . . 1.2
we2 .0 14 &
Sweden
1960 ... .. o2 14 o
1961, ... .. 1 1.2
1662 .. ... .. 1 1.3 s b
United Kingdom
1960, ... ... 2 1.7
1961, ... .. ... 1 1.6 U
1962 ... .. 1 2.1 Austria
Japan '
1960 . ... . ... 2 1.0
961 ... ... oo A 0.9 i
1962, . TR | 09
L Swaden
Source: Statistical Office of the United Nations, Monthly Bul.
letin of Statistics; and official national sources. o L

» Generally the ratio of registered applicants for work or sur-
veyed unemployed to the civilian labour force available for
hire. Unemp oymentnpcrccntagcs are not compurable hetween
countries owing to difierences in definition. A conception of the
extent to which definitional differences may aflect unemploy-
ment rates is given by the following sttempt to eompare pub-
lished rates with rates ndjusted to United Siates definitions for
five western European countries and Jupan. Data refer 10 1960
{for Sweden 1961}’ and are reproduced from President’s Com-
mittee to Arppmise Employment and Unemployment Statistics,

Lm

United Kingdom

Measuring Employment and Unemployment (Washington, D.C., 1 ‘ I I
1962). 9
Unemployment as pereentage 1959 1950 1961 1942
af etvtliun lnbour force
Adjusted lo

Country Published U:ilp%ﬁiﬂ;;ﬁ” Sau}:cc: Orgpn}s:{a;fnla for Ergon.omic Co-operation and Develop-
Franee T 11 1.9 ment, Econemic Indicators {Paris).
Germany {Federal Republic). 12 1.0 » Shifts in number unemployed per vacancy reflect the direc-
Great Britain. ... ... . . 16 2.4 tion of changes in the demand for lzbour within a country. The
Italy. ... 4.1 4.3 ahsolute level of this ratic and the amplitude of its fluctuations
Tapan. o 1.0 1.1 in time are not comparable between countries beeause of differ
Sweden. .. .. 12 1.5 ences of definition and varying organization of labour exchange
United States 56 56 zctivities,
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Table 1.11, Western Europe and Japan: Price Indices, Fourth Quarter 1960-1962

{Percentage change from fourth quarter preceding year)

Tmpori prices Wholesale Wholesale
Counlry and year of raw rices of prices of finished Consumer
rmalerials building malerials  manufeclured goods prices
European Economic Communily
Belginm
1I960............. 2 5 -1 —
1961..... e i, — o -2 1
1962 .. e -2 6 -1 1
France
1960 ... ... . e 1 & 4
1961, ... ... .. —1 4 2 4
1962... ... ... ... -5 7 2 4
Germany (Federal Republic)
1960, ... ... ... 3 4 1
1961..... ... e 4 3 3
1962 -5 1 3 3
Ttaly
1960. . .. -9 ] 2 1
1961 —1 1 — 3
1962 A —4 3 3 6
Netherlands
1960.. ... . —5 . -] -
1961 ... ... e 5 —_ 2
962, .. -1 7 1 3
Other western Furope
Austria
1961 ... 3 5
1962 ... 1 3
Denmark
1960. . —5 4 1 I
1961.. ... —3 3 3 5
1962, . —6 8 2 6
Finland
1960. ... ... 7 3 2 2
1961. . .. ! — 1 1
1962 . . -3 1 5 6
Norway
1960 ‘ . —5 1 I —_
1861, ... .. 3 8 3 5
1962 -3 1 i 5
Sweden
1960 -] 8 3 4
1961. -3 3 2 2
1962 .. ... .. —3 5 3 5
United Kingdom
1960, ... -2 4 3 P
1962..... ... —6 2 1 3
Japan
1960 ... -1 g 1 3
1961..... o 1 17 7 8
1962 ..... .. . —1 —d —3 4

Sonrce: Sec table 1-9.

preceding year. In the latter half of 1962 earnings
started to rise more slowly in the European Economic
Community as well, but wage awards at the end of

1962 and the early months of 1963 have on the whole
been considerably larger than the rate of increase in
productivity.
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Table 1.12, Western Europe and Japan: Employ-
ment, Hours Worked per Man and QGutput pe:x
Man-hour in Manufacturing, 1960-19627

{Percentage change from preceding year)

Table 1-13. Western Europe and Japan: Hourly

Earnings and Wage Costs in Manufacturing,
1960-1962

{Percentage change from preceding year)

Hours Cutpul

LEmplay~ worhed per
Country and year mieril per man man-hour
FEuropean Economic Community
France
1960 . 1 1 5
1961 .. 1 — 3
1962 S 1 — 10
Germany (Federal Republic)
1960.. .. : 4 - 7
1961 ‘ . 3 -2 4
62 . L — -2 6
Ttaly
1960 . S — 7
1961 o 7 —_ 4
1962, o ‘ 6 w5 8
Netherlands
1966 3 —_ 10
1961 | 2 -3 4
1862, 2 ~1 2
Other westerr Europe
Austria
1960. 3 o 8
1961 .. 3 -1 2
1962, 1 -1 3
Finland
1960 . 9 3 2
1961 5 — 4
1962 . 3 1 2
Norway
1960 4 [
1961. . 3 4b
1962 . 1 b
Sweden
190 . ... . .5 1v
1961 . o 4 - fb
1962 ... ... . .. . - 3b
United Kingdom
1960 ‘ . 4 —1 5
1961. . S . 1 -2 2
1962 o L 1
Japan
1060 . . . o 10 — 10
1961 o 9 e } 11
1962 ... A 9 -1 —

Wage cost per unit

Coaurntry and yeur of oulput

Hourly carnings

European Economic Community

France
1960 o 7n b
1961 . - b
1662, . . Ba — 9
Germany (Federal Republic)
1860 - L 12 3
1661 . . 12 7
1962 o 13 6
Ttaly
1960.. . . . . .5 -2
1961 T 3
1962 o 14 5
Netherlands
1860 . . o Qa —
1961 L Se 6
1662 ‘ 10 7
Other western Europe
Austrie
1960 . ‘ 10 1
1961 . ‘ . 9 15
1962 . A 8 5
Finland
1960 6 2
1961 .. . 8 4
1962 6 3
Norway
1960 ... 4 -1
1961 7 3
1962 . . 9 7
Sweden
1960 .. 6 6
1961 9 7
1962 . . 8 5
United Kingdom
1960 . . 8 2
1961 6 7
1962 3 1
Japan
1960 8 -3
1961 12 1
1962 — o

Seurce: Sec lable 1.9,

» The figures are not comparable between countries owing to
differences in definitions and coverage.

b Qutput per worker,

Source: See table 1.9

2 Wage rates.

¥ Ratio of change in wage rates to change in output per man-
hout,

Recent developments in foreign trade

The continued rise of production during 1962 was
accompanied by a further increase in foreign trade.
Exports of the industrial group of countries rose at
approximately the same rate as in the preceding year,
as shown in table 1-14. The terms of trade again moved

in favour of industrial countries, as they have for
almost a decade.

In North America and western Europe, the advance
in quantum of exports was moderate and fairly uniform,
The more rapid growth of aggregate imports of indus-
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Table 1-14. Industrial Couniries:* Quantum of
Exports and Imports and Terms of Trade, 1960-
1962

{Percentage change from preceding yeur)

Chruntiem Quantin Terms

Year af exparts  of imporls  of frade
1960 13 13 1
1961 5 6 i
1962 5 9 1

Source: Bureau of General Eeonomic Rescarch and Policies
aof the United Nations Seerclariat, based on data from Statistical
Office of the United Nations, Monthly Bulletin of Statistics.

» North America, western Europe and Japan

trial countries reflected mainly a revivai of imports into
North America following the recovery in domestic out-
put and demand in the last thiee quarlers of 1961, As
can be seen [rom table 1.15, impoits inte European
Lconomic Communily and European Free Trade Asso-
ciation member countries also accelerated somewhat,
but the rales of increase were less than hall of those

attained in 1960.

In western Lurope the tendency {or imports o rise
faster than in 1961 was due to higher shipments from
primary exporting countries. In all the three regions

distinguished in table 1-16 these imports accelerated
more than purchases from industrial countries; in North
Ameriea, however, the difference was small, and such
a pattern could well be expected at the current stage
of the upswing. In western Europe, the buoyancy of
impotts {rom primary exporting countries was in con-
trast 1o the slower rate of increase in production, and
may have been due to a shift {rom inventory disinvest-
ment during 1961 to accumulation in 1962, It appears
that stocks In several weslern European counlries were
atlowed to run down alter the temporary levelling off in
aggregate industrial production of the European Lco-
nomic Communily around the middle of 1961 and the
intreduction of Government restrictions on demand in
the Uniled Kingdom at the same time. Since expansion
of industrial output was resumed at the end of 1961 or
beginning of 1962 and generally was maintained
thiough the laller year, stocks were prebably adjusted
to the higher level of activity. The rise in purchases
[rom primary exporting counlries was accompanicd by
a fumer tiend in prices lowards the end of 1962; for
some commodities price increases were substantial,

In Japan developments in foreign trade were condi-
tioned by the measures to improve the balance of
payments which were introduced in the latter half of

Table 1.15 Industrial Countries: Quantum and Unit Value of Exports and Imports
and Terms of Trade, by Region, 1960-1962

{Percentage change from preceding yeur)

North European Europray Frep
Hem and yeur Amierica Leononiie Communily Frode Assorialion Japun
Quantum
Exports
1960 . 13 16 7 13
1961 — 6 q 7
1962« . . . 2 4. 2 13
Imports
1960 - 22 14 24
1961 . ] 8 3 31
1962» 12 10 i -1
Unit value
Exports
1966 | 2 1 1
1961 .. 2 2 2 -2
19620 . i — s ~1
Imports
1960 2 — 1 1
1961 . - — w1 —1
19624 -1 — -1 —1
Terms af trade
1960 - 3 — 1
1961 3 2 2 -
1962+ 1 — 2 —

Source: Bureau of General Fconomic Research
and Policies of the United Nations Seeretariat,
based on data from Orpanisation for Economic
Co-operation and Development, General Statistical

Bulletin {Paris)
v First thiee quarlers, as compared with corres-
ponding pesiod of 1961
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Table 1-16. North America and Western Europe: Quantum of Imports from Industrial
Countries and from Primary Exporting Countries, by Region, 1960-1962
(Percentage change from preceding year)

Imporiing region

European European

Avrew of origin and year North Lieonomie Free Trade
America Camnrunily Associalion
Industrial countries
1960 .. . 5 25 18
1961 .. . . -2 10 3
962 ... . o b Qe 3e
Primary exporting countriest
1960, -3 12 3
1961 . —4 1 -4
1962, Ov ge 6o

Source: Burean of General Economic Research
and Policies of the United Nations Secretariat,
based on data frem Chganisation for Eeonomic
Co-operation and Development, Fereign Trade Sta-
tistical Bulletins, Series A (Paris).

= Nozth Americe, Europesn Lconomic Commun-

1961 and which were in force until the fourth quarter
of 1962. Apart from the deflationary measures referred
to carlier, the propertion of payments for imports to
be deposited with the authorities in advance was raised
in Septernber 1961 and not lowered until one year later.
Efforts to promote Japanese exports were intensified.
After a notable rise in 1961 imports fell back slightly,
while the rate of increase in exporls almost atiained
the high level reached in 1960. This rise consisted
mainly of a sharp advance in shipments to industrial
countries (table 1-17).

ity, European Free
b First half.
° First three quarters
4 Africa, Asiz (excluding Japan and mainland
Ching}, Latin America and Ocennia.

Trade Association and Jepan.

Changes in unit values of exports and imports in the
industiial countries were generally small in 1962. The
tendency for import unit values to decline was due to &
fall in prices of primary products during the first thiee
quarters of the year.

For the industrial countries as a whale, the inciease
in exporls was concenlrated in trade within the group.
Moreover, in North America and the European Eco-
nomic Community internal trade was more buoyant than
external trade. Trade between Canada and the United

Table 1-17, Quantum of Trade Between Regions, 1960-1962

{Percentage change from preceding year)

Area of destinalion

Indusiricl couniriess Primuory Cenlrally
Ezporling region and year World exporting Hunned
Tolal  Narlh America EEC EFTA counlrigsh cconomios®
Industrial countriess
1966........ . .. 13 14 — i 24 21 11 25
961, . .. ... .. & 7 -1 11 4 -k 4
North America
e 13 16 —d 43 33 10 e
1961...... ... — —1 -2 2 13 wn 1
19624, . . ... 2 2 6 1 -6 3 °
EEC
1960, . . 16 16 —5 22 18 11 26
1961, 6 10 —2 14 3 —3 -4
19624 4 g 7 11 2 —8 3
EFTA
1960, ... 7 7 e 7 1l 14 i 12
1961..... ... . 4 7 -5 10 9 -2 6
1962¢ ... ... .. 2 ) 4 8 2 —6 1
Japan
1960, .15 8 2 25 25 20 a
el .. .. .. 7 10 9 a0 10 3 o
19624, . i3 31 30 26 48 2 8

Source: See table 1.16.

» See table 1-16, foot-note o

b Sge table 1-16, foot-note d.

« Eastern Lurope (excluding Yugoslavia), Union

of Soviet Socialist Republics and mainland China,
4 First nine to eleven months, as compared with
corresponding period of 1961,
¢ Trade negligible.
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States turned upwards in 1962 in sympathy with the
business recovery. In the Luropean Econemic Commu-
nity intra-trade continued to advance rapidly, although
not as {ast as in 1960-1961.

In European Free Trade Association memhber coun-
tries the relatively slow growth in home demand re-
ferred to earlier resulted in a smaller increase in in-
ternal trade than in exports to other industrial regions;
indeed exports to the European Lconomic Community
rose only a little less rapidly than the Community’s
intra-trade. Exports {from North America and the Euro-
pean Economic Community to European Free Tiade
Association member countries were considerably more
sluggish than exports to other industrial areas.

Despite generally improved balance of payments
positions the primary exporling countries imported less
from industrial countries than in 1961. Exports from
industrial countries to the centialiy planned economies
showed a slight increase. Imports from the centrally
planned economies by the indusirial couniries moved
approximately in line with their total imports, but in
almost all cases this meant somewhat lower rates of
increase.

The weak uptrend in United States exports in 1962
was reflected In lagging deliveries of civilian goeds to
western Europe, except for a temporary upturn in agri-
cultural products in the first half of the year in antici-
pation of increased import levies in European Eeconomic
Community member countries (table 1.18). Shipments
to primary exporting countries outside the Western
Hemisphere expanded during the year but in the main
through official United States financing, This Increase
was largely oflset by a fall in exports to Latin America,
which had begun alter the middle of 1961.

United States imports rose without interruplion from
early 1961 to the end of 1962. The largest gains occurred
between the first and second half of 1961 (alter allow-
ance for seasonal adjustment) when industrial produc-
tion also increased sharply. Although purchases of 1aw
materials and semi-manufactures from abroad rose in
line with total imports from 1961 to 1962 as a whole,
a declining tendency emerged after the first guarter
of 1962. The slow but persistent growth in imports of
capital equipment continued during 1962. Imports of
consumer goods other than food expanded conspicu-
ously, but food and beverage imporls rose only frac-
tionally.

In Canada, changes in exports and imports were
dominated by developments in trade with the United
States. The balance of payments crisis around the
middle of 1962 caused changes {rom quarter o quarter
to be somewhat erratic. Deliveries to the United States
went up sharply, while those to the United Kingdom
and to other countiies combined sustained declines. On
the import side shipments from the United Kingdom fell
off slightly, whereas imports {1om the Uniled States and
from all other countries as a whole rose considerably.

Reflecting trends in the components of domestic de-
mand, most of the increase in the internal trade of the
European Economic Communily in 1962 was accounted
for by larger sales of consumer goods; the growth of
trade in capital goods levelled off at the beginning of
the year. In the first half of 1962 there was a notable
expansion of internal trade in [arm products, The reason
for this was that while lialian agricultural production
developed favourably in 1961 and the first half of 1962,
the opposite was the case in other European Economic
Communily countries.

Table 1-18. North America and Western Europe:
Quantum of Exports and Imports, by Couniry,
1960-19062

(Pereentage change from preceding year)

Cauntry and item 1061 1961 1962

North America

Canada
Exports . 5 8 3
Imports . . =2 3 8
United States
Exports . 15 —1 3
Imports —4 -2 14

European Economic Community
Belgium-Luxembourg

Exparts . 10 5 6o

Imposts . . 13 6 On
Franee

Exports 17 6 In

Impozts 19 9 13n
Germany (Federal Republic)

Exports 15 5 4

Imports . 19 8 14
Italy

Exports .20 19 1dn

Imports . 42 30 16
Netherlands

Exports . 4 6

Imports 18 8 5

Chther western Europe

Austria

Exports ... .. . .. .13 7 7

Imports 21 10 9
Denmark

Exports. ... .. .. . 7 5 Ta

Imports ... . 12 5 17=
Finfand

Exports .. ... . 17 4 6

Imports . L 25 8 4
Norway

Exports . o . 7 7 3

Imports o 13 11 5
Sweden

Exports ... .. 13 6 7

Imports . - i8 1 5
United Kingdom

Exporis ‘ R 2 3

Imports .. .. 18 —2 3

Sturce: See table 1.14.
» First nine 1o eleves months, us compared with corresponding
period af 1961
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By the middle of 1962, internal tarifts on industrial
products in the European Economic Community had
been cut to 50 per cent of the 1957 level, and a number
of steps had been taken towards the evolution of a
common agricultural poliey. Notwithstanding these de-
velopments and a slower rate of growth in output, Luro-
pean Economic Community imports {rom non-member
countries accelerated during 1962, The expansion was
mainly attributable to larger purchases of manufac-
tured goads, although there was a fortuitous increase
in agricuituial imports in the first half of the year. As
in the case of intra-trade, imporls of capilal goods Irom
non-member countries tended to slow down while im-
ports of consumer goods went on increasing. The United
Kingdom, Latin America and the United States bene-
fited most {rom the {aster growth in European Kconomic
Community importts.

Internal tariffs on industrial products among mem-

bers of the European Free Trade Association were re-
duced to 50 per cent of the base level by the end of
1962. As in the European Economic Community, de-
velopments in trade corresponded to changes in domes-
tic demand and output.

Larger deliveries of investment goods were the main
expansionary factor in the exports of member countries
of the European Free Trade Association to other indus-
trial arcas. Because of the relatively low level of in-
vestment in Evropean Free Trade Association countries,
the rise in internal trade consisled to a lesser extent of
investment goods.

The rapid rise in cosls in continental western Europe
in the last few years has improved the competitive posi-
tion of United Kingdom and United States producers
in world markels. This has been visible in new orders
[or British and west German goods from abroad for
more than two years, as illustzated in chart 1-5. The

Chart 1-5. Federal Republic of Germany and United Kingdom: New Export Orders
for Investment Goods, 1960-19622

(At constant prices; [our-quarter moving averages; first quarter 1960 = 100)
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Source: Bundesministerium fiir Wirtschaft, Die
Wirtschaftliche Loge in der Bundesrepublil
Deutsehland (Bonn) : Statistisches Bundesamt,
Wirtsehaft und Statistik {Wicshaden) ; Central
Statistical Office, Monthly Digest of Statistics
{London).

* The United Kingdom data cover net new export

orders at 1958 prices for engineering and electrical
goods and some heavy traumsport equipment. The
German data do rot include canceliations but have
a somewhat brosder commeodity coverage; the orig-
inal series at current prices has been deflated by
the export price index for investment goods.
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diagram refers to export orders for investment goods
in the United Kingdom and the Federal Republic of
Germany, which together account for considerably more
than half of western Lurope’s exports of machinery
and equipment. In the course of 1962 the relative im-
provement in the British posilion was apparent also in
deliveries. The share of the United Kingdom in world
exports of manufactures was largely maintained after
the last quarter of 1961, while the Federal Republie’s
share declined for the first time since 1951. France has
also lost some ground since 1960, The fall in the shares
of western Luropean countries in 1962 was accom-
panied by a significant increase in that of the United
States.

THE BALANCE OF PAYMENTS

The balance of trade of the industrial group of coun-
tries declined by $2.2 billion during 1962, but the
corresponding fall in the rate of accumulation of official
gold and foreign exchange reserves was only $1.1 hil-
lion. By contrast, in 1961 an improvement in the balance
of trade of more than 0.4 billion coincided with a $1.7
billion drop in the accumulation of reserves.

The change in the aggregate balance of trade was the
net result of large declines for North America and the
European Lconomic Community amounting lo $1.2
billion and $1.7 billien, respectively, and an improve-
ment of 30.9 billion for Japan, with hardly any shift

Table 1-19. Balance of Trade and Changes in
Official Gold and TForeign Exchange Reserves,
by Region, 1960-1962

(Millioas of doliars)

Bnlance Change in
Arex and year af irnde reserves

Industrial countriest

1960 o —1,859 2,823
1961 .. ‘ —1,454 1,090
1962, o — 3,635 6
North America»

1960 2,876 —1,743

1961, . . 4,001 =513

1962 . : : : 2,796 —334
European Economic Community

1560 ‘ 132 3,284

1961 : : 157 1,221

1962 s - 1,530 196
European Free Trade Association

960, . . . — 1,47} 789

1961 : . —4,037 720

1962 —4,178 ~57
Japan

1960 : : . —436 502

1961, . . . —1,575 -~ 338

1962 . . - =717 201

Source: International Monetary Fund, International Financial
Statistics (Washington, D.C).

4 See 1able 1-16, foot.note ».

b Exports excluding militu:?' aid  Import data originally ve-
Fortcd fo.b adjusted to include an estimated sllowance for
reight and insurance

in the combined balance of European Free Trade Asso-
ciation member countries. The change in the accumu-
lation of official reserves was made up of considerable
relative deteriorations in the European Economic Com-
munity and the European Free Trade Association and
relative improvements in North America and Japan,

It is to be noted that the data in table 1-19 do not
take into account the position of the various 1egions
with the International Monetary Fund or changes in the
exchange reserves of commercial banks. Transactions
with the International Monetary Fund account for much
of the fall in the rate of accumulation of reserves in
western Europe in 1962, The data are also affected by
special debt repayments in advance of maturities by
some countries and various other measures taken ex-
plicitly in order to strengthen inlernational monetary
co-operation. Partly because of these developments, the
balances of international payments of the industrial
counlries appear to have been less subject to abnormal
swings in 1962 than in previous years, Canada and
Japan overcame their recent difficulties in the course of
the year, and there was a further reduction in the United
States deficit and no renewed pressure on sterling. The
Italian and Swiss accumulation of reserves was halted
and the decline in the reserves of the Federal Republic
of Germany continued despite the absence of special
debt repayments.

The United States balance of payments improved
moderately during 1962. Net monetary reserves fell by
$2.2 billion compared to declines of $24 billion in the
preceding year and $3.9 billion in 1960. The active
balance of trade was reduced by 81.0 hillion but this
was more than compensated by favourable changes in
investmenl income and capital transactions, as shown in

table 1-20.

Income from both private and Government invest-
ments abroad rose appreciably, oflsetting increases in
net Government grants and capital assels and net privale
direct and long-term poitfolio investment. Net military
expenditures abroad showed a further slight decline,
and there was a substantial increase in government non-
liquid labilities.” Thus the balance on current and long-
term capital account deteriorated by only $0.2 billion.
Recorded private short-term eapital outflows declined
by $0.7 billion, almest all in transactions with Canada
and Japan. On the other hand the notable rise in un-
recorded transactions probably represented a new out
flow of short-term funds to Canada alter restoration of
confidence in the Canadian dollar in the third quatter,
induced by the sharply raised interest rates in that
counlry.

The fall in United States {oreign reserves was made
up of a decline in gold stock amounting to 30 9 hillion
and an increase in foreign holdings of liquid dollar
assets of $1.3 billion. There was hardly any change in

7 See {votnote b 1o table 1-20
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Table 1-20. United States: Balance of Payments, 1960-1962

(Biltions of dollars)
Ttem 1960 1964 1862
Txports of goods® . .. 19.4 19.9 20.6
Imports of goods —~14.7 —14.5 —16.2
alance of trades . .. 4.7 54 4.4
Militery expenditures, net. . . .. .. —2.7 —25 —24
Income on investments abroad. 3.2 3.9 4.2
Miscellaneous services, net. .. ... ... oo —2.1 —-23 —23
Government grants and changes in capital assets, net 2.8 —2.8 —3.0
Changes in government non-liquid lisbilities>. ... . ... ... . 0.1 0.8
Private direct and long-tesm portiolio investment, net. ... w22 -2.0 —23
Balance on current and long-term eapital account. ~19 0.4 —0.6
Recorded private short-term investments, net. . ... 1.4 —1.3 —06
Unrecorded transactions . . .. .. v =06 —~0.6 —1.0
TOTAL BALANCE® —3.9 ~2.4 —-22

Source: United States Department of Commerce,
Surﬁuqy of Current Business, March 1962 and March
1963.

s Exeluding military aid and exports in con.
nextion with such aid.

b&gle of non-marketable government ebligu-
tions, foreign commitments for military purposes

holdings of convertible currencies by United States
monetary authorities.

The reduction in the over-all deficit was largely a
result of the trade and payments policies pursued by
the United States and several foreign Governments with
this end in view. In the United States measures designed
to diminish the dollar outflow in connexion with foreign
aid became increasingly important during 1962,

Policies instituted since 1959 have led to procure-
ment restrictions on all new bilatera! aid commitments

and net transfer of non-marketable securities to
international organizations as part of United States
cupitul subseriptions pending their need for cash
funds, Not available separately for 1960,

° Financed by reduction in gold and convertible
currencies and increased lquid lisbilities.

by the United States in connexion with commodity
expenditures. The new restrictions have mainly aflected
aid administered by the Ageney for International De-
velopment, since most other categories of ald were
already tied, World-wide competitive bidding has been
terminated by the exclusion of suppliers in nineteen
industrial countries. Procurement in less developed
countries is allowed for programmes which in the fiscal
year 1961/62 covered three-fourths of all commodity
expenditures. The new regulations started to affect dis-
bursements with some delay as shown below.

Tatal commodily

Source of purchase {pereenlage}

Fiseal yeur expenditures Nineleen
(f Jedy-30 June) {millions Uniled developed Developing
of dollars) Stutes counlrics countriey
1958/59 ... ... . . ..... 1032 47 43 16
1959/60.. ... . ... ....... 1010 41 49 10
1060/61... . ..... ..... 1,085 44 47 9
1961/62 . .. ... ... .. 816 64 17 19

Seurce: Agency for International Development, Operations Report, 1962 (Washington, D.C.).

In the fiscal year 1962/63 purchases in the United
States are expected to make up 72 per cent of the total.®

It appears that the spending of a growing share of
United States aid funds in the donor country has in-
creased not enly deliveries to recipient countries but
also total exports, after taking indirect effects into

8 Joint Fconomic Committee, Congress of the United States,
Hearings before the Sub-Committee on International Exchange
and Payments {Washington, D.C.), 12 December 1962, Testi-

mony by Frank C. Coffin, Acting Administrator of Agency for
Internationnl Development, page 63,

account.’ The United States share in world exports of
manufactures did in fact go up in 1962 after a sizable
decline in the preceding year.

Besides commodity purchases other forms of aid were
also made subiect to increased precurement in the

9 This is largely because the developing countries normally
spend a much higher proportion of their foreign exchange re-
ceipts on imports than do the western European countries, which
have been placing part of their dollar receipts to reserve in recent
years, or have been using them to repay dellar indebtedness.
See Joint Economic Committee, ibid., page 65.
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United States. Estimated total direct purchases within
the country for programmes administered by the
Agency for International Development have risen both

absolutely and relatively since 1960, and the present
trend is expected to continue in the near future, as
shown in the following table.

flem and year

{fiscal years refor lo period £ July-30 June)

Direct purchuses
it the United Stafes Pereentuge
(millions of dellars) of totaf

Lxpenditures, calendar year 1960 . .
Expenditures, fiscal year 1961/62 .
Expenditures, fiscal year 1962/63 ..
Obligations, fiscal year 1962/63

568 35
886 50
1,402 65
2,030 76

Source: Ageney {or International Development, Operations Report, 1962,

As in 1961 advance repayments of debts by countries
accumulating dollars contributed to the improvement in
the United States balance of payments. During the year
France, Italy and Sweden repaid post-war loans in an
amount of $0.7 billion. Foreign goveinments also in-
creased their current and anticipated military purchases
in the United States.

During 1962 and early 1963 the Federal Reserve
System negotiated currency agreements with the Bank
of Canada, nine western European central banks and
the Bank for International Settlements in Basel provid-
ing for reciprocal credit facilities totalling $1.1 billion.
These swap agreements are on a stand-by basis and do
not in themselves constitute outstanding indebtedness.
At the end of February 1963 the net debtor position of
the I'ederal Reserve System amounted to considerably
less than $0.1 billion. The network of currency agree-
ments was strengthened by a series of negotiated Treas-
ury issues of special certificates and bonds denominated
in the currencies of the European central banks and
treasuries to which they were issued.

In Canada, developments in the balance of interna-
tional payments were affected by the temporary foreign
exchange crisis in the middle of 1962. In May 1962 a
fixed official exchange rate was substituted for the {or-
mer higher and fluctuating rate. In June wide-spread
speculation on a further devaluation resulted in large
losses of reserves. A series of emergency measures were
taken by the Government, including borrowing from
various international sources to an amount of United
States $1,050 million. The emergency measures restored
confidence in the new parity of the Canadian dollar,
and stability returned. As the inflow of capital fiom
abroad was resumed, the foreign credit arrangements
were reversed or modified,

The balance of trade deteriorated slightly in 1962,
but this was largely offset by higher net receipts on
other current items. The net inflow of private long-term
capital declined considerably, which was only partially
compensated by advance debt repayments by the Gov-
ernments of France and the Netherlends, Movements of
short-term capital were very sharp around the middle of

the year, reflecting the currency crisis, but outflows and
inflows largely cancelled each other out for the year as
a whole. Official reserves were slightly higher at the end
of December 1962 than one year earlier.

The large decline in the aggregate balance of trade
of the Luropean Economic Community in 1962 resulted
from deteriorations in the balances of France, the Fed-
eral Republic of Germany and Italy. However, the
Federal Republic’s trade surplus was very large even
after the decline. The position of Belgium-Luxembourg
was in the main unaltered after taking into account the
distorting influence of the Belgian strikes at the begin-
ning of 1961; and there was also little change in the
trade balance of the Netherlands.

Except ir Italy, the balance on services account was
less favourable than in the preceding year. In the Fed-
eral Republic of Germany a large decline in net service
receipts was due essentially to higher net expenditures
on travel abroad. Receipts {rom troops of the Noith
Atlantic Treaty Organization stationed in the Federal
Republic increased by $128 million to $1,084 million.
The foreign exchange burden of these expenditures on
countries with troops in the Federal Republic was re-
lieved by materially increased imports of defence equip-
ment from these countries.

Net movements of capital levelled cut in 1962. Even
in France private capital imports slackened despite
heavy repatriation of funds from Algeria. In the Fed-
eral Republic of Germany a large shift in net long-term
capital movements was due solely to changes in special
transactions: mainly because of advance repayments of
post-war debls there was an outflow amounting to $1,332
million in 1961, whereas no such repayments were made
in 1962. The considerable inflows of short-term capital
to Furopean Lconomic Community member countries
in 1961 were not repeated. This can be interpreted as
reflecting diminished uncertainty concerning the two
reserve currencies, coupled with a growing awareness of
the significance of 1ising costs in the Luropean Eco-
nomic Community. The effects of these shifts in senti-
ment were reinforced by reductions in international
interest rate differentials and measures adopted earlier



28 Worrp Economic SorvEY, 1962 — 11, CURRENT ECONOMIC DEVELOPMENIS

by the Governments of the Federal Republic of Ger-
many and Switzerland to prevent inflows of volatile
funds. In April 1963 the Government of France acted to
discourage shoit-lerm capital imports, which in 1962
appear to have been larger in France than in the other
European Lconomic Community countries although not
of disturbing proportions.

The over-all balance of international payments of
Luropean Economic Community member countries
showed changes similar to those in the trade balance -
that is, an improvement for Benelux countries and
deteriorations for France, the Federal Repubiic of
Germany and Italy, However, in all countries except the
Federal Republic of Germany, the over-all halance
would have been more favourable but for the special
capital transfers mentioned earlier. Only France added
to official reserves at a significant rate: in 1962 they
increased by $522 million compared to a rise of $869
million in the preceding year. More than hall of the
increase in French reserves was offset by declines in
those of the Federal Republic of Germany and Italy,
while the 1eserves of the Benelux countries were prac-
tically unchanged.

Furopean Free Trade Association member countries,
both combined and individually, experienced hardly
any change in their balance of trade. The slight de-
terioration in the aggregate was almost exclusively a
result of an increase in the Danish deficit. Changes in
official reserves were also small, the most notable shift
being a rise in Austrian reserves of $136 million to
€962 million. However, in the United Kingdom the re-
payment of the oulstanding part —$863 million — of
the 1961 drawing from the International Monetary
Fund concealed a considerable improvement in the
underlying balance.

The slackness of domestic demand in the United
Kingdom in 1962 combined with the buoyancy of ex-

Current situation

The expansion of demand and production in the
industrial group of countries carried over into the early
months of 1963, Governments of most industrial coun-
tries expect the rate of economic growth during 1963
to be of approximately the same order as in the year
before, A few countries, primarily those whose produe-
tion in 1962 was below potential because of deliberate
government restraints, anticipate an increase in the rate
of growth.

The course of production in 1963 will depend on
developments in demand to an even greater extent than
in the previous year. In North America, the pace of

10 Pased in part on 1eplies of Governments to the United

Nations questionnaire of November 1962 on economic trends,
problems and pelicies.

ternal demand resuited in a further decline in the trade
deficit. The surplus on services account 1ose by consider-
ably more than in the previous year, mainly because of
increased net receipts of interest, profits and dividends,
reversing the consistent decline of previous years. The
current balance moved from deficit to surplus, improv-
ing by $389 million. Because of a number of special
receipts the long-term capital account, which usually
shows an outflow was in swplus in 1961, In 1962 the
account reverted to a net outflow, which, however, was
considerably smaller than in the years 1958-1960 owing
to changes in private net investments. The balaneing or
residual item of the halance of payments showed a
notable increase in 1962; this was probably a result of
higher unrecorded net receipt on current account. Re-
serves fell by only $199 million despite the repayment
to the International Monetary Fund mentioned earlier.
in preparation for any renewed crisis the United King-
dom authorities negotiated a $1 billion stand-by credit
from the Fund, which would remain in effect until

August 1963

In the field of international co-operation the resources
available to meet threats to any currency were rein-
forced through the International Monetary Fund’s
General Arrangements to Borrow. In January 1962 the
governments of ten leading industrial countries agreed
to stand ready to lend their currencies to the Fund up
1o a total amount of $6 billion, The Arrangements were
to become eflective upon ralification by at least seven
members with total commitments of $5.5 billion. The
Arrangements came into force in October when these
conditions were fulfilled.

At the end of 1961 the major industrial countries set
up a gold pool in London to co-ordinate purchases and
check price fuctuations. Although no official statement
on the operations of the gold pool has yet been made, it
is believed to have contributed significantly to stahility
in the gold markets in the course of 1962.

and outlook™

expansion during 1962 was not sufficient to bring about
any appreciable decrease in the relatively high margin
of spare capacity. According to the McGraw-Hill Sur-
vey,"* manufacturers in the United States were operat-
ing at 83 per cent of capacity at the end of 1962, or at
the same 1ate as one year earlier and considerably below
the preferred rate of operation. In western Europe and
Japan, the continued slackening in the rate of growth
was generally accompanied by a further easing of pres-
sure of productive resources. Supply limitations af-
fecled only the building industry in certain western
European countries.

11 “Pusiness’ Plans for New Plants and Fquipment, 1963-
1966, 16th Annual MecGraw-Hill Survey (New York), April
1963.
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In the United States at the beginning of 1963 the
Government expected a moderate rise in employment,
production and purchasing power throughout the year.!*
Developments during the fizst quarter indicate that
gains might be slightly larger than estimated earlier.
On the basis of revised expectations, it appears that the
average quarterly inerease in gross national product
may be somewhat greater than during 1962, with a
year-to-year increase of about 5 per cent at current
prices.

Government purchases of goods and services are ex-
pected to be the most buoyant component of the national
expenditure, supplying around one-third of the inerease
in fina] demand. Federal purchases, reflecting increases
in defence and space activities, are expected to go on
rising briskly. State and local expenditures will prob-
ably increase at the same pace as in recent years.

It is thought that new investment in plant and equip-
ment may be inhibited by under-utilization of existing
capacity. Although gross corporate saving exceeded
corporate investment in both 1961 and 1962 and recent
tax adjustments added further to business Hquidity,
business investment is expected Lo show only moderate
gains in 1903, increasing at a slightly lower rate than
gross national product. Residential construction should
expand slightly in 1963, being supported by sustained
demand for housing and easy supply and financial
conditions.

Private consumer expenditure is expected 1o rise at
approximalely the same pace as gross national product.
High sales of cars in the first quarter of 1963 point to
another good year for the aulomobile industry. Dispos-
able income is expected to grow at a slightly faster rate
than gross national product despite the increase in pay-
roll taxes which became effective on 1 Januvary. If the
President’s recommendation for a mid-year drop in the
withholding rate for individual income taxes is en-
dorsed by Congress, consumer purchasing power should
improve {urther.

In Carada, the foreign trade sector is expected to
provide an important source of strength, reflecting the
improved competitive position of domestic producers
owing lo the devaluation of the Canadian doilar and
various incenlives to industrial growth. Business fixed
investment is expected to increase moderately in 1963,
Government purchases of goods and services are ex-
pected lo rise less than in 1961 and 1962 with hardly
any change in the level of Federal spending, The up-
trend in private consumer expenditure, on the other
hand, is expected to continue,

Among European Economic Community countries a
slight deceleration of economic growth in 1963 is ex-
pected in Belgium and the Federal Republic of Ger-
many, and a mild acceleration in France and the Neth-

22 Feonomic Report of the President (Washington, D ¢, fanu-
ary 19633 .

erlands. In Ttaly production is expected to advance at
the same pace as in 1962,

In I'rance and the Netherlands projections of a higher
rate of growth in 1963 are based largely on expectations
of a faster rise in exports. Because of a fortuitous drop
in French exports to North Africa during 1962, the
acceleration in total French exporls is expected to be
quite significant. France also expects the inerease in
gross domestic fixed capital formation to be as great as
or greater than in the preceding year.

In the two countries expecting a slackening in the
growth rate, namely Belgium and the Federal Republic
of Germany, exports and public consumption are ex-
pected to increase more slowly in 1963 than in 1962 —
even though, in the Federal Republie, current expendi-
ture of the public authorities, especially on delence, will
continue to provide by far the most buoyant element in
total demand. Both countries, on the other hand, expect
consumptlion lo rise more rapidly than the national
product, and also at a faster rate than in 1962,

In Ttaly a matked slowing down in the expott growth
1ale is expecled lo be counterbalanced by an accelera-
tion in fixed investment and public consumption, so that
the over-all rate of expansion may he virtually main-
tained.

In most other western Furopean countries and Japan
no major changes in economic trends are expected in
1963. Governments generally foresee a fall in the rate
of increase of privale investment, purtly offset by a
higher rate of public and other government-controlled
investment, and small shifls in the rate of growth of
exports. In the United Kingdom expansionist Govern-
ment measures in the course of 1962 and early 1963 are
expected to bring about a moderate recovery following
a period of stagnation.

The uptinin in the United Kingdom is expected to
result from a faster 1ise in exports and public authori-
ties’ current expenditure. Manufacturing investment
was falling at the beginning of 1963 and was expected
to go on falling for some time. This decline is, however,
expected to be more than offset by relatively substantial
increases in public investment and housing. Private
consumption is expected to benefit from the rise in dis-
posable income following large wage settlements in the
fourth quarter of 1962 and increases in benefits under
national insurance schemes announced in January 1963,
The easing of hire-purchase terms at the beginning of
the year may also help to stimulate consumption.®® The
tax concessions and seleclive increases in depreciation
allowances announced by the Chancelior of the Ex-
chequer in April 1963 are expected to give an additional
impetus to production and demand towards the end of
the year. In the event that these measures lead to a

3 National Institute of Economic and Social Research,
Econemic Review, London {February 1963),
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greater 1ise in imports than in exports resulting from
the building up of inventories related to expansion, the
Government would consider it reasonable to finance
such a build-up out of resexves or out of borrowing
facilities with the International Monetary Fund and
elsewhere !

In Norway a slight increase in the rate of growth is
expected to result from a more 1apid expansion in the

4 Internstional Monetary Fund, International Financial News
Survey, 12 April 1963,

export sector, while fixed capital formation and public
consumption slacken somewhat. In Sweden, on the other
hand, a marked drop in the rate of growth of exports,
private investment and public consurption is expected
to be offset by an aceeleration in public investment and
private consumption, so that the over-all rate of growth
is approximately maintained at the 1962 rate. No cor-
responding elements of strength are foreseen in Finland
to offset a slowing down in the expansion of exports,
domestic investment and public consumption, so that the
aggregate growth rate is expected to fall significantly.




Chapter 2

RECENT TRENDS IN THE PRIMARY
EXPORTING COUNTRIES

Economic developments in the primary exporling
countries in 1962 contrast sharply with these of the
period before. Following two years of deteriorating ex-
ternal balance, 1962 saw export earnings rise appre-
ciably more than import expenditure, with a consequent
narrowing of the trade deficit. At the same time, how-
ever, domestic production tended to slacken; the aver-
age rate of growth was apprecizbly smaller between
1961 and 1962 than it had been in the previous two years
and there was a fairly wide-spread increase in infla-
tionary pressures.

The expansion in export earnings reflects chieflly the
recovery in import demand in the United States, coupled
with the continuing, though somewhat slewer, growth in
purchases by western Europe and Japan and by the cen-
trally planned countries, The downward drift in the unit
value of exports of the primary exporting countries was
halted in the second half of the year and for 1962 as a
whole the index averaged only 1 per cent below the
1961 level. Thus there was only a small price offset to
the 5 per eent rise in export volume.

The more modest expansion in imports reflects chiefly
the wide-spread tightening of restraining measures —
quantitative controls, credit restrictions; devaluation,
and duties and surcharges — as foreign exchange re-
serves were drawn down in 1960 and 1961. Defensive
disinflationary policies — including in seme countries,
the deferment of investment in the public sector — also
served to curb the demand for imports.

The slackening in the 1ate of growth of production
and incomes also tended to restrain the expansion in

imports. In many countries, however, the slowing down
of production was itself a consequence of limitation of
imports, especially where this extended to producer and
capital goods. More significant in many cases was the
relatively poor out-turn of 1961/62 harvests: this ex-
erfed a depressing effect on the gross domestic product
in a number of countries, and made it necessary to im-
port greater guantities of foodstufls.

By and large 1962/63 crops seem to have been better
than those of the 1961/62 season, so that many of the
primary exporting countries entered 1963 with larger
stocks of food and fibre and brighter prospects for the
growth of total production. Some of the poor agrieul-
tural results of 1962, moreover, have served to trans-
form ~ at least temporarily — the balance between pro-
duction and consumption of several of the export com-
modities of the less developed countries. The levelling
out of the price index of primary commodities exported
by the less developed areas in the second half of 1962
was followed by a definite uplurn, led by rising prices
for sugar, cocoa and sisal. With the price index in the
first quarter of 1963 about 3 per cent above the corre-
sponding fhgure for 1962, the outlook for the export
earnings of the primary exporting countries was also
brighter than a year earlier.

The external gains in 1962, however, were not uni-
formly distributed. Consequently some regions — most
nolably Latin America and southern and south-eastern
Asia — entered 1963 with their international liquidity at
a lower level than a year earlier, their external debt at
a higher level and balance of payments dificulties a
matter of enhanced concern.

Foreign trade and payments

With the revival in demand in the United Stales and
a comtinuation of growth in the Luropean Economic
Community (EEC) and the centrally planned countries,
the primary exporling countries exported a significantly
greater volume of goods in 1962 than in 1961. More-
over, reflecting an improvement in the balance between
production and consumption of a number of primary
commodities, the downward drift of prices, more or less
continuous since 1957, was halted in the second half of
1962, and for the year as a whele the loss through reduc-
tion in export unit value was limited to abowt one per
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cent. Thus the export 1eceipts of the primary exporting

countiies registered a sizable inerease — probably about
$1.5 billion — in 1962.

Imports also increased, but largely because of the
various restraints imposed earlier in defence of the hal-
ance of payments, the increment was much smaller than
in 1960 or 1961 and well below the rise in earnings. The
result was a marked reduction in the over-all trade
deficit of the primary exporting countries. The im-
provement was concentrated in the under-developed
areas; the lrade gap of Outer Furope and Oceania
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widened. And within the under-developed areas, the
improvement was concenirated in Africa, Latin America
and western Asia; the deficit in the West Indies and
southern and south-eastern Asia was somewhat greater

than in 1961,

In the aggregate, measuring exports f.o.b. and im-
ports c.i.f,, the trade gap of the primary exporting coun-
tries narrowed by almost $0 5 billion between 1961 and
1962, the deficit of the under-developed area component
having been reduced by about $0.9 billion and that of
the more developed area component incieased by rather
more than 80.4 billion. The improvement in the tiade
balance of the under-developed areas was due in more
or less equal measure to a rise in the surpius of the major
petroleum exporters and a decline in the deficit of the
remainder of the developing countries.

Though no precise over-all measurements are avail-
able, there are indications that the flow of private cap-
ital to the primary exporting countries from the rest of
the world was somewhat lower in 1962 than in 1961,
while the flow of investment income and debt servicing
in the opposite direction was somewhat higher. As a
resull, the improvement in trading account was not fully
reflected in an increase in international liquidity: there
was a sizable 1epayment of sums borrowed from the
International Monetary Fund in the previeus year and
a marginal net increment in official gold and foreign
exchange reserves,

The increase in reserves was concenirated very
largely in Outer Europe, western Asia and South Africa.
Tlsewhere there was a further contraction in 1962, most
notably in Latin America and southern and south-
eastern Asia, regions in which the burden of external
debt was already a matter of serious concern. Thus, not-
withstanding the more favourable outcome of the year’s
uading, balance of paymeuts pressurcs remained a
major preoccupetion in the formulation of economic
policy for 1963,

CHANGES IN EXPORT EARNINGS

After drifting downwards for three years, the rate of
growth in the volume of exports from the primary ex-
porting countries rose slightly in 1962: between 1961
and 1962 the export quantum increased by about 5 per
cent, rather more than in most post-war years, This ex-
pansion was again offset in part by a price decline, but
to 2 much smaller extent than in 1961: the average of
export prices, indeed, levelled out during 1962 and in
the last quarter was fractionally higher than in the corte-
sponding period in 1961. For the year as a whole, the
average unit value of exports was about one per cent
below the 1961 level. Export earnings thus increased by
shout 4 per cent.

As indicated in the previous chapter, the recovery in
the 1ate of growth in exports from the primary exporting
countries reflects an expansion in demand in Nerth

America and western Lurope, {ollowing the slackening
that had oecurred in 1961, Import demand in Japan and
the centrally planned countries also increased, but to a
much smaller degree than between 1960 and 1961,

The expansion was fairly widely distributed, both
geographically and in terms of commodities. There was
a sharp increase in primary exporting countiies’ ship-
ments of maize, barley, beef, jute and petroleum, and
smaller but significant increases in exports of ground-
nuts, abaca, tobacco, lead, coffee and mutton. Though
world trade in sugar and cotton was lower in 1962 than
in 1961, the decline was chiefly in exports from the
industrial and centrally planned countries; a number of
primary exporting countries shipped more. The primary
exporling countries also sold more butter, tea, hard
fibtes, iron ore and zinc than in 1961, Rice shipments
were down in volume but up in value. More tin was sold
but this represents the output of a new smelter in Nigeria
and was thus oflset by a corresponding reduction in
shipments of ores and concentrates. The value of copper
sales was also more o1 less maintained. The principal
lags were in palm products, wool and rubber, though
cocoa shipments zlso realized somewhat less than in
1961 when a record volume was exported.*

The largest increase in export quantum between 1961
and 1962 — about 10 per cent— was registered by
western Asia (see table 2.1). This was based principally
on petroleum but there were also substantial inereases in
sales of cotton, citrus fruits, barley, dates, hazel nuts and
other agricultural produce. As average unit value re-
mained more or less unchanged at about 10 per cent
below the 1958 level, there was a comparable increase
in expor! proceeds.

After lagging in 1961, exports from Latin America
also rose substantially in 1962, Here too, the expansion
was general; only Brazil and Uruguay ~ two countries
whose exports had increased in 1961 — registered sig-
nificant declines. As a result of market weakness in a
pumber of commodities exported by the region, how-
ever — arabica coffee, beef and hides, linseed oil and
lead and zine all realized lower prices in 1962 than in
1961 — the average unit value of exports diopped be-
tween one and two per cent to about a fourth below its
post-war peak. A 7 per cent increase in volume thus
yielded only a 6 per cent increase in earnings.

Southern and south-eastern Asia also expertienced a
decline in average unit value of exports — of about 2
per cent — though in this region the commodities chiefly
responsible were copra and other palm products, jute
and rubber. As a result, a rise of about 6 per eent in
volume was reduced to one of about 4 per cent in value.
And not all the countries in the 1egion shared in this:
export receipts fell slightly short of the 1961 figure in
the Federation of Malaya and Pakistan, and substan-

1 A detailed discussion of werld trade in primary commodities

in 1952 is contained in the United Nations, Commodity Survey
1962 (Sales No.: 6311.D3).
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Table 2-1.

Primary Exporting Countries: Changes in Index of Quantum, Unit Value

and Terms of Trade by Region, 1961 and 1962
(1958 = 100}

Erports Tmports
- Terms of
Region Cherntum {/nit Vulue Ouanteam Uinit Vaine trudden

It 10620 It 10620 et FH6% IH I I ot 1861 1h3

Primary exporling countries® 120 126 96 05 1i2 116 98 97 98 98

Latin Americad 112 120 94 93 102 103 a8 97 86 96

Africae 129 134 0 89 107 104 97 97 93 g2

Western Asiaf 130 144 90 S0 134 145 97 97 93 93
Southern and south-castern

Asins 113 120 104 102 121 125 100 99 104 103

Oceaniad 132 134 97 97 119 125 102 103 95 94

Outer Lurope! 134 135 98 101 131 149 96 95 102 106

Source: Bureau of General Economic Research and Policies of
the United Nations Secretariat, based on United Nations, Monthly
Bulletin of Statistics; International Menetary Fund, Internationat
Financiel Statistics (Washington, D.C.).

o Unit value index of exports divided by unit value index of
imports,

b Preliminary, bused in many cases on less than twelve ntonths’
date.

¢ The listed regions and the West Indies.

tially more so in Indonesin. There was less rice avail-
able {or shipment from Cambodia and Viet-Nam, and
also in Thailand where 1961 exports had been at a
record level.

There was also a {urther decline — of about one per
cent — in the average unit value of exports from Africa,
reflecting lower prices [o1 cocoa, ground-nuis as well as
palm products, long staple cotton and iron, chrome and
manganese o1es. A 4 per cent increase in the volume of
exports thus yielded an increasze of about 3 per cent in
proceeds. Most countries in the region maintained or
improved slightly their export earnings, but in Nigesia
and Sierra Leone receipts {ell somewhat short of the
record 1961 figure, while in the United Arab Republie,
where the 1961 /62 cotton and rice crops were particu-
larly poor, exports diopped for the second successive
year to the lowest level since 1956.

In Oceania, price changes tended to neutralize one
another ; increases in bulter, mutton, sugar and merino
wools offset reductions in beef, lead, zinc and cross-bred
wools. Consequently, a small expansion in export vol-
ume yielded a moze o1 less equal expansion in receipts.
This carried Australian earnings to a new record but
left those of New Zealand behind the 1959 and 1960
levels.

The European group of primary exporting countries—
Greece, Ireland, Portugal and Spain — was the only one
to enjoy an increase in export prices in 1962, Butter,
olive oil, tobacco and some manufactured goods played
the principal role in this increase, though fruit and pig-
meat prices were also generally firm. There was litle
change in the over-all volume of exports — increases in
Greece and Portugal were offset by reductions in Ire-

4 The twenty republics; data for Cuba are in part estimated.

* Comtinent and sssociated islands.

" Aden, Cyprus, Traq, Tsrael, Jordan, Kuwait, Syria, and Turkey;
indices are f)uscti on unit value for major items of trade.

® Asia, other than western Asiz, mainland China, Japan, North
Korea and North Viet-Nam,

b Australia and New Zealand.

! Greece, Ireland, Portugal and Spain.

land and Spain — but the group’s earnings rose by be-
tween 3 and 4 per cent.

One measure of the wide distribution of export gains
is the decline — of over a third — in the number of coun-
tries experieneing a reduction in earnings. Between 1960
and 1961, 37 per cent of all the primary expoiling coun-
tries registered reductions and the exports they ac-
counted for constituted almost 39 per cent of the lotal,
Between 1961 and 1962, in contrast, only 24 per cent
of the primary exporting countries registered reductions
in earnings and those countries accounted for only 17
per cent of lotal exports (see table 2-2) . The gains were
not confined to a few large exporters. The proportion of
countries 1ealizing an increase of more than 20 per cent
was much the same in the two inlervals, theugh the pro-
portien of exporis accounted for by them was raised
somewhat in 1962 by the inclusion of a major trading
country (Argentina) in this category. Most of the ex-
pansion in earnings accrued 1o countries whose exports
increased by up to 10 per cent; the number of such
countries was about 30 per cent greater in 1962 than in
1961 and the earnings of the group constituled 56 per
cent of the total, as against only 38 per cent in 1961

The gains were also widely distributed among the
various trade flows. There were increases in shipments
from the primary exporting regions as a group both to
the industrial regions and to the centrally planned 1e-
gions, and trade among the primary expoiting regions
themselves was also greater than in 1961 (see table 2-3).

Exports from the primary exporting countries to the
industrial countries were about 5 per cent higher in
1962 than in 1961, All the regions participated in this
expansion, the increases ranging from about 2 per cent
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Table 2-2. Primary Exporting Countries:® Distribution of Changes in
Exports and Imports, 1961 and 1962

Exporls f.ob, Imporls c.l.f.
Export Import
Rutio receipts erpenditure
(previous year = 100} e [P
Nuimber_of 1061 19620 Number of 1961 1063
conniries caunlrics
et (bitlions e {hillions
o961 1a620 of doliary) 1961 15620 af dollars)
Less than 90 . o o 7 8 2.4 26 7 8 35 3.6
Less than 95. i, . 16 9 5.7 2.7 13 12 59 6.1
Less than 100 . . S 29 19 117 53 27 24 13.9 11.6
100 or more. .. . - 49 59 186 26.2 48 51 20.2 23.4
More than 105 . 33 a8 125 15.6 3 35 13.9 14.9
More than 110 .. . 22 24 7.2 8.7 20 19 8.8 7.7
More then 120 » 9 9 10 2.3 8 7 3.5 3.1
More than 130 I 3 4 0.3 04 4 4 21 2.2
Toral. 78 78 303 315 75 75 34.1 35.0
Source: Bureau of General Lconomie Research and Policies Bolivia {exports enly), Indin, Costa Rica, Aden, Spain, Barbados,
of the United Nations Secretarint, based on International Mene- Ceylon, Mozambique, [raq, Tunisia, Cameroon, I(’Ihiie, Jamaica,
tary Fund, International Financial Statistics. Tanganyika, Colombia, Parnguny, Hondures, Kenya, Venezuela,
¢ isted in ascending order of exportindex for 1962 (1961 =100}, Singapare, Peru, Turkey, Ssudi Arabia {exports only), Philip-
the countries included are: Sierrs Leone, Viet-Nam (Republic pines, China (Taiwen), Leuador, Hong Kong, Greece, Kuwait
of), United Arsb Republic, Cambodia, Indenesia, Brazil, Uruguay, {exporis_only), Mexico, Portugal, Jordan, Israel, 1 Salvador,
Reunion, Malta, Tvary Coast, Ireland, Thailand, Mauritivs, Guad- former French Tquatorial Africa, Cyprus, Madsgascar, Burma,
aloupe, Guatemola, Netherlands Antilles, Ugonda, Senepal, Pakis- Dominican Republic, Argentina, Sudan, Nicaragua, Haiti, Kores
tan, Ghana, Nigeria, Federation of Malnya, Panama, Martinique, {Republic of) and Syria.
Laos, Surinam, South Africa, Trinidad, New Zosland, Angols, b Preliminary, estimated for some countries on the hasis of
Austrolia, Rhodesia nnd Nyasaland (Federation of), Moroceo, less than twelve menths' trade.
in the case of the West Indies and about 3 per cent in within the region and to refineries in other primary
the case of Outer Europe and southern and south-eastern exporting regions; intra-trade in Latin America, Africa
Asia to well over 7 per cent in the case of western Asia. and southern and south-eastern Asia showed no advance.
After a jump of over a fourth between 1960 and 1961 Over 70 per cent of the exports of the primary ex-
— from $1.4 to $1.8 billion — exports to the centrally porting countries continued to move to the industrial
planned countries rose by a further 4 per cent in 1962. countries. Between 1960 and 1961 growth in this trade
These changes, involving smaller amounts and fewer was maintained largely by an upsurge of imports into
trapsactions than the other trade flows, were more Japan; imports into the United Kingdom and the United
erratic. Exports from Oceania which had almost doubled States declined and there was only a minor expansion in
between 1960 and 1961, dropped back in 1962. So did imports into the European Economic Community. This
exports from Africa, for the second year. Exports from pattern was reversed in 1962: there was little further
Latin America and southern and south-eastern Asia rose expansion in exports to Japan, but a strong recovery
by about an eighth and those from western Asia by over elsewhere, though in the United Kingdom imports from
a fifth. In 1962 rather less than 6 per cent of the exports the primary exporting countries only just regained the
from the primary exporting countries went to the cen- 1960 level (see table 2-4).

trally planned countries, the proportions ranging from
not much more than 2 per cent in western Asia to over
7 per cent in southern and south-eastern Asia and Latin

The most vigorous growth in Latin American exports
in 1962 was to the Evropean Economic Community (17
per cent), most countries participating. Exports to the

America. Urited Kingdom and the United States rose by about 6

Trade within the primary exporting group itself pex cent, but they had declined by more than this be-
showed the smallest advance in 1962 — between 3 and 4 tween 1960 and 1961, The largest increase in the United
per cent. There were declines in shipments from the States imports from Latin America came from Vene-
West Indies and from African countries to other pri- zuela {chiefly petroleum) ; there were also sizable in-
mary exporting countries and only small increases from creases from the Dominican Republic (chiefly sugar)
Oceania (one per cent), Latin America (2 per cent) and and from Mexico {fish and cattle). Though the United
southern and south-eastern Asia (3 per cent). Following States imported slightly more coffee, copper and zinc
on wide-spread reductions between 1960 and 1961, these from Latin America in 1962, total purchases from
small gains left these export flows lagging significantly Brazil, Colombia and Peru were somewhat below the
behind other components of the trade of the primary 1961 level. The increase in trade between Latin America
expoiling countries. [ts modest over-all increase since and the United Kingdom was largely the result of pur-
1960 (less than 3 per cent) was largely the result of the chases from Argentina, Peru and Venezuela, Latin

growth of petroleum shipments from western Asia, both American exports to JTapan levelled off in 1962 after the
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notable spurt in 1961; the increases were in shipments
from Chile, Cuba and Venezuela.

There was a rapid rise in exports from the West Indies
to the United States, the EEC and Japan in the period
1960 to 1962, associated chiefly with the realignment of
trade in sugar following the diversion of Cuban supplies
to the centrally planned countiies. In absolute terms, the
largest increment in shipments to the EEC was of
petroleum from the Netheriands Antilles. In contrast to
this expansion, exporis of the West Indies to the United
Kingdom declined, both in 1961 and in 1962, reflecting
principally a diversion of petreleum f{rem Trinidad to
the United States.

In the cose of Alrica, the most vigorous growth in
exports was to the United States (25 per cent in 1961,
13 per cent in 1962), though shipments to Japan also
increased sharply (by about 16 per cenl in both inter-
vals} ; exports to the EEC rose by 9 per cent between
1961 and 1962 and to the United Kingdom by about 4
per cent. In the period 1960-1962, EEC imports from the
Congo (Leopoldville) declined by about a {ourth while
imports from the 1est of the 1egion incieased by about
a fifth. Exports to the ELC from the associated states in
Af1ica, other than the Congo (Leopoldville), rose by
about an eighth between 1960 and 1961 and by almost
as much between 1961 and 1962.

The principal increase in the Uniled Kingdom im-
ports from Alrica was of petroleum from Libya. The
increase in shipments Lo Japan was largely from South
Africa and it included sugar, maize and ores. The prin-
cipal increases in United States purchases were of dia-
monds, pelroleum, sugar, collee and wranium.

Of exports from western Asia Lo the industrial coun.
tries, the most notable increase in 1962 as in 1961 was
in shipments to Japan, chiefly from Kuwait and Saudi
Arabia. Exports to the United States were lower in 1962,
largely because of smaller purchases from Kuwait.
Expotts to western Europe were about 5 per cent above
the 1961 level. The figures reflecting c.if. values were
depressed during the 1960-1962 period by a lowering of
posted prices for crude petroleum in 1961 and by a con-
tinuous decline in {reight rates: in 1962 these averaged
10 per cent below the 1960 average and a fourth below
the 1958 average.

The 1ise in exports fiom southern and south-eastern
Asia in 1962 was largely a reflection of increased pur-
chases by the United States ; shipments o the FEC were
only 2 per cent higher and those Lo the United Kingdom
rose only fractionally while Japanese purchases {rom
the region were slightly less than in 1961. Most countries
in the region — with the principal exception of Indonesia
— sold more to the United States in 1962; the largest
gains were registered by Hong Kong {chiefly textiles)
and the Federation of Malaya (rubber}. Hong Kong
also exported more to the other industrial countries, but
exports from the Federation of Malaya were below the

1961 level in the case of the EEC, Japan and the United
Kingdom. The EEC took more {rom India and Thailand
but less {rom Indonesia; the United Kingdom on the
other hand took more from Indonesia and Pakistan but
less from India and Singapore, Japan also took more
from Indonesia and less [rom India, bul the largest
Increase in its purchases was [rom the Philippines, prin-
cipally wood and metal ores.

After a great upsurge in trade belween Australia and
Japan in 1961, Japanese impotts from Oceania receded
somewhat in 1962, largely as a resull of a reduction in
wool purchases. Oceania’s exports to other industrial
destinations rose — by about 6 per cent in the case of
the ELC and the United Kingdom but, largely as a result
of greater meat sales, by over a third in the case of the
United States.

There were modest increases — of about 3 per cent be-
tween 1961 and 1962 — in exports from Outer Europe
to the EXC, bul reductions in exports to the other indus-
trial countries, The decline was fractional in the case of
the United States — 1eflecting smaller purchases from
Greece - and only slightly in the case of the United
Kingdom, but as much as a fourth in the case of Japan,
largely as a result of a decline in imports from Spain.

CitANGES IN IMPORT EXPENDITURE

Restraints on imporis, imposed o1 intensified in a
number of primary exporting countries in 1961 in the
wake of deteriorating external balances in 1960, con-
tinued to hold down import expenditures in 1962, In the
aggregate, the primary exporling eountries spent about
3 per cent more on imports in 1962 than in 1961; as
there was a further slight decline in prices, however, the
volume of goods obtained was almost 4 per cent above
the 1961 level (see table 2-1) . This was almost twice as
large an increment as had heen registered in the pre-
vious interval, but less than half of that which oceurred
between 1959 and 1960. Africa actually imported Jess in
1962 than in 1961 and there was only a fractional rise in
imports into Latin America. In the other regions, how-
ever, there wete more substantial increases, ranging
from about 3 per cent in southern and south-castern Asia
to 14 per cent in Quter Emope.

The decline in imporls into Africa was steepest in the
notth and west. There were sharp reduetions in Algetia
and Morocco and also in Ghana, Ivory Coast, Nigeria
and Sierra Leone — where imports had been al record
levels in 1961 —and smaller reductions in former
French Equatorial Africa, Mawitius and Uganda, and
there was a further decline in imports into the Federa-
tion of Rhodesia and Nyasaland. Elsewhere purchases
were higher, though only in Angola, Libya and Mada-
gascar did the increase exceed 10 per cent.

Most Latin American countries imported more in
1962 than in 1961 but the increases were generally
small; apart from Peru, increases of over 10 per cent
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were confined to the Caribbean countries — the Domin-
ican Republic, El Salvador, Honduras and Nicaragua,
And more o1 less offsetting these increases were reduc-
tions in the purchases of Argentina and Chile (from
record 1961 levels), and 1o a smaller estent of
Colombia.

In the southern and south-eastern Asian region mosl
countries bought more from abroad in 1962 tharn in
1961, the largest 1elative increases being registered by
the Republic of Korea and — to record levels of imports
— by the Federation of Malaya, Pakistan and Thailand,
But there were also some significant reductions, most
notably in China (Taiwan) - from a record 1961 level
— and Indonesia, and to less degree Ceylon (for the
third successive year), India (for the second year} and
the Philippines.

The tise in imports into Oceania was confined to
Australia, following a sharp cutback in 1961, In New
Zealand, by contrast, the cutback came in 1962 from a
record 1961 figuie.

In western Asia, expansion was general, and in most
countries imporls in 1962 were at an all-time high. The
principal exception was Iraq where there was a shar
reduction froma record 1961 level. :

The expansion in imports into the Outer European
group of countries was largely a reflection of a great
upsurge in purchases by Spain: an increase of almost
£0.5 billion brought imports into Spain up to almost
$1.6 billion in 1962. Ireland also bought more from
abroad in 1962, but there wexe reductions in Greece and
Portugal, marginal in the former but of over 10 per cent
in the Iatter.

In the aggregate, the 1962 distribution of couniries
according to change in trade from the preceding year
differed much less from the 1961 distribution in the case
of imports than in the case of exports (see table 2-2).
The proportion of countries importing less than in the
previous year dropped slightly (from about 36 per cent
to 32 per cent) and the corresponding increase (from
37 per cent to 43 per cent) was in the proportion import-
ing up to 10 per cent more than in the previous year.
There was a somewhat wider swing (from 41 per cent
to 33 per cent and from 33 per cent to 45 per cent, re-
spectively) in the proportion of tetal impott expendi-
ture accounied for by these groups,

The over-all increase in the import expenditure of the
primary exporting countries between 1961 and 1962
was of the order of 81 billion. This reflects a sizable
expansion in purchases from the centrally planned coun-
tries and a greater movement of goods among the pri-
mary exporling countries themselves (see table 2-3}.
Imports from the industrial countries 1emained more
or less at the 1961 level: there was a decline in the pur-
chases of Latin America and Africa, but this was offset
by an increase in those of Quter Europe, Oceania and
the primary exporting countries of Asia

In the case of Latin Amezica the reduction in imports
from the industrial countries was more or less counter-
balanced by incieased purchases from the centially
planned countries and to a less extent other primary
exporling countries. In the case of Africa, there were
also increases in imports from the centrally planned
countries and the other primary exporting countries, but
these were small in absolute teims, offsetting less than a
sixth of the reduction in imports from the industrial
countries. The primary expoiting countries of Asia and
Oceania also imported more from the centrally planned
regions and — on a smaller relative but larger absolute
scale — from one another as well.

The 1eduction in Latin American purchases [rom the
industrial countries was greatest proportionately in the
case of the EEC {see table 2-4), but there was a greater
absolute decline in the flow of goods, notably grains and
several categories of manufactures — trucks, electrical
apparatus, iron and steel and textiles ~- from the United
States. Africa, on the other hand, imported substantially
more from the United States — including foodstuffs as
well as machinery - but much less from Europe and
Japan. Though shipments from the EEC to Africa as a
whole were about $300 million lowes than in 1961, those
to the associated states were better sustained; they had
risen by about a sixth between 1960 and 1961, notwith-
standing a sharp decline in purchases by the Congo
{Leopoldville), and there was a small, but widely
spread, advance between 1961 and 1962, so that at
%666 million this trade flow stood at well over 100
million more in 1962 than two years earlier,

The West Indies imported substantially more from all
the major industrial areas except the United Kingdom,
the region’s leading supplier. The primary exporting
countries of Asia imported more from Japan and from
the United States particularly foodstuffs and capital
goods — but less from western Furope, After the sharp
cutback of 1961, Oceania imported more from each of
the major industrial areas, though trade still fell short
of the 1960 total, The notable expansion in the imports
of Quter Europe reflects trade with the EEC and the
United Kingdom; imports from the United States
dropped back from the high 1961 level, and imports
from Japan receded for the second year,

CHANGES IN TRADE BALANCES

With export receipts (measured fob.) rising by
about $1.5 hillion between 1961 and 1962 and import
expenditure (measured ci.l.) up by rather less than
$#1.1 billion, the combined visible trade deficit of the
primary exporling countries was between $0.4 and $0.5
hillion lower than in 1961. The improvement was con-
fined entirely to Latin America and western Asia (where
the surplus increased by about $0.5 billion and $0.3
billion respectively) and Africa (where the deficit was
reduced by about $0.4 billion). The deficit was slightly
larger in the West Indies, southern and south-castern
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Asia and Ocearnia and about $370 million larger in
Outer Europe (see table 2-5).

The increase in the active balance of trade in Latin
America was due in part to the expansion in exports —
and in the trade surplus — in Venezuela, but there were
also sharp reductions in the deficits of Argentina,
Colombia and Mexico as well as a swing {rom passive
to active balance in Chile and small gains in Teuador,
Haiti and Paraguay. In all these countries export re-
ceipts were substantially abeove the generally low 1861
level, while in Argentina, Chile and Colombiz imports
were sharply reduced from high 1961 levels in the face
of mounting payments dificulties. In most other coun-
tries in the region, the visible balance worsened: the
surplus was reduced by an upsurge in imports in the
Dominican Republic and Peru and the deficit inereased
in Brazil and Uruguay — where exports were down and
imports up — and, on a smaller scale, Bolivia, Costa
Rica, Honduras, Nicaragua and Panama, as a result of
a rise in imports.

The improvement in trade balances in Africa was
wide-spread: there were reductions in the deficit in
Algeria, Equatorial Africa, Ethiopia, Ghana, Kenya,
Libya, Moiocce, Nigeria and the Sudan and increases in
the surplus in the Ivory Coast, the Iederation of Rho-
desia and Nyasaland and Tanganyika. These more than
offset incieases in the deficit in the Congo {Leopold-
ville], South Africa and the United Arab Republic and,
on a smaller scale, in Madagascar, Mozambique, Re-
union, Senegal and Sierra Leone and reductions in the
surplus in Angola, Cameroon and Uganda.

The major improvements in balance were the conse-
quence of cuts in imports — as in Algeria, Ghana, Ivory
Coast, Morocco and Nigeria — generally from record
1961 levels. But a rise in exports was the principal fac.
tor in Libya, where petroleum production continued to

Table 2-5.

expand, and in the Sudan, in the wake of a much better
cotton crop, and on a smaller scale in Equaterial Africa,
Lthiopia, Kenya and Tanganyika. In the Federation of
Rhodesia and Nyasaland exports were higher and im-
ports lower. Where the merchandise halance worsened it
was generally because of an increase in import expendi-
ture, but a decline in exports also played a part in
Reunion, Sierra Leone and the United Arab Republie.

The only other region to improve its merchandise bal-
ance in 1962 was weslern Asia. Here most of the gain is
altributable to larger pelroleum sales, from all pro-
ducers except Iraq. Kuwait, Saudi Arabia and the sheik-
doms of the Persian Gulf ail increased their trade sur-
pluses. Quiside the Arabian Peninsula there was a small
reduction in the combined deficit. This was largely the
result of a substaniial increase in the active balance in
Iraq (where, thanks to greater shipments of barley and
dates, exports were 5 per cent higher, with imports 11
per cent fower) and, on a smaller scale, a decline in the
deficit in Syria where there was a vigorous recovery in
trade {rom the low levels in 1961, These more than offset
a sizable increase in the passive balance in Turkey
(where imports rese by ne less than 22 per cent and
exports by only 10 per cent).

In the remaining regions the trade gap widened, im-
porls rising to a greater extent than exports, In the West
Indies an increase in earnings from sugar and bauxite
was largely offset by a decline in shipments of petroleum
products from the Netherlands Antilles. The decline in
impozrts of crude petroleum into the Netherlands Antilles
was outweighed by increases in the impo:its of most of
the other countries and territories.

In southern and south-eastern Asia trading results
were very varied in 1962; the merchandise balance
improved in as many countries as it worsened. The
improvements reflect higher exports in Burma and Sing-

Primary Exporting Countries: Changes in Trade Balances,

by Region, 1961-1962
(Billions of dollars)

Exports fob. Imparts ¢ f. Balance of trade

Regione ———— sttt P
1961 19620 1961 196 1961 1963
Latin Americs. . . . ‘ .. . .. B8o6b6 9.20 8.50 8.60 0.10 0.60
Africa. . . o . 6.56 6.75 7.89 7.66 -~1.33 —001
Western Asia . . S A 5.24 3.88 4.07 0.88 1.17
Southern and south-castern Asia. . 7.50 7.73 10,02 1643 —2.02 =270
West Indies and Pacific Islands . . 1.72 1.71 2.36 241 —0.64 —0.70
Oceania. ... . . . S 312 3.15 3.30 3.36 —~0.18 —=0.21
Outer Europe. . . 1.76 1.82 3.19 3.62 -143 —1.80
Unde;-&cvefuped areas® 2760  29.00 3080 3130 -~320  —230
Piimary exporting countries . 33.62 3515 3861 39068 —-499  ~—4.53

Source: Bureau of General Economic Researeh
and Polieies of the United Nations Seerctariat,
based on Statistical Office of the United Nations,
Monthly Bulletin of Statistics,

» As defined in tables 2-1 and 2.3, plus some
smabler countries and territories lor which esti-

mates have been made on the hesis of incomplete

da

fa.
b Preliminar

twelve months’ returns

¢ Primary exporting countries other than Qutes
! ., :

Europe, Oceania and South Afriea.

¥ hased in some coses on less than
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apore, lower imports in Indonesia and both movements
in Ceylon, China {Taiwan), India and the Philippines.
In most other countries in the region, the balance grew
more passive, generally owing to an expansion in im-
ports, though in Cambodia, Thailand and Viet-Nam,
largely as a tesult of poorer rice harvests and lower
rubber prices, exporl earnings were also smaller than in
1961. Lower jute prices more than offsct the effect of a
larger volume of shipments from Pakistan, and the
trade gap widened under the impact of a jump in im-
poris to a record height. In the Federation of Malava, on
the other hand, export earnings were more o1 less sus-
tained by the shipment of a larger volume of rubber,
though higher import expenditure sharply reduced the
active trade halance.

In the economically more developed of the primary
exporling regions the merchandise deficit increased
relatively more. In Outer Eutope this was chiefly the
result of developments in Spain where imports in 1962
were over 40 per cent greater than in 1961, There was
also an increase in the deficit in Ireland, where exporis
declined and imports rose, but this was more than offset
by reductions in the deficit in Greece and Portugal,
where movements were in the opposite direction.

In Oceania, as in Outer Europe, the deterioration in
the regional balance was compounded of divergent
movements in the major trading countries: in Australia
imports were allowed to expand after a sharp cutback
in 1961, and there was a large increase in the deficit; in
New Zealand imports were cut back after a marked ex-
pansion in 1961, and the trade balance moved from
passive to active.

The more developed areas among the primary export-
ing regions — Outer Furope, Oceania and South Afriea
— are thus seen to have registered a considerable expan-
sion in their combined trade deficit; la1gely owing to 2
rise of about 8570 million in their imports, the deficit
increased from less than $1.8 billion to more than $2.2
billion. Subtiacting these changes [rom the total, the
trade balance of the under-developed areas is seen to
have been significantly improved. A 5 per cent increase
in export earnings was only partly offset by an increase
in imports of less than 2 per cent and the deficit was
cut by about 0.9 biilien.

About half of this improvement in the balance of
trade of the under-developed areas is attributable to the
expansion in the surplus earned by the major petroleum
exporters — Venezuela and the Arabian Peninsula. Ex-
port earnings of the rest of the under-developed areas
rose by just over $0.9 billion (about 4 per cent) and
import expenditure by rather less than 80.5 billion, the
deficit narrowing from almost $4.8 billion in 1961 to
somewhat more than $4.3 billion in 1962,

FINANCING THE DEFICIT

In 1962, as in 1961, the combined deficit in the bal-
ance of trade of the primary exporting countries was

financed without drawing on official reserves, There
were considerable increases in invisible earnings — from
tourism, from migrant labour, from sales of newly mined
gold, from transit charges, from rentals and from the
performance of other services — as well as smaller in-
creases in grants and donations and other remittances,
public and private. Payments for services were substan-
tially higher than in 1961, partly associated with the
inerease in imports and parlly because of an increase in
the outflow of interest and profits on foreign loans and
investments. On balance, however, the over-all deficit
on current account, reflecting the narrowing of the trade
gap, was appreciably smaller than in 1961 and, total
reserves — official and hank - being virtually the same
at the end of 1962 as at the beginning, it was financed by
a correspondingly smaller net inflow of capital.

In the absence of adequate data - particularly for
Africa and western Asia where there are major gaps in
information concerning imports and reserves — these
developments cannot be quantified with any precision,
But from the information that is available, some idea
can be obtained of the diverse elements from which the
over-all changes are compounded. Some of this informa-
tion is brought together in table 2-6 which shows move-
ments between 1961 and 1962 in trade balances and
international liquidity for the countries for which the
latter can be assessed from changes in official gold and
foreign exchange holdings on the one hand and in poten-
tial drawing rights from the International Monetary
Fund {IMI') on the other.®

Transactions with the International Monetary Fund
provide perhaps the most revealing indicator of the
state of external balance in the primary exporting coun-
tries. The balance of payments strains of 1961 were
accompanied by a record 1ate of borrowing from the
Fund; the narrowing of the trade gap in 1962 permitted
the repayment of these drawings by a number of coun-
tries and greatly reduced the amount of new borrowing.
As a result, a net outflow from the Fund of $563 million
in 1961 was followed by a net inflow of $163 million in
1962. The swing was chiefly in Latin America and
(ceania; the primaty exporting countries of Asia con-
tinued to be net borrowers from the Fund in 1962,
though on a reduced scale, while Africa drew more in
1962 than in 1961, repayments by South Africa being
overshadowed by borrowings by the United Arab Re-
public. Outer Europe had no transactions with the Fund
in 1962, Spain having repaid its 1959 drawing in 1961.

The official gold and foreign exchange holdings of the
primary exporting countries, which had increased by
over 304 billion in 1961, were much the same atl the

2 Because of poor representation of Afriea and western Asiaw
two of the three regions in which trade balances improved
between 1961 and 1962--table 2.6 does not accurately reflect
changes either in these two regions or in the total {or all regions,
In interpreting the table as a summary of the essentinl nature of
movements in Heuidity in 1962, therefore, duc allowance must e
Tudc for the limited country coverage in Africe and western
Asia,
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end of 1962 as at the beginning. These reserve move-
ments, however, were largely the counterpart of transac-
tions with the IMF: total liquidity, measured by change
in both official reserves and gross IMT position, declined
by about $100 million in 1961 and rose by about $160
million in 1962.°

This global figure was strongly influenced by changes
in a few countries in which there were particularly wide
swings in current account. Excluding the upsurge in re-
serves in Ouler Europe, for example, it is seen that
liquidity in the other primary exporting regions was
reduced in 1962 as well as in 1961, though to a smaller
extent: over $330 million in 1961, rather less than $110
million in 1962, or taking changes in commercial bank
holdings of foreign currency into account, about $240
million in 1961 and $150 million in 1962. The exclusion
of Oceania makes for an even sharper decline in total
liquidity : about $480 million in 1961, $330 million in
1962. The exclusion of South Africa accentuates the
decline still more: it was almost $610 million in 1961
and almost $630 million in 1962, This is a rough meas-
ure of the reduction in liquidity in the under-developed
areas,* though the great bulk of this loss was incurred
in three countries — Argentina, India and Indonesia —
both in 1961 and in 1962.

Latin America, notwithstanding the improvement in
its merchandise account noted in the previous section,
lost foreign currency reserves to a greater extent in 1962
than in 1961, Part of this loss represents the repayment
of earlier borrowings from the IMF — as against draw-
ings of $260 million in 1961, there was a net repayment
of 869 million in 1962~ but even allowing for the
change in the region’s total tranche position with the
Fund, the loss of official liquidity was appreciably
greater in 1962 than in 1961 In 1961 moreover, the
reduction in official reserves was offset to a degree by an
accretion to commercial bank exchange holdings; in
1962 this offset was significantly smaller. The over-all
Toss of liquidity thus rose from about $250 million to
about $370 million.

This reduction in liquidity reflects ehanges in the non-
trade components of the balance of payments — in pa:-
ticular, an increase in remittances of earnings by foreign
investors, an outflow of capital from several countries in
which the external balance had deteriorated and a de-
cline in the inflow of capital.

These movements represent, for the most part, the net
effect of changes in transactions with the United States.

1 This swing between 1961 and 1962 was probably moderated
somewhat by contrary mevemenls in the gold and foreign cur-
rency holdings of commercinl banks: reflecting principally ex-
pansion and contraction in Indonesia, these rose substantially in
1961 and declined in 1962,

i The aren covered by these deta does not include Cubs, the
West Indies, Cambodia, Hong Kong, Singupore and a number of
iclands in the Indian and Pacific Ocean (where over-all liquidity
probably declined in 1962) or west, central and eest Afrien, Iran
and the Arabian Peninsula (where liquidity probably increased)
but it includes Turkey, where liquidity was reduced both in
1961 and 1962.

On current account, there was an increase in the flow of
investment income from Latin America (of about $§110
million to over $1 billion) and of travel and purchases
of services in the United States (of about $30 million},
against which the only offset was an increase in uni-
lateral non-military transfers (chiefly United States
Government grants) of about $40 million to $270 mil-
lion. There was also a rise in Latin American earnings
from tourism — most notably in Mexico where tourist
spending was about 17 per cent greater than in 1961 —
but this was neutralized by a reduction in United States
purchases of transport and other services, On capital
account, there was an over-all increase of about $50
million in the movemenl from Latin America to the
United States, but a net reduction of almost 300 million
in the movement from the United States to Latin Amer-
ica — about $100 million in private capital (chiefly
direct investment) and about $190 million in public
capital (long-term loans minus repayments}. Short-term
capital movements were also dowa — by about $60 mil-
lion. In the aggregate, thus, the net non-trade receipts
of Latin America from the United States were about
$0.5 billion lower in 1962 than in 1961.

The decline in international liquidity in Latin Amer-
ica was confined largely to Argentina, Brazil and
Colombia, though there were smaller reductions in
Bolivia, Guatemala, Haiti and Mexico. In Argentina
the draft on reserves was used to finance not only the
deficit in merchandise trade — which, as indicated
ahove, was significantly teduced between 1961 and
1962 — but also an outflow of capital occasioned by
serious economie disequilibrium, both internal and ex-
ternal, one consequence of which was a decline in the
value of the peso by almost 40 per cent in the course
of 1962. In Brazil the principal factor was a sharp
swing in exports —up in 1961, down in 1962 - but
financing of the current deficit in 1962 was made more
difficult by a marked reduction in the inflow of long-
term capital. In Mexico the effect of the improvement
in merchandise balance noted above was offset to some
extent by a less favourable outcome on the rest of the
current account, as well as by a reduction in net capital
receipts. This offset was much more marked in Colombia
where official reserves declined for the third successive
year: at the end of 1962 they were equivalent to less
than two months’ imports at current rates, compared
with over six months at the end of 1959. The free mar-
ket value of the pese had fallen from about 7 per
United States dollar in 1959 to over 11 by the end
of 1962.

Currency depreciation, followed by an official de-
valuation later in the year, was also a feature of the
situation in Chile. Here, the payments pressures had
mounted in 1961 and, in the wake of a sharp cut in
imports, liquidity had recovered slightly in the second
half of 1962. A similar recovery occurted in a number
of other countries, including Costa Rica, Dominican
Republic, Ecuador, El Salvador and Panama, though
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this was less directly related to movements in the bal-
ance of trade. In Peru, part of the continuing but
smaller trade surplus went into a further increment in
reserves, raising them to a record level.

Among the African countries for which data are
available — accounting for rather more than half the
region’s trade - a relatively small {$20 million) ex-
pansion in the combined trade deficit was accompanied
by an appreciably greater expansion in official reserves.
Compared with an increase of about $50 million in
total gold and fereign exchange holdings (government
and banking) in 1961, there was an increase ol over
$240 million in 1962, with little change in the region’s
potential borrowing power from the IMF. The improve-
ment was concentrated largely in South Africa; the
rest of the group used their reserves Lo finance part of
the deficit both in 1961 and in 1962.

In South Africa, the increase in sales of non-monetary
gold — production of which rose fiom about $823 mil-
lon in 1961 to $892 million in 1962 — was sufficient to
finance a small increase in the trade deficit and a larger
outflow of private capital; as expenditure on other cur-
rent ilems was appreciably lower, there was a substan-
tial rise in liquidity, official reserves reaching a record
height, equivalent to almost five months’ imports. In
the Sudan, on the other hand, there was a {uither,
though smaller loss of reserves, the increase in exports
being moie than offset by a rise in expenditure on
services and a reduction in the inflow of private capital.
Official reserves were also drawn down slightly in
Morocco, largely because of a decline in other current
income available to finance the trade deficit; as in 1961
an inflow of government capital financed a further out-
flow of private capital. In Ethiopia the reduction in the
trade deficit —along with an increase in government
capital inflow, which more than compensated [or a de-
cline in private capital receipts — contribuled to a rise
in liquidity. Reserves also rose in the Federation of
Rhodesia and Nyasaland, in the wake of another trade
surplus. In Tunisia and the United Arab Republic, on
the other hand, liquidity declined again, chiefly as a
result of another large passive trade balance, only
partly offset by other earnings and receipts of zid and
capital.

In Ghana (which is not included in the group of
countries referred to in the preceding paragraphs) it is
probable that reserves recovered somewhat after the
sharp decline of 1960 and 1961: though government
borrowing was on a much smaller seale, the reduction
in the trade deficit was a large one and it was accom-
panied by a reduction in the outflow of investment in-
come and an increase in the inflow of private capital.

Developments on merchandise account were partly
responsible for a sharp rise in official 1eserves in the
countries of western Asia for which data are available.
But the major element in this trise was an increased
inflow of capital into Isiael, following the devaluation

of the pound early in 1962. The increase was in part
a reflection of the activities of the Government Invest-
ment Authority which was moere selective in its bestowal
of tax privileges on foreign concerns, giving prierity
to those bringing in foreign currency capital and de-
pending less on local borrowing. Elsewhere, changes
in gold and foreign exchange holdings were relatively
small: there was a reduction in the rate of Joss in Irag
and Turkey (where official reserves had declined, respec.
tively, for three and four years) a slightly greater gain
in Jordan (where larger capital and aid receipts more
than offset the widening in the trade gap)and a reversal
~ from outflow in 1961 to inflow in 1962 — in Syria,
in the wake of the recovery in exports. The slowing down
in the rate of decline in reserves in Turkey reflects
chiefly a reveisal in the flow of private capital — out-
ward in 1961, inward in 1962; but there was also a
sharp increase in receipts of government capital.

There also seems to have been a teversal in the move-
ment of private eapital in Iran (not included in the
group above). This, in combination with an Improve-
ment in the trading account, helped to finance a larger
outflow of investment payments without loss of reserves,
even though government receipts, current and loan,
were at a greally reduced level,

Dominated by deterioration in the external balance
in India and Indonesia, the southern and south-eastern
Asian region registered another sharp decline in official
liquidity. At about $230 million the loss in 1962 was
smaller than that occurring in 1961 but whereas the
latter was accompanied by a net gain in bank holdings
of foreign exchange, in 1962 there was a sizable reduc-
tien in unofficial holdings.

In India, the trade deficit was reduced in 1962, but
less of it was financed by incoming capital; there was
also an increase in payments on investment account,
but this was more than oflset by larger receipts from
donations and other transfers. Indonesia also had a
smaller inflow of capital in 1962 than in 1961, but the
main cause of the drain in reserves was two years of
deficit on trading account — in a country which normally
runs a sizable active balance. The principal import rate
for the rupiah was raised by 35 per cent in September
1962 with a view to bringing imports into line with
lagging export earnings. In both countries reserves were
drawn down again despite {urther borrowing from the
IME: by the end of the year official holdings in India
were sufficient to finance less than three months’ im-
ports and in Indonesia they stood at less than half
that level.

Among the southern and south-eastern Asian coun-
tries whose trade balances improved in 1962, only
Burma 1egistered an increase in liquidity: the increase
in the merchandise surplus was accompanied by a re-
duction in expenditure on services and an increase in
government receipts, both current and capital, as a re-
sult of which reserves more than recovered the loss
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ahout $74 million, while shorter-term lending through
deferment of payment for exports amounted to about
$238 million. These credits were widely distributed in
Latin America, Africa and southern and south-eastern

Asia.

Credits related to exports were the principal form of
capital flow from the centrally planned countries to the
primary exporling countries. Such credits — chiefly
medium-term, at relatively low rates of interest and
covering supplies for specific industrial projects — were
made available by mainland China, the Soviet Union
and many of the countries of eastern Europe to 4 num-
ber of under-developed countries in Africa and Asia,
including Algeria, Burma, India, Indonesia, Mali and
Syria,

Official export credits were a major element in the

flow of capital from the Federal Republic of Germany:
they increased by about 8 per cent to the equivalent of
$238 million in 1962, the main increment being in
longer-term credits of over 10 years. There was also
a small increase — to about $109 million — in official
German grants, Against this, however, the outflow of
new privale capital —at about $183 million — was
below the 1961 level, reflecting a sharp decline in
private export credits, Thus, at $530 million, total
bilateral aid was somewhat less than in 1961.

Government aid provided by the United Kingdom in
1962, chiefly to Commonwealth countries, amounted to
the equivalent of $430 million, about half in the form
of loans, the remainder in grants and technical assist-
ance, including the training of administrators and the
subvention of the salaries of expatriate officers in newly
independent countries.

Domestic developments

After two years of fairly vigorous growth in the
primary exporting countries the pace slackened some-
what in 1962. On the average the gross domestic prod-
uct probably increased by rather less than 4 per cent
between 1961 and 1962. As rates of growth were
slightly higher than this in the more developed coun-
tries in the primary exporting group, it is probable that
in the less developed countries the average increase was
not significantly greater than the rise in population.

Two main factors account for the slowing down —
the generzlly poorer out-turn of 1961/62 crops and the
disinflationary 1estiaints imposed by many Govern-
ments in order to contain import demand as balance of
payments difficulties mounted in 1961. Lower produec-
tion and incomes in agriculture, reduction in the sup-
ply of imported materials and components and some
cuts and deferment of investment all contributed to hold
down the rate of growth in industry. In many primary
exporting countries export activities were the most dy-
namic element in the economy in 1962.

In the absence of any compensatory increase in im-
ports, the expansion in total supplies was also relatively
modest. It is probable that, on the average, per capita
consumption was just about maintained. Investment
rose, but not as much as in the two pievious years,
except in those countries in which there was a sharp
recovery in crops in 1962/63 and inventories were
replenished.

Notwithstanding the restraints in the public sector,
monetary demand — fed by an inciease in private credit
and in many cases by the net rise in foreign assets —
tended to increase more than the supply of goods, and
prices generally advanced. In some of the countries in
which inflationary pressures had been building up again
in 1961, the very limited expansion in supplies — from

domestic products as well as imports — made it difficult
to hold back the wage-cost spiral, and here there was a
marked deterioration in internal halance.

CHANGES IN PRODUCIION AND SUPPLIES

The rate of growth in total production in the primary
exporting countries, after accelerating noticeably be-
tween 1960 and 1961, slowed down in 1962, The prin-
cipal retarding factor was agriculture: while the gen-
erally good crops of 1960/61 had been a major expan-
sionary influence in the 4 to 5 per cent growth of gross
output between 1960 and 1961, the much poorer 1961 /62
crops acted as a drag on growth between 1961 and 1962.
The impact of the lower rate of agricultural expansion
was accentuated by the policies which were adopted by
a number of countries in their effort to ease the balance
of payments pressures that had cumulated in 1961:
these included deflationary internal measures and more
stringent import control. As a result of the slowdown
in the growth of demand from the agricultuial sector,
restraints on credit or spending in the public sector
and, in some cases, difficulty in obtaining imported mate-
rials or components to expand investment or output in
the manufacturing sector, industrial activity was less
of a dynamic influence in many of the primary export-
ing economies than it had been in the earlier period.
More expansionary than in 1961, however, was the min-
ing sector: in so far as it was based on export demand,
it registered a higher rate of growth between 1961 and
1962 than it had between 1960 and 1961.

As implied above, the availability of imports did not
in general compensate for slackening in the growth of
domestic production. In about half the primary export-
ing countries, indeed, import changes acted negatively
on the growth of total supplies, that is, imports declined
between 1961 and 1962 or increased to a less degree
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than domestic production.® In only about a third did
the relative expansion of imports exceed that of domes-
tic production, thus raising the rate of increase (or, in
a few cases, lessening the decline) in available supplies.

AGRICULTURAL PRODUCTION

The incidence of relatively poor harvests in 1961/62
was fairly wide-spread. Total agricultural production
was less than in the previous season in a number of
countries in the Caribbean area, along the North African
littoral and in Greece and Turkey, in much of west and
central Africa and in a swathe of southern and south-
eastern Asian countries, including Pakistan, the Indo-
Chinese peninsula and the Philippines as well as the
Republic of Korea. Among ecighty primary exporting
countries for which estimales of total agricultural out-
put have been made, the proportion registering a de-
cline in per capita production rose from about 42 per
cent between 1959/60 and 1960/61 to over 61 per cent
between 1960/61 and 1961/62 (see table 2.7). A com-
parison between the two intervals shows that in the later
one there were many mote declines than in the earlier
one among the countries whose agriculture had been ex-
panding fairly rapidly in the nineteen filties. Between
1959/60 and 1960/61 less than 15 per cent of the coun-
tries registering reductions in per capita output were in
the group whese agricultural production was over 30
per cent above the 1952/53.1954 /55 average; between
1960/61 and 1961/62 by contrast over 40 per cent of
the reductions were in this group. This appears to indi-
cate that the downturn or slackening in agriculture in
1961 /62 was for the most part a consequence of short-

G This conclusivn—and many of those that follow in this sec.
tion-is drown from preliminary estimates, {or some forty coun-
tries, of the gross domestic product, its sectoral origin and its
use, Based, ns these estimatcs necessarily are, on partial data and
on broad indicators—limited for the most part Lo the major pri-
mary exporting countries—the reselts are to be regarded as sog-
pestive rather than definitive.

term climatic conditions rather than of a more per-
manent influence.

Some confirmation of this may be derived from the
fact that, in general, the northern hemisphere harvests
of 1962/063 were much more favourable than those of
the preceding year, so that in a number of countries,
supplies in the second half of 1962 were more abundant
than those in the first half. In several countries — nota-
bly in the Mediterranean area - however, supplemen-
lary supplies were obtained from abroad in the first half
of 1962, chiefly by way of food aid shipments from the
United States, This helped to sustain consumption
levels,

In the case of wheat, production in the primary ex-
porting countries in 1961 /62 was about 3 per cent below
the 1960/61 figure; only Latin America (chiefly Argen-
tina}) and southern and south-eastern Asia (chiefly
India) 1eaped a larger crop, while drought more or less
halved the output in Algeria, Morocco and Tunisia. In
the case of rice, a notable inerease in production be-
tween 1959/60 and 1960/61 was f{ollowed by a level-
ling out in the primary exporting countries as a group:
the 1961/62 crop in southern and south-eastern Asia
was barely 1 per cent above the 1960/61 figure and that
in Latin America about 2 per cent higher, and though
there were large gaing in Quler Europe and Oceania
these were offsel by a sharp reduction in the Middle
East (particularly the United Arab Republic). The
1961/62 barley crop in the primary exporting coun-
tries was about 10 per cent below that of 1960/61,
largely as a result of a reduction in North Africa and
Oceania. There was a small (about 3 per cent) increase
in maize production between 1960/61 and 1961/62,
thanks largely to good crops in the net exporting
countries of South America and southern Africa; pro-
duction in North Africa and Asia (notably Indonesia
and Turkey) was lower.

Table 2-7. Primary Exporting Countries: Distribution of Changes
in Agricultural Production
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nomic Co-operation and Development, Agricultural and Food Statistics (Paris, 1962); United States Depart.
ment of Agricuiture, The 1963 World dgricultural Situation, supplements No. 1, 4 and 5; table 2.8, below.
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The relatively poor out-turn of basie food crops in
1961 /62 was reflected in f1ade flows: exports were gen-
erally reduced and imports increased. There was a
sharp contraction in shipments of rice from Cambodia,
Thailand, Republic of Viel-Nam and the United Arab
Republic and of wheal and barley from Noxth Africa
and western Asia, while imports of grain from the
United States 1ose to almost $900 million in 1961 and
over 81 billion in 1962, the most notable increases be-
tween 1961 and 1962 heing in the receipts of southern

and south-eastern Asia (up over an eighth} and of the
Middle East and North Africa (up about a fifth).

Supplies were also supplemented later in 1962 by
recovery in domestic crops. In Lhe case of wheat, the
1960/61 output was regained in Notth Africa and sur-
passed elsewhere. In the case of rice, preliminary returns
suggest a further one per cent tise in production: there
was no increase in southern and south-eastern Asia but
a shaip recovery in the Middle East, most notably in the
United Arab Republic. There was also a recovery in the
barley harvest in North Africa and western Asia, though
because of Further declines in the southern hemisphere,
the total output of the primary exporting countries failed
to regain the 1960/61 level. Maize production regislered
a further expansion — of about 5 per cent in the aggre-
gate — lagging only in Spain and Turkey. The basic
food situation was thus somewhat better at the end of
1962 than at the beginning: the most serious lag was in
rice production in southern and south-eastern Asia
where the crop had barely increased in two seasons.

The output of centrifugal sugar in the primary export-
ing countries in 1961/62 was about 6 per cent below the
1960/61 level. The reduction — of about 2 million tons
~ was entirely in Cuaba; elsewhere, the changes were
mutually compensating and much smaller in absolute
terms. An 18 per cent increase in Africa was largely a
reflection of recovery in production in Mauritius; an 8
per cent reduction in Asia reflects lower output in China
(Taiwan) and Turkey. The decline in Asia was more
than offset by a substantial increase in the outpul of
non-centrifugal sugar, most notably in India. Notwith-
standing a further contraction in Cuba, the 1962/63
sugar crop in the primary exporling countries was about
2 per cent above the previous one: there were small in-
creases in all regions except the Caribbean and western
Asia where Turkish production again declined.

Changes in coffee production were dominated by
swings in the crop in Brazil. Production in the primary
exporiing countries in 1961/62 was about 7 per cent
above the 1960/61 level, largely as 2 result of a 6 mil-
lion bag increase in Brazil; gains elsewhere in Latin
America were offset by losses in Africa. The 1962/63
out-turn appears to have been more or less back to the
1960/61 level, the Brazilian crop having declined by 8
million bags and African production having increased
by 2 million hags. The 1961/62 cocon crop was about
3 per cent below that of the previous season and about

half that loss was recovered in 1962/63. The 1961/62
reduction was chiefly in Ghana and the Ivory Coast, but
the recovery was confined to the latter. Tea production
was slightly higher in 1962 than in 1901, mest of the
increase coming from Ceylon.

The 1961/62 oulput of oil-seeds in the primary ex-
porting countries was probably somewhat below that of
the previous vear, largely as a result of poor growing
conditions in South Fast Asia which affected the yield
of copra and palm kernels, especially in the Philippines,
and also of flaxseed in India. The Mediterranean olive
crop was also lower, particularly in Greece, Spain and
Turkey, vielding a 1962/63 oil output well below the
average of the second half of the nineteen fifties. Offsel-
ting these reductions to some extent were increases in the
ground-nut harvest in West Africa and in the output of
sunflower and other oil-seeds in Argentina. The Indian
ground-nut crop — by far the largest in the world — was
up sharply in 1961/62 but it receded slightly in
1962/63.

Among the non-food crops, there were small increases
in the output of tobacco, rubber and fibies, expansion in
some primary exporling countries being partly counter-
balanced by contraction in others. In the case of tobacco,
the principal gains in leaf harvested in 19627 wete in
Greece, India, Pakistan, the Philippines and the Ted-
eration af Rhodesia and Nyasaland but these were offset
in patt by reductions in Latin America and Oceania and
also in Indonesia and South Africa. There was a rise of
about one per cent in the output of rubber - a much
smaller increase than between 1960 and 1961: there
were smaller gains in Cambodia, Ceylon, the Federation
of Malaya and Thailand and these weie oflset in large
measure by 1eductions in Indonesia, North Borneo,
Sarawak and Viet-Nam.

Cotton production in 1961/62 was slightly {less than
2 per cent) above the 1960/61 level: increases in Brazil,
Greece, Iran, Spain, the Sudan and Turkey outweighed
1eductions in India, Nigeiia, Uganda and the United
Axab Republic. The 1962/63 harvest brought a recavery
in the latter group of countries which more than com-
pensated for reductions in the former and tolal primary
exporting countries’ output rose by 10 per cent to a
record fgure of over 21 million bales. The 1961/62
wool elip was also about 2 per cent above that of the
preceding yea:, the only significant expansion being
registered by Australia. The 1962/63 clip brought little
further growth, another small gain in Oceania being
oflset by fractional reduction in most other regions. The
inerease in hard fibre production was also of the o1der
of 2 per cent, Henequen cutput dropped below the 1960
and 1961 levels in Mexico; abaca output recovered par-
tially from the sharp contraction experienced in 1961 in
the Philippines; sisal output was up about 3 per cent,
largely as a result of an increase in Tanganyika The

“In the fArst haif in tropical end southern hemisphere coun-
tries, in second half in northern countries.




CHAPTER 2. RECENT TRENDS IN THE PRIMARY EXPORTING COUNTRILES 49

only fibre to record a substantial gain in 1962 was jute
and this represents a recovery after two very poor sea-
sons in India and Pakistan,

INDUSTRIAL PRODUCTION

In contrast to the generally poor agricultural oul-turn
in the 1961/62 or 1962 seasons, which was not always
made good by larger 1962/63 erops, mineral produetion
increased rather more between 1961 and 1962 than it
had between 1960 and 1961. This was particularly so
among the export commodities, which tended to benefit
from a revival of United States demand as well as a con.
tinuing high 1ate of absorptien in western Furope and
Japan.

In the case of the fuels, coal production was up 6 per
cent, lignite production up 3 per cent, petroleum pro-
duction up 10 per cent and natural gas production up
6 per cenl. These were all higher rates of increase than
in the preceding interval. Among the major coal pro-
ducers there were increases in Austialia (2 per cent),
China (Taiwan) (7 per cent), India (10 per cent),
Republic of Korea (27 per cent), South Africa {4 per
cent} and Turkey (4 per cenl} ; against these were con-
tractions in several of the smaller producers, but also in
the Iederation of Rhodesia and Nyasatand and in Spain
where there was 0 more or less compensating expansion
in the output of lignite. The principal increases in natu-
ral gas outpul were in Argentina (23 per cent), Mexico
(3 per cent), Pakistan (21 per cent) and Venezuela (8
per cent). The growth in petreleum production was
almost universal: the only exceptions weie Brunei,
where the Seria field is on the wane, and a group of
Latin American countries — Bolivia, Brazil, Colombia
and Ecuador. In absolute terms the largest contributions
to the total increment of about 50 million tons came
from Algeria (5 million), Argentina (2 million), Iran
(6 million), Kuwait {10 million), Neutral Zone (4 mil-
Hon), Nigeriz (1 million), Saudi Arabia (6 million)
and Venezuela {15 million}.

After yemaining almost stalic between 1960 and 1961,
the output of non-ferrous metals in the primary export-
ing couniries rose sharply between 1961 and 1962.% The
deminant element was an expansion ol about a Afth in
primary zinc (to which Australia and Spain made the
principal contributions}, but lead production was up 9
per cent {chielly from Australia and Mexico and in the
{ace of declines in India, the Federation of Rhodesia
and Nyasaland, Peru, Spain and Tunisia) as was tin
production (reflecting the opening of a new smelter in
Nigeria for handling local ores, as well as an increase
in the Federation of Malaya) while on a smaller abso-
lute scale was a 40 per cent rise in total aluminium pro-
duction in Cameroon, China (Taiwan), India and

8 Not all the rise was attributable 1o an increase in mining
activity; in the case of lead and zine, part of it was derived
from the smelting of ores that had been stockpiled when re-

straints were being applied to the amount marketed in 1960
and 1961

Spain. Aflter dipping slightly in 1961, aluminium pro-
duction also surged ahead again in the industrial coun-
tries — by between & and 9 per cent— much of the
advance being supported by increased bauxite supplies
from the primary exporting countries. The only major
non-ferrous metal to register relatively little advance
over 1901 in the primary exporting countries was cop-
per: production was affected by strikes in some mines
and elsewhere was kept under restraint in order to sus-
tain prices. In the aggregate, it was less than 2 per cent
ahove the 1961 level; reductions in Mexico, Northern
Rhodesia, Peru and South Afriea offset most of the
expansion in Australia, Chile, Indiz, Twnkey and
Uganda,

The one export mineral which registered a smaller
inerease in production between 1961 and 1962 than
between 1960 and 1961 was iron ore, demand for which
reflected the slackening in the rate of growth in steel
output in the industrial countries. Among suppliers of
European steel producers, output fell in Algeria,
Morocco, Portugal, Spain and Tunisia; among United
States suppliers there was a sharp contraction in Vene-
zuela; and among suppliers of Japan, oulput was re-
duced in the Federation of Malaya, Hong Kong, Re-
public of Korea and Thailand. These reductions almost
counterbalanced expansion in other countries.

Though mining production declined between 1961
and 1962 in a number of countries (inciuding Brazil,
Ireland, Kenya, Morocco, New Zealand, Peru, Philip-
pines, Portugal, Federation of Rhodesia and Nyasaland
and Spain} and remained {aiily static in others (includ-
ing Colombia, Cyprus. Ghana, Traq, the Fedeiation of
Malaya and Tunisia), there were large and wide-spread
gains which more than made up for this. These gains
were not only among the major petroleum producers
(notably Iran, Kuwait, Saudi Arabia and Venezuela)
but also in a number of other countries {including Aus-
tralia, China (Taiwan), India, Republic of Korea,
Pakistan, South Alrica, Thailand, United Arab Repub-
lic and Uganda) . In the less industrialized countries as a
group, mining production in 1962 was about 11 per cent
above the 1961 level.” and the increase was not far short
of that for all the primary exporling counlries taken
together.

The aceeleration in the rate of growth in mineral pro-
duction (mining, smelting and refining) was directed
almost entirely 1o external markets and is reflected in the
expansion in exports discussed in the first part of this
chapter, The lag in agriculture, on the other hand,
tended to have more immediate domeslic repercussions.
It reduced the rate of expansion in associated industries

9 United Nations, Monthly Bulletin of Statistics, May 1963,
page x. The “less industrialized countries” are defined as those
in which the per capite value added in manufacturing in 1958
was less than $125. They include Yugeslavia and all the primary
cxporting countries considered in the present chapter, with the
(;::f(:cpliun of Australia, Ireland, Israel, New Zealand and South
Afriea.
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— ginning, milling, expressing and so on — and by curb-
ing the growth in rural incomes tended to limit demand
tor the products of domestic industry. In some countries,
where there was need to divert scaree foreign exchange
for the purchase of supplementary food, it tended to re-
duce the expansion of imported supplies of components
and producer goods required as inpuls of local indus-
tries; this in turn was reflected in lower rates of utiliza-
tion of existing capacity and in some cases in delays in
completing investment in new facilitics. Thus there was
a discernible tendency [or the 1ate of increase in manu-
facturing production to fall behind those 1egistered in
the two preceding intervals. :

The increase hetween 1961 and 1962 in primary ex-
porting countries’ output of cement (5 per cent), steel
(5 per cent) and pig iron and ferro-alleys {7 per cent)
was in each case less than the corresponding increase
between 1960 and 1961, while the output of mill woven
cotton cloth (excluding hand loom production) was
actually Jower in 1962 than in 1961. The growth in
electricily production, however, continued at about 9
per cent a year.

The slowing down in the 1ate of expansion in cement
production reflects a much wider spread of declines than
there was between 1960 and 1961. There were reductions
in all regions: in El Salvador, Guatemala and Tamaica;
in Algeria, Mozambique, Nigeria and Uganda; in
Burma, China (Taiwan), the Federation of Malaya and
the Philippines; in Australia and New Zealand and in
Treland, For every such reduction, however —in about 30
per cent of the countries for which data are available ~
there was an increase of over 10 per cent, similatly wide-
spread. In the case of jzon and steel production, the
slowing down reflects reductions in output in Colombia,
Spain and Turkey and a much slower rate of increase in
India and Mexico; the largest 1elative gains were regis-
tered in the smaller producers, notably Argentina, Chile
and the Republic of Korea. The decline in cotton fabric
output was concentrated largely in India, though pro-
duction was also lower in Argentina, Mexico, Portugal
and Senegal, In the case of electricily the expansion was
again almost universal; the only reported cutbacks were
in Algeria, Ceylon and Madagascar. Despite this, the
advance in the primary exporting countries fell some-
what short of that achieved in the rest of the world (ex-
cluding mainland China) ; their share fell fractionally
to 6.1 per cent. This was also true of cement production,
the primary exporting countries’ share dropping slightly
to 15.5 per cent. In the case of steel, on the other hand,
the slackening in growth was more marked in the rest of
the world and the primary exporting countiies’ share
rose slightly to 4.6 per cent.

In southern and south-eastern Asia, manufacturing
production as a whole tended to level out during the
year: in the last quarter it was only about 2 per cent
above the corresponding 1961 figure and the average
increase for 1962 as a whole was about 6 per cent,

compared with 7 per cent between 1960 and 1961 and
as much as 12 per cent between 1959 and 1960. In Latin
America, where indusirial production {manufacturing
and mining) had been rising at about G per cent a year,
the increase between 1961 and 1962 was only about 1
per cent? TFor the less industrialized countries ss a
group the rate of growth in manulacturing slackened
perceptibly during the year: in the first quarter of 1962
output was about 5 per cent above the corresponding
1961 level, in the second and third quatters less than
3 per cent and in the final quarter only about 1 per
cent.*?

The most serious lag was in Argentina where, as a
result of shortages in supplies and industrial unrest, fac-
tory production dropped significantly in 1962. Manu-
facturing outpul was also lower than in 1961 in several
other countries {including Cambodia, Guatemala and
the Federation of Rhodesia and Nyasaland) while it
appears to have increased to a less extent than popula-
tion in a number of others (including Australia, Cyprus,
El Salvador, Kenya, Morocco, New Zealand and
Uganda). External imbalance played a part in these
lags, too. In Australia, industry was slow to recover
from the disinflationary measures taken to protect the
balance of payments in 1961; in New Zealand the re-
straints were being applied in 1962 and, except in the
food and transport equipment industries, output was
generally below the 1961 level.

At the other end of the scale, manufacturing output
expanded by an eighth or more in several countries
(including Israel, Republic of Korea, Pakistan, the
Sudan and Venezuela), paitly as a result of the estab-
lishment of new industries: sugar, textile and cardboard
in Sudan, for example, and steel in Venezuela. And rela-
tively high rates of manufacturing expansion were also
registered in Chile, India, Iraq, Syria, United Arab Re-
public and the Republic of Viet-Nam, reflecting the in-
creases in investment that had occurred in 1961 and
1960,

(CHANGES IN TOTAL SUPPLY

The results of these production changes are epit-
omized in table 2-8 which shows the movement between
1961 and 1962 in the major components of the gross
domestic product of forty primary exporting countries.
For 2 number of countries — particularly those in the
northern hemisphere - the crops taken into these ac-
counts are those reaped in the second half of the year,
that is, for agriculture 1962/63 out-turn is compared
with that of 1961/62. As implied earlier in this section,
the effect of this is generally to raise the index of pro-
duction increase -~ very considerably in those Mediter-
ranean countries in which 1961/62 harvests were par-
ticularly poor. Even so, in about 10 per cent of the

10 UInited Nations, Current Economic Indicators, vol. 3, Ne, 4,
page 13,

11 United Nations, Monthly Bulletin of Statistics, May 1963,
page x.
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countries considered, the gross domestic product was
fower in 1962 than in 1961 and in over 40 per cent it
failed to keep pace with the probable growth in popula-
tion of 2 to 3 per cent.

Compensating in some degree for these low rates of
increase were a {ew much higher rates. In a number of
countries domestic product in 1962 was 7 per cent or
more ahove the 1961 level in real terms; these include
niot only the North African countries and Turkey, recov-
ering from the poor cutcome of the previous year, but
also Israel, where there was a large increase in industry
and construction, and Venezuela where the stimulus
came chielly from increased demand for petroleum. And
in several important tiading countries — Australa,
Mexico, South Africa, Spain for example — an expan-
sion of 5 to 6 per cent was registered.

Between 1961 and 1962, the combined gross domestic
product of the primary exporting countries probably
rose by aboul 4 per cent. Since it was by approximately
that proportion that the quantum of impotls rose, it is
probable that, in the aggregate, the volume of physical
supplies available to the primary exportling countries for
domestic use and exports was about 4 per cent greater
in 1962 than in 1961.

While lotal domestic supplies and tetal imported sup-
plies expanded more or less equally, movements in indi-

vidual countries diverged widely. In about half of the
primary exporling countries imports were reduced, or
inereased 1o a significantly smaller extent than domestic
production, while in 30 per cent of the countries the
higher rate of expansion in imporls served to raise the
relative increase in total supplies.

In almost half the primary experting countries total
supplies increased less than populalion, that is, on the
average the volume of goods al the disposal of cach
person was lower in 1962 than in 1961. In a few cases —
notably Burma, Cambodia, Viet-Nam, where the 1961/
62 rice out-turn was poor - the lag in supplies oceurred
in the face of an expansion in imports. In a few cases
the movement in imperls paralleled that in domestie
product — in Argeating and Uganda both declined, in
Ecuador and India both registered relatively small in-
creases. In the majority of cases, however, a reduction
in imporls was a major factor holding down total sup-
plies, particularly in Brazil, Ceylon, Colombia, Guate-
mala, Iraq, New Zealand, Po:rtugel, the Federation of
Rhodesia and Nyasaland and Tanganyika, but also in
Chile, Ghana, Greece and the Philippines where it ac-
centuated the eflect of poorer crops.

At the other end of the scale, supplies were consider-
ably more abundant in about a filth of the primary ex-
porting countries. These included not only those whose

Table 2-8. Primary Exporting Countries: Indicated Change Between 1961 and 1962
in Total Supplies and Selected Components®
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Table 2-8 (continued)

Connlry® Agricufturen Indusiryt  Eleclricity tfﬁ;;:ﬁfc fmparise Tatal
product supplies!

Ceylon. B : - B -3 B
Greece w3 B D B 3 B
Feuador . ... .. .. C . . B B B
Rhodesia and Nyasaland B -B B A ~C -B
Venezuela D C C C A Cc
Colombia . B B C B —13 B
Mexico C B C C A B
Iran C C . . . .
Syria . .. I C ¥ F F I
Philippines . A B B A —B A
Trage D B B -~ B B
Sudans F D . C C C
Ghana. A A D A —k —B
Chile. -B C G B -D A
New Zealand B B C B -D A
Burmas., ‘ A A . A C B
China {Taiwan) . B C D B A B
Portugal B A B A —C A
Argentina A -G D —B —B -8B

Averageb 2 6 9 4 4 4

Souree: Bureau of General Economic Research
and Policies of the United Notions Secretariat;
Siatistical Office of the United Nations, Monthly
Bulletin of Statistics; Food and Agriculture Organiza-
tion of the United Nations, Monthly Dulletin of
Agricultural Economics and Statistics {Home); replies
10 the United Nations questionnaire of November
1962 on esonomic trends, problems of policies;
nutional publications.

* Besed on prciiminur?’ official estimntes of the
nationa! accounts or en indicators” derived from
official or semi-afficial statistics of production, trade
and transport. Where indicators were used, changes
in gross Semcsiic product nnd its components re-
flect changes, in real terms, in the output of il
the items of goods and services for which data were
obtainnble, combined in accordance with weights
derived from national accounts of recent years.
The indicated changes are necessarily lemtative,
being based in some cases on less than a full year's
figures, both for the sectors shown and for other
sectors [or which estimates were made. The symbols
indicate a percentnge range of increase or decrense
{(=):A=—1101;B=210 5;C=0610 10; D=1l
to 15; £=16to 20; F =21 send over.

b Countries are arsayed in ascending order of
movement in the trade balance from the largest

1962/63 harvests were so greatly superior to the
drought-reduced turn-out of the previous season—
Moroceo, the Sudan, Syria, Tunisia and the Urited Arab
Republic — but also [l Salvador, Israel and Spain
where a substantial increase in imports added signifi-
cantly to available supplies.

Among the one-third of the primary exporting coun-
tries in which there was a moderate increase — 1 to 4
per cent — in the per capila volume of total supplies,
imports were again a significant contributory factor in
most cases. In only a few countries — notably Mexico
and South Africa — did movements in imports tend to
offset the growth in domestic production. In Australia,
China (Taiwan), Ireland and Kenya imperts rese to

deterioration to the largest improvement, measured
in gach case by the change between 1961 and 1962
expressed ns a percentage of total lrade (exporis
{fo.b himports ¢if) in 1961,

¢ Including livestock, except in Burma, Ceylen,
Chile, Guatemala, India, Indonesia, Iraq, Pakistan
and United Arab Republie; excluding forestry and
fishing except in Argentina, Burma, Cambodin,
China’ (Taiwan}, Kenya, Kores (Republic of),
Malaya {Federation of}, Pakistan, Tanganyika, Thai-
land, Ugsanda and Viet-Nam (chu%iic of). The
crops taken into the 1962 gross domestic produet
are generally those harvesied in the second half
of the 1961762 season or in the first hall of the
1962/63 scason. The symbols therefore do not
always conform to chanpges between 1961/62 and
1962/63 crops.

¢ Manufecturing and mining.

e Quantum index.

I Weighted apgregate of gross domestic product
and imports; the weight atlached to imports was
derived [rom the national zccounts for 1959,

& Change between fiscal years: July/June for
Iraq and Sudan, Qctober /September for Burma,

b Production of countries for which symbols are
shown weighted by the output of the sector in
question in dellars in 1959

about the same extent as supplies produced locally,
while in Cyprus, Republic of Korea, Iederation of
Malaya, Pakistan, Thailand, Turkey and Venezuela, the
growth of imporis added appreciably to the volume of
supplies available in 1962

CHANGES IN CONSUMPTION, INVESIMENT AND ECONOMIC
BALANCE

The retardation in the over-all growth of supplies
aftected the course of both consumption and fixed capital
formation: the average increase in gross domestic ex-
penditure between 1961 and 1962 was appreciably
below that 1ecorded in the preceding interval. The lag
in agriculture in 1961/62 exerted its main effect on
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personal consumption in the first half of 1962; the
better 1962/63 crops in a number of counlries miligated
this effect as the year advanced. The general stringeney
of external liquidity exercised a restraining lorce on
imports; in some countries this tended Lo affect invest-
ment, especially where extra food imports had to be
paid for.

The propottion of primary exporting countries regis-
tering an increase in gross per capita consumption be-
tween 1961 and 1962 was rot much more than a third,
Consumption in the public seclor, as measured by avail-
able evidence of current government expenditure,
though not expanding as rapidly as in the previous two
or three years, seems to have 1isen almost everywhere
more rapidly than population, It seems probable, there-
fore, that there was no advance in per eapita personal
consumption in at leasl two-thirds of the primary ex-
porting countries, and that in about hailf the primary
exporling countries per capila personal consumption in
1962 was lower than in 196). The average indicated
increase in gross consumption in the thirty-nine coun-
tries listed in table 2-9 was about 3 per cent — barely
above the probabie growth in population, and subslan-
tially below the rate of expansion in the previous
interval.

The indicated increase in fixed investment was also
lower than between 1960 and 1961. Although a similar
proportion of countries {about 36 per cent of the total)
registered increases of over 10 per cent, relatively more
(over a fourth as against a fifth in 1961 and a sixth in
1960) 1egislered reductions. And in several of the
major primary exporling countries — Brazil, Mexico
and South Africa, for example ~ the expansion in in-
vestment was only marginal. Thus, at about ¢ per cent,
the average rale of increase between 1961 and 1962
was appreciably lower than in the two preceding
intervals.

The course of investment was directly telated to Lhe
availability of supplies. None of the countries in which
fixed investment was reduced registered an increase in
per capita supplies and half of them had a smaller total
volume of supplies at their disposal in 1962 than in
1961. Conversely, with only one exception, all the coun-
tries in which fixed investment expanded lo more than
the average extent — about 44 per cent of the 1otal —
enjoyed an increase in per capita supplies. In the first
group almost all countries registered & decline in per
capita consumption, an expansion in expoils and an
imprevement in the balance of trade. In the higher in-
vestment group, by contrast, about half the countries
achieved an increase in per capita consumplion and
though most alse increased their exporls, a majority
registered some delerioralion in the balance of Lrade.
In the intermediate group in which fixed invesiment in
1962 was moderately greater than in 1961, available
supplies were generally higher, even on a per capita
basis in a majority of countries, hut relatively more

went into consumplion: there were per capita reductions
in only a fourth of the countries.

Where supplies {ailed to increase between 1961 and
1962 — as in Argentina, Chile, Ghana, New Zealand, the
Philippines, Portugal, Rhodesia, Uganda and the Re-
publie of Viet-Nam ~ both per capita consumption and
gross fixed capital formation were generally reduced;
exports were less uniformly affected, but in only a third
of the countries in which there was no increase in avail-
able supplies did exports rise more than the 6 per cent
average. This reflects the fact that in general where
there was a contraction in supplies it was more often a
result of a cut in impotts or production for domestic use
than in the output of export commodities. In Uganda and
the Republic of Viet-Nam, however, a poerer out-turn
of export crops — cotton and coffee in the former, rice
in the latter — was a major factor depressing total sup-
plies as well as expoits. In Uganda, howeves, Tocal food
supplies were generally somewhal greater than in 1961
and prices declined. The Republic of Viet-Nam was also
exceptional in increasing its fixed investment, financing
the increase partly by a widening of the external defieit.
Fixed investment was also larger in Chile where inten-
sification of inflationary pressures — reflected in a sharp
acceleration in the 1ate of price increase — helped in the
diversion of 1esources [rom consumption. Notwithstand-
ing the increase in exports and more stringent control of
imports, 1the deterioraling internal balance induced a
steady depreciation of the escudo, culminating late in
the year in a formal devaluation. Much the same hap-
pened in Argentina, though here gross domestic expendi-
ture was reduced; the devalualion was early in the year
and the internal halanece was subject 1o additional strain
from strikes and rising unemployment.

In Ghana and Portugal exporls were also increased
and domestic expenditure cul. Here, however, the im-
provement in the external balance was notl accompanied
by any maiked delerioration in the internal halance. In
Ghana, indeed, domestic restyaints — ineluding tax in-
ereases as well as a cuthnck in gross capitat lormation —
tended 1o curb the inflationary forces which had
emerged in 1061,

In New Zealand, the Philippines and Rhodesia, there
was also a sharp cut in fixed capital [lormation, a modest
rise in exports and an improvement in the external hal-
ance brought about chiefly by controls over imports in
New Zealand, a devaluation of the peso carly in 1962 in
the Philippines and a further slackening in development
in Rhodesia. Retail prices continued to rise pently — at
about 2 per cent a year in New Zealand and Rhodesia —
but there was some acceleration in tie upward movement
of internal prices in the Philippines {ollowing the rela-
tively poor out-turn of 1961/62 erops and the rise in
the peso cost of imports.

Among the countries in which supplies increased
between 1961 and 1962, but Lo less than average degree
— as in Brazil, Burma, Cambodia, Ceylen, China (Tai-
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Table 2.9. Primary Exporting Countries: Indicated Change Between 1961 and 1962 in the Use of Supplies®
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Source; Buresu of Ceneral Economic Research and Policies of
the United Nations Secretariat; replies to the United Nations
questionaaire of Novemboer 1062 on economic trends, problems
and policies.

o In the absence of official figures many of the symbols in
this table are based on “indicutors” derived from national
statistics of trade, production and public finance, Where indi-
cators were used, changes in expenditure reflect “apparent dis-
appearance’” {production minus exf)orts plus i'mgorts, with due
allowance for inventory changes whenever possible). Consump-
tion was mensured by the apparent disappearnnce of major food
items, textile items, consumer durables and other items, weighted
in most instances in the seme way s the cost-of-living index.
Fixed cupital formation was measured by the apparent disappear-
ance of cement, stecl, machinery and major producer durables,
generally aggregated by value. In some countries an index of
construction activity was also used in assessing investment
changes. In most cases the indicators were computed in reel

(physical} terms: where values were used, they were reduced
to a constunt (1961) price basis by means of the most appropriate
available defiator, Where official estimates were used, they were
usually preliminary figures. In general, the indicators were based
on u comparison of Nigures for at lenst the first three quarters
of 1962 with these for the corresponding period in 1961. The
symbols indicate & percentuge range of increase or decrease (—):
A= ltol; B=2105; C=061t0 [0; D=1l to 15; E=16 to 20
=21 to 30; G=31 10 40.

b Countries are arrayed in ascending oxder of increase in the
cost-of-living index, averaging the change between 1961 and 1962
and the change during 1962,

o Change between 1960/61 and 1961 /62 (October-September).

4 Change between 1960/61 and 1961/62 (July-Junc).

« Indicated change in supplies, consumplion, fixed investment
and gross donestie expenditure for countries listed weighted by
the [959 gross domestic product, in current delars; changes in
exports for countries listed weighted by export values in 1961.
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wan), Colombia, Greece, Guatemala, India, Irag,
Mexico, Pakistan, South Africa and Tanganyika ~ the
characteristic change in the pattern of their use was a
decline in per capita consumption, a less than average
rise in fixed capital formation and a more than average
expansion in expoxts. In several countries — Burma,
Ceylon, Greece, Guatemala, Pakistan, for example —
gross consumption failed to increase above the 1961
level. This reflects a relatively low level of imports,
except in Pakistan, and a somewhat larger representa-
tion of export commodities in the increment in gross
domestic product. (In Pakistan, imports were at a
record level, helping to sustain a large increase in fixed
capital formation and though exports increased sharply
in volume in the wake of a larger jute crop they were
lower in value, jute prices having receded from the
abnormally high 1961 range.) In Burma and Ceylon
the increment in supplies went almost wholly inlo ex-
ports; fixed investment changed only marginally. In
Guatemala, fixed investment was reduced, but it is
probable that total capital formation was much the
same as in 1961 since part of 1961/62 production —
particularly of coffee — did not move directly into
exports but was held in port stocks. In Greece, as in
Pakistan, however, there was a marked expansion in
fixed investment and this was largely instrumental in
reversing the movement of prices which had been down-
wards in 1961,

In China (Taiwan}, Colombia, India, Irag and Tan-
ganyika indicated consumption increased between 1961
and 1962, but no faster than population. In all these
countries a higher proportion of supplies was devoted
to exports, narrowing the trade gap in the first three
and increasing the surplus in the other two. It was in
ihe first three — China (Taiwan), Colombia and India —
that there was a further, though moderate, expansion
in fixed capital formation. Equilibrium remained pre-
carious: internally, prices continued to tise, externally,
liquidity continued to decline, despite more stringent
control over imports and, in the case of Colombia, de-
valuation of the peso. In Iraq and Tanganyika, by
contrast, indicated investment was lower in 1962 than
in 1961 and internal prices remained fairly stable,
though external resources continued under strain.

In a third group of the countries in which total sup-
plies registered an increase of rather less than average
dimensions, the largest share of the increment generally
went to consumption, which rese by more than the aver-
age for all primary exporting countries. Indicated fixed
investment in this group — Brazil, Cambodia, Mexico and
South Africa — was very little higher in 1962 than in
1961. In Brazil a decline in construction largely offset
expansion in new plant and equipment, in Cambodia
and Mexico it was the new machinery component that
Ingged, in South Africa railway and mining investment
and residential building. Except in Mexico a smaller
proportion of available supplies was devoted to exports;

these dropped marginally in South Africa, substantially
in Brazil, as the gap between the coffee cruzeiro and
the free market rate widened, and in Cambodia in the
wake of a poorer out-turn of export crops. Despite the
narrowing of the trade gap, external liquidity declined
again in Mexico; it was also reduced in Cambodia and —
on o much more serious scale —in Brazil. In South
Africa, by contrast, there was a spectacular recovery —
reflecting a curb on imports and a significant expansion
in the oulput of gold. With the Government secking to
stimulate the economy after its lag in 1961, prices inched
stightly upward. There was also a slight rise in domestic
prices in Cambodia and Mexico. In Brazil, on the other
hand, under the influence of a depreciating cruzeiro
and a continuing steep rise in credit in both public and
prlivate sectors, the price increase accelerated markedly
and there was a sharp deterioration in internal as well
as external equilibrium,

Finally there are the countries which enjoyed an
over-average expansion in supplies. Almost all these
countries were able to increase their exports as well as
their domestic expenditure on consumption and invest-
ment; however, as the expansion in supplies derived
partly — and in some cases even mainly — from larger
imports, trade balances generally deteriorated.

In the minority group of countries registering an
improvement in trade balance were Kenya, Morocco,
Sudan, Syria and Venezuela. In the first three the prin-
cipal factor was agricultural recovery from the drought
of the previous season, in the other two there was a
significant increase in production of leading export
commodilics — wheat and cotton in Sytia, petroleum in
Venezuela. Consumption rose in all five countries but
probably not as fast as population in Kenya and the
Sudan where relatively more resources were devoled
to capital formation. The sharpest rise in fixed invest-
ment was in Syria, but in all five countries there was
an increase in the rate of accumulation of inventories —
a very large one where the crop swings had been widest,
causing a drain of stocks in 1961 and a rebuilding in
1962. The improved supply position was reflected in
lower prices in Syria and Venczuela, and also in the
Sudan in the 1961 /62 crop year though, with expendi-
tures continuing to expand, prices turned upward in
the second half of 1962. In Morocce, prices were at a
peak early in 1962; they declined as supplies became
more plentiful but began rising again later in the year.

In the other countries registering a substantial in-
crease in supplies trade balances deteriorated. In some,
however (including Australia, Ireland, Israel, Federa-
tion of Malaya and Spain) this did not prevent external
liquidity — fed from other sources - f{rom rising. In
these countiies theie was a considerable increase in im-
ports and only in the case of Istael, following the devalu-
ation of the pound eatly in 1962, was theie 2 commensu-
rate expansion in exports. Per capita consumption was
greater than in 1961 in all five countries, but capital
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formation generally increased relatively more. There
was an upward movement of wages in Ireland, Israel
and Spain and combined with the rise in demand {rom
other sectors, it induced a distinet acceleration in the
rate of increase in prices. This was absent in Australia
and the Federation of Malaya. In Australia, indeed,
unemployment, which had jumped in the wake of the
disinflationary policies pursued in 1960/61, was a mat-
ter of greatest concern; official action was generally
expansionary but the rate of unemployment was slow
in coming down and in early 1963 was still well above
the post-war average.

In the last group of countries —the Republic of Korea,
Tunisia, Turkey and the United Arab Republic — an
over-average increase in supplies was not suflicient to
prevent a deterioration in both the balance of trade
and in international liquidity. The strain was not the
result of any great increase in consumption: per capita
levels were just about maintained in all four countries.
The explanation lies more in the source and timing of
the expansion in supplies and — partly related — the rel-
ative volume of vesources entailed in gross investment.
In the Republic of Kozea, imports made a much greater
absolute contribution to the increase in supplies than
did domestic production — expansion in most scctors
being largely offset by a contraction in agriculture -
and the associated worsening of the merchandise bal-
ance was financed by drawing on reserves rather than
by an increase in aid and other receipts. The increase
in imports, compensating for the poor local crops, went
partly into consumption — which was restrained by a
sharp rise in prices — and partly into fixed investment
which was substantially higher than in 1961. In con-
trast to the Republic of Kozea, the other three countries
drew down stocks in 1961 and built them up very con.
siderably, with the swing in harvests, in 1962. The
reduction in liquidity induced primarily by the record
level of imporls — 1equired to sustain consumption in
the first half of the year as well as to support a large
increase in fixed capital formation — had, in effect, a
counlerpart in the accumulation of stocks.

Though there was an appreciably smaller increase
in domestic production to be financed in the primary
exporting countries as a group, there is little evidence
that, in general, the supply of money expanded sig-
nificantly less between 1961 and 1962 than between
1960 and 1961 or in 1962 than in 1961. Among the
countries for which appropriate data are avajlable, the
proportion in which the increase in average money
supply between 1961 and 1962 was greater than the
increase between 1960 and 1961 was about 56 per cent,
compared with about 36 per cent in which there was
some deceleration. The proportion with high (over 10
per cent} rates of increase — including such countries
as Bolivia, Brazil, China (Taiwan), Ghana, Greece,
Indonesia, Israel, Republic of Korea and the Sudan —
was little changed at rather more than 35 per cent, but

the proportion registering a decline fell away sharply
from 19 per cent to 5 per cent: between 1960 and 1961
Australia, New Zealand, Portugal and South Africa as
well as a number of Central American countries had
fallen into this category but in 1962, of this group
only New Zealand, where disinflationary measures were
still in force, registered a further small decline. Thus
there was a significantly higher proportion of countries
in the calegory of more normal ~ up to 10 per cent —
growth rate: 64 per cent in 1962 as against 47 per cent
in 1961,

Movements in the trend of money supply during the
year bear out this conclusion. The proportion of coun-
tries in which there was significant acceleration in the
rate of increase or reversal from a downward to an
upward trend was virtually the same (50 per cent) in
1862 as in 1961, but the acceleration occurred less
among the high rates of increase in money supply
{over 10 per cent a year) than among the lower rates
(see table 2-10). The proportion of decelerations was
slightly lower in 1962, but it included a number of
countries in which money supply had risen very rapidly
in 1961, notably Bolivia, China (Taiwan), Ghana,
Republic of Korea, Paraguay, Peru, Philippines, Syria
and Uruguay.

On the other hand, a marked aceeleration in the rate
of increase in money supply occurred not only in
countries in which lazger harvests had to be financed
(Moroceo, Nicaragua and Tunisia, for example) and
in countries in which reserves were recovering (Costa
Rica, Dominican Republic and South Africa for ex-
ample}, but also in a number of countries in which its
origin lay more in the inflationary expansion of do-
mestic credit (notably in Brazil, Chile, Indonesia, Israel
and the Republic of Viet-Nam). The continuing high
rate of increase in Colombia — and to some extent Spain
and the Sudan — also reflects domestic credit inflation,
though in Spain, as in Israel, 2 good deal of the in
crease in meney supply derived from the continued
accumulation of foreign currency reserves.

In the wake of improving trade balances, indeed,
the external sector was the main source of increase in
money supply in many countries in 1962, There was
also a wide-spread expansion in credit advanced to the
private sector. Much less expansionary was the public
sector. After two years of mounting foreign exchange
stringency, many Governments were much more re-
strained in their borrowing from the banking system.
Among the countries for which data are available, the
proportion of those in which there was a decline in
net government indebtedness during the year increased
from about 28 per cent in 1961 to about 35 per cent in
1962; the proportion in which there was a deceleration
in the rate of increase in indebtedness doubled (from
22 per cent to 44 per cent} and the proportion in which
a rise in indebtedness began or accelerated dropped
from 50 per cent to 21 per cent (see table 2.11).
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Table 2-11.

Primary Exporting Countries: Distribution of

Change in Government Budgetary Position®

Morvement in gorernment
indebledness in 1962 Tatal

Change in gosernment indelledness during 1962

us @ percentuge of gosernment
erpenditure in 1864

compared with that in 1961

] 40 11-15 Qwer 15
Change from 1ise to fall .. 4 Tuikey Dominican Republic  Sudan
Ireland
Smaller fall. .. ... ..., 4 Peru South Africa Israel
Larger fall 4 Greece Burma Parsguay
Portugal
Change from {all torise.... 5 Pakistan Yederation of Malaya Guatemala
New Zealand Venezuela
Smallerrise ... .. ... 15 China {Taiwan) Bolivia Haiti Colombia
Costa Rica Ceylon India Ghana
Tunisia El Salvado: Nicaragua UAR
Honduras
Spain
Syria
Largerxise... .. ......... 2 Republic of Korea Uruguay
Torar 34 1l 13 5 5

Source: Burenu of General Economic Research
and Policies of the United Nations Seeretariat,
based on Iaternational Monetary Fund, Interna-
tional Financial Statistics (Washingion, D.C) and

It is probable that among the countries not repre-
sented in table 2-10 the incidence of government deficits
was greater. In particular, among the omissions from
the table (for lack of relevant data) are the six coun-
tries that registered the most rapid rise in retail prices
in 1962 — Argentina, Brazil, Chile, Congo (Leopold-
ville}, Indonesia and Laos. In these countries, activities
in the public sector doubtless contributed to the strength-
ening of inflationary forces.

Movements in retail prices provide little or no evi-
dence of any over-all slackening in inflationary pres-
sures {see table 2.12). In 1962, as in 1960 and 1961,
about one-fourth of all primary exporting countries
recorded increases of over 5 per cent in cost of living
index; and in 52 per cent of these -- as against 40 per
cent in 1961 — the increase was over 10 per cent. In
about 40 per cent of all primary exporting countries
there was some acceleration in the 1ate of increase in
the cost of living in 1962; this was only marginally
higher than in 1961, Among the countries recording
price increases of over 5 per cent in 1962, however,
over 80 per cent experienced an acceleration in the rate
of increase, whereas in 1961 the proportion was about
two-thirds and in 1960 only half.

These results point up the diversity of conditions in
the primary exporting countries. The year 1962 was not
dominated by any single event or force or trend. The
impact of deteriorating terms of trade was much less
general than in earlier years. There were wide-spread
improvements in the balance of trade; nevertheless pay-
ments diffieulties were more acute than ever in some

national sources

4 As measured by net change-—claims minus de-
posits—in government dealings with the banking
systerm.

countries. Where trade deficits were reduced by import
cuts, there were often domestic repercussions, ranging
from minor shortages and price increases among im-
ported goods to serious under-utilization of industrial
capacily for lack of imported materials and components.
Some price increases came by way of imports: the cost
of rice was appreciably above the 1961 level, as was that
of wheat and sugar, while the unit value of manufac-
tures in international trade was up another 1 per cent,
More important in many countries was the poor out-turn
of 1961/62 crops which tended to raise the price of local
food. But the major price increases do not reflect mar-
ginal adjustments of individual components, but rather
an over-all imbalance between monetary demand and
available supplies, of long standing in most instances,
and rendered cumulative partly by the interaction be-
tween rising prices, rising wages and rising costs and
partly by the periodic injection into the economy of new
credit, including the means of financing government
expenditure,

For the countries sullering from this longer-term
imbalance — but not for the great majority of primary
exporting countries — 1962 hrought an increase in the
inflationary pressures and an accentuation of external
payments dificulties. In some of these countries, stabili-
zation programmes adopted in 1959 or 1960 and held
to in the face of mounting strains in 1961 were explicitly
or implicitly medified in 1962. Their sueccess had been
premised on increased production, but the gains regis-
tered either domestically o1 in exports {or hoth) were
not sufficient to absorb the expansion in money incomes.
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Table 2.12. Primary Exporting Countries: Distribution of Change in the Cost of Living®
Conlries in whieh, in relation to the carresponding period in 1961, the ensl of living index al the ende of 1962 was
Trend in 13620 Total
98 or less 99-101 102.10% 106-159 110120 aver 170
Trend continued. ... 26 Niger Australia Aden Bolivia Iszael
_ British-Honduras Barbados Uruguay
Tran Cambodia
Federation of Colombia
Malaya India
Mauritius New Caledonia
Netherlands New Zesland
Antilles Northern Rhodesia
Sierra Leone Peru
Tanganyika Portupgal
Tunisia Puesto Rico
South Africa
Southern Rhodesia
Trend reversed 20 Burma Iraq C{prus Mozambique Dominican Laos
_ Pakistan  Nicaragua El Satvador Republic
Surinam Tiji Istand
Syria Gibraltar
Thailand Greece
Uganda Guaternala
UAR Mexico
Venezuela
Rise decelerated . 15 Central Africa China (Taiwan) Teeland
| Ceylon Grenada
Ghana Nigeria
Hong Kong Senegal
Ivery Coast Turkey
Jamaica Republic of
Malta Gie&-Nam
Upper Volta
Rise accelerated. 23 British: Guiana Algeria Republic of Argentina
Costa Rien Angola orea Brazil
Ecuador Cameroon  Spain Chile
Honduras Chad Congoe
Ireland Gabon {(Leopoldville)
Kenya Philippines Indonesia
Madagascar Suden
Morocco
Trinidad and
Tobago
19 - a5 10 5 6

ToTAL 84 9

Spurce: Bureau of General Economic Research and Policies of
the United Nations Seeretariat, based on Statistical Office of the
United Nations, Monthly Bulletin of Statistics

» Usnally in Lhe principal urban centre or centres; referring,
in some cases, lo particular pepulation or income groups and, in
some cases, with restricted commodity coverage.

And the result was an accelerating internal price Tise
and externally a depreciating curiency. The end of 1962
found countries such as Argentina, PBrazil, Chile and
Indonesia greatly exercised by the problems of stabiliza-
tion, applying new restraints on imports and taking steps
to raise taxes, reduce expenditure and curb the expan-
sion of credit.

In most other primary exporting couniries concern
was less over internal instability than over the problem
of maintaining and increasing the rate of economic

1962 and the end of 1961 is
the end of 1961 and the end

b The chanpe between the end of
compased with the change between
of 1960

¢Tn most cases the average for the month of December, but
in some cases om earlier month and in some cases the average
for the lasl quarter

growth in the face of conlinuing foreign exchange
stringency. The respite that 1962 had brought to many
countries, halting the decline in liquidily, had been
achieved in part by means of restrainis on impor!s. But
in most cases, at least among the under-developed coun-
tries, a curh on imports is a curb on investment and
growth. Hence the importance attached to expanding
export earnings, and the increased altention being given
to the tole of export activities and import substituting
industries in development planning.
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Outlook™

The problems that were of most wide-spread concern
among the primary exporting countries in 1962 were
domestic agriculture and foreign exchange earnings.
Both are essentially long-term problems, but just as
their incidence was magnified in many countries in 1962
by the relatively poor resulis of the 1961 /62 harvest and
by the further slipping of primary commodity prices, so
1963 seems likely to bring some relief in both areas. On
the one hand, in many of the countries in which 1961 /62
crops had been particularly poor, 1962/63 craps are
estimated Lo be materially better. And on the other hand,
there was a distinet firming of commodity prices, be-
ginning towards the end of 1962 and continuing in the
early months of 1963, While these developments will
undoubtedly help to improve tie state of balance — both
internal and external — in the primary exporting coun-
tries in 1963, their impact is likely to be far from gen-
eral and may be quite temporary: the underlying prob-
lems will remain.

The agricultural decline and recovery were most
marked in Africa and the Mediterranean region and
here most of the countries entered 1963 in a much
stronger position than they had entered 1962: food and
fibre inventories were generally much higher and farm
prospects much brighter. Elsewhere the contrasts be-
tween 1962 and 1963 are more varied. In Oceania
1962/63 cereal crops were geneally well above those
of 1961/62. In Latin America, however, though maize
crops registered another 4 to 5 per cent increase in
1962/63 (despite a decline in Mexico), the output of
wheat and rice was very little above Lhe 1961 /62 level.

In southern and south-eastern Asia wheat production
increased somewhat more between 1961 /62 and 1962/63
than it had in the previous inter val, barley production
somewhat less; maize production recovered from a sek
back, but the over-all growth of crucial rice supplies
continued to lag behind the increase in population:
recovery in Cambodia and the Republic of Viet-Nam
was counterbalanced by reductions in the Republic of
Korea, Pakistan and elsewhere. Centr ifugal sugar pro-
duction in 1962/63 is estimated to be about 2 per cent
above the 1961/62 level : expansion is reported in al
regions except the Caribbean, where Cuban output is
again somewhat lower, and western Asia, where Turkish
output has also declined again. In the case of cotton,
1962/63 brought recovery not only to most African
producers, notably Nigeria, Uganda and the United
Arab Republic, but also to some major producers in
other regions — Argentina, India and Mexico for ex-
ample. In Brazil, Greece and the Sudan, however, the
large crop was in 1961/62 — the later one was substan.
tially smaller.

2 This section is based in part on replies received from Gov-
ernmeints to the United Nations questionnaire of November 1962
on economic trends, problems ond policies,

Though the main impact of the wide-spread drop in
production in 1961/62 was internal, in a number of
cases it did affect the international market. The prices
of many agricultural commodities rose during the year,
averaged more in 1962 thar in 1961 and continued
tising in the early months of 1063 (sce table 2.13).

Most spectacular was the rise in sugar prices, reflect-
ing the conjunction of low production in Cuba and
Europe and cuthacks in several other areas prompted by
the low price/high inventory position that characterized
the sugar market at the beginning of 1962. As European
as well as Cuban production is thought to have receded
further in 1962/63, a considerable drawing down of
inventories seemed likely in order to meet rising con-
sumption. As & result, a wave of speculation in futures
was set off, accentuating the eflect of a precautionary
increase in current buying: free market prices in the
first four months of 1963 averaged between two and
three times the corresponding 1962 figure.

There was also a sharp rise in robusta coffee prices,
induced largely by the poor out-turn of coffee in Africa
in the 1961/62 season, especially in the Ivory Coast. In
the first four months of 1063 they averaged over a
fourth more than in the corresponding portion of 1962,
This occurred in the face of a continying decline in
arabica prices and further accumulation of stocks in
Latin America. An even sharper rise in olive oil prices —
in April 1963 they were twice the corresponding 1062
figure ~ reflects the 1educed olive crops gathered in the
Medilerranean area in 1962, particularly in Greece, Por-
tugal, Tunisia and Turkey. Rice prices also increased in
1962 in the wake of the disappointing 1961/62 harvest;
and though they declined as supplies from the 1662/63
crop became available, they were generally still some-
what higher in the first quarter of 1963 than in the cox-
responding period in 1962. Cocon priees began to rise as
estimates of the 1962/63 crop began to indicate that
output in Ghana and Nigeria {and later Brazil) was
unlikely to reach the level of the two preceding seasons;
in the first four months of 1963 they averaged about 14
pet cent above the corresponding 1962 figure. A lag in
production in east Africa, and to a less extent Brazil, was
similarly responsible for an upsurge in sisal prices,
raising the average over the first four months of 1963
to almost 50 per cent above the corresponding 1962
figure.

Among the other commodities whose prices were
significantly higher in the eatly months of 1963 than a
year before were copra and palm kernels (output down
in 1962}, mutter and lamb {output down in 1962 in
New Zealand, the major exporter ), hutter {output down
in the principal exporting countries, Argentina, Den-
mark and New Zealand) and wool (the clip having
expanded very little since 1960/61) . The over-al] 1esult,
comparing the first quarters of 1963 and 1962, was an
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increase of 2 per cent in fals and oils, 6 per cent in
fibres and 8 per cent in foodstufls, On the average, the
price of all primary commodities moving in interna-
tional trade was up 3 per cent and that of the commodi-
ties exported by the under-developed areas about 4
per cent.

A reversal of the long downwaid drift of the prices of
most of the products on which the primary exporting
countries so heavily depend for their foreign exchange
earnings is 8 matter of major economic importance. It
will almost certainly serve lo increase export receipts
and improve the terms of trade in 1963. Assessments of
the implications of recent price movements, however,
need to be tempered by giving due weight to a number
of significant aspects of the situation which will affect
the amount and distribution of export earnings in the
months ahead.

First is the highly selective nature of the price in-
creases: as illustrated in table 2-12 they have been con-
fined largely to a range of foodstufls and fibres; few of
the raw materials and practically none of the minerals
were selling at higher prices in the early months of 1963
than a year before. Notable absentees from the list of
commodities whose prices have risen are the major ex-
ports of those countries in which a rise in import
capacity is most critically needed for halting the de-
terioration in economic balance; wheat, beef, linseed
and ground-nut oil (Argentina), arabica coffee and
cotton (Brazil), copper (Chile), jute (India}, rubber
and tin (Indonesia).

Second is the relatively low base from which recent
price increases have occurred. In very few cases — sisal,
lamb, olive oil — was the average 1962 price of the
affected commodities above the level of ten years
earlier. And in a number of cases the price had, for one
reason or another, been lageing behind that of com-
petitive commodities: robusta coffee prices had fallen
relative to those of arabica, copra relative to several sub-
stitutable oil seeds, merino wools relative to cross-bred
and carpet grades, maize relative to barley.

And third, and mest significant from the point of view
of the longer-term implications of these price changes, is
the fact that they were induced almost entirely by more
or less fortuitous developments on the supply side.
There is little evidence that demand has done more than
maintain ils previous rate of growth. In some cases —
probably cocoa, sisal, copra and robusta coffee for ex-
ample - this means that, there being less to export in
1963, earnings will not rise parallel with price. It is
only where the decline in production has been in the
net importing countries — as, to some extent, in the case
of sugar — that the price gain will not be offset at least
in part by volume losses. However, as the bulk of the
sugar moving in world trade is sold at prices not directly
related to those on the “free” market, the impact of the
upsurge in the latter on average unit values and aggre-
gate earnings is likely to be materially moderated.

The course of prices (and earnings) in the period
ahead will depend in large measure on the reaction of
producers to the price rise. In some cases — sugar and
butter for example — past experience suggests that the
response to higher prices is fairly rapid; bui no moze
may be required than an improvement in the weather.
These commodities were in serious surplus at the end of
1961 and could easily return to that state by the end of
1964. Where the recent lag in production has been
caused by plant diseases and institutional problems - as
in the case of cocoa, copra and sisal — the future course
of supply is less readily predictable. There are many
producing countries, however, and difficulties in one or
two, even if they are major sources of supply, are not
likely to inhibit expansion elsewhere.

In general conditions of abundance, moreover, con-
sumers also are often quick to react to higher prices,
partly by moving to substitutes, whether natural or man-
made. This is likely to act as a brake on the rate and
extent of price increases during the remainder of 1963.

While the underlying commodity situation does not
seem to have been significantly altered, however, the fact
remains that as a result of the changed balance between
production and consumption, even if only temporary,
the export earnings of the primary exporting countiies
as a group — and much more the earnings of countries
in which output has been well maintained — are likely
to benefit substantially in 1963.

To judge from the replies of Governments to the
United Nations Questionnaire on Economic Trends,
Problems and Policies, however, few primary exporting
countries are expected to receive significantly more for
their exports in 1963 than in 1962. New Zealand looks
forward to a somewhat better return from wool, Ghana
from cocoa {(because of higher prices) and timber
(from a recovery in volume}. Uganda, the United Arab
Republic and the Republic of Viet-Nam all expect to
increase exports in the wake of improved cotton and rice
harvests. South Africa hopes to at least maintain its
export earnings. The Republic of Korea on the other
hand expects to have less rice for disposal; so does
Thailand, where returns from rubber, tin ore, teak and
kenaf are also expected to decline. The Federation of
Malaya is also prepared for an increase in its current
account deficit with an expansion in the volume of rub.
ber exports — derived from the maturing acreages of
higher yielding trees - being more than offset by a drop
in price, together with a decline in shipments of tin and
iron ore. The Federation of Rhodesia is likely to ship
less tobacco, maize and chromite than in 1962. Colom-
bia expects to earn less from coffee and petroleum
EXPOTES.

Many primary exporting countries are secking to
strengthen export incentives. Apart from those that de-
valued their currency, or the export rates, in 1962,
several are offering tax remissions on goods exported.
Pakistan operates an export bonus scheme, tying import
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licences to export performance. The United Arab Re-
publie, avoiding further barter deals, is relying on a
reduction in costs, {ollowing the nationalization of the
cotton Llrade, and a 25 per cent premium on foreign
exchange receipts, The Philippines is also seeking to
diversify its export pattern geographically.

The corollary to the general expectation of continuing
diflicuity on the export side is continuing restraint on
imports. Among countries reporting, only Ecuador, the
Federation of Malaya, South Africa, Spain and Trinidad
are counting on & higher level of imports in 1963 than
in 1962, Llsewhere, higher tariffs, devaluation of cur-
rency and stricter licensing are intended to hold down
purchases, particularly of “finished goods”, “consumer
goods” and “non-essentials”. Almost everywhere prior-
ity is being given to raw materials and spares required
by domestic industry and capital goods needed for new
investmenl. Ghana has set the elimination of food im-
ports as a target. The United Arab Republic expects food
imports to continue in terms of arrangements made with
the United States under PL 480. India is confining im-
ports almost exclusively to the needs of defence and
development.

In many countries the 1963 import bill will depend
to a large extent on the availability of the means of
payment. Cyptus and Turkey are counting on a rela-
tively large inflow of public capital. Argentina has
arranged to defer 1epayment of debts owed to the United
States and western Furope. A number of couniries —
Ghana, the Philippines and the Republic of Viet-Nam
for example — are enacting measures to altract foreign
investment. South Africa, on the other hand, is expect-
ing a deficit on capital account with loan repayments,
private and publie, exceeding the infllow of new funds.
The Federalion of Rhodesia is maintaining exchange
control in order to regulate the outflow of capital. In
India and Pakistan, imports required for implementa-
tion of development plans are largely contingent on the
finance provided by consortia of industrial countiies,
the International Bank for Reconstruction and Develop-
ment and the International Development Association;
the combined amount is likely to exceed $1.7 billion in
1963.

Though heavily dependent on crucial imports of
capital goods, most development plans continue to be
based overwhelmingly on local resources. In general,
these plans conlinue to emphasize industrial activities,
offering new tarifl protection {as in Cyprus, the Philip-
pines and Venezuela) or fiscal incentives such as tax
holidays and low interest credit (as in the Philippines,
Thaitand, Turkey and Uganda} or both, and in many
cases promoted thiough special institulions such as de-
velopment corporations or industrial finance agencies
{as in Cyprus, Ghana, the Federation of Malaya and
Thailand).

While manufacturing continues to get high priority as

part of the diversificalion policy implicit in many de-
velopment programmes, an increase in the attention
given to agriculture is discernible in a number of coun-
tries. Cyprus is investing more in irrigation, as are
Iran and the Sudan in order to expand farm acreage.
Uganda has launched a campaign to raise the produc-
tivity of small farmers, by pest control and increased
mechanization, involving an extension of rural credit.
Thailand is intensifying its efforts to diversify agricul-
ture and raise yields. The Republic of Viet-Nam is also
shifting more of its investment resources to agriculture.

In South Africa the main stimulus to investment in
1963 wiil be in the public sector, particularly transport.
In Israel capital formation is being held steady — a cut
in housing offsetting increases in other sectors — as part
of a programme to contain the inflationary pressures
which were mounting in 1962; the programme also in-
cludes increased incentives to saving and 1estrainls on
credit, prices and wages. The Republic of Korea, though
expecting 2 sizable increase in private capital forma-
tion, also intends to hold down government investment
as part of a stabilization programme which includes
higher indirect taxes and a more progressive income tax.
The slowdown in development expenditure which was a
feature of stabilization measures in Iran in 1962 is likely
te be carried forward into 1963.

In Cambodia the 1963 budget has been cut by 20 per
cent in an eflort to contain the expansion in monetary
demand which characterized 1962. In Indiz a doubling
of defence expenditure has imposed new budgetary
strains, but it is being met in part by new taxes, hoth
direet and indirect, which are intended to reduce the
deficil, and in part by a new system of compulsory sav-
ings. New taxes have also been imposed in Argentina
including a 20 per cent surcharge on income tax and a
5 per cent tax on imports and on a number of farm
products — but the 1963 budget remains in substantial
deficit. This is also the case in Brazil where efforts have
been made to curb government expenditure in order to
reduce the large inflationary gap in the public sector.

The prospects for restoring economic equilibrium in
the countries which have got furthest out of balance do
not seem very bright in 1963. The probable inerease in
supplies — chiefly {rom domestic production, but also
from imports - taken in conjunction with the largest
feasible reduction in monetary demand still leaves a
formidable gap. Even if imports can be increased — and
in a number of cases this will involve further borrowing
and deferment of existing repayment obligations — the
problem of raising local output in the face of a switch
from an infllationary to a deflationary fiscal and mone-
tary 1égime remains Lo be solved.

In the majority of primary exporting countries, how-
ever, the state of economic balance is more amenable to
the sort of adjustments which are feasible within a rela-
tively short period. For most of these countries, 1963
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may well be a somewhat better year than 1962: opening
stocks of food and fibre are generally higher, interna-
tional Tiquidity generally somewhat grealer and pros-
pects for the availability of capital in various forms at
least as good, many commodity markels appreciably

firmer and prospects for demand for their exports gen-
erally brighter, In terms of institutions and pro-
grammes, moreover, most countries seem to have im-
proved their capacity to tackle the manifold problems of
cconomic development.



Chapter 3

RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

Industrial production eentinued to increase in 1962
at high rates in all the centrally planned economies of
eastern Furope. These increases, moreover, were gen-
erally higher than the rales of expansion planned for
this year, though in some countries the pace of advance
was slower than in the preceding year. Agricultural pro-
duction, strongly inflluenced by unfavourable weather,
however, declined in several eastern European coun-
tries; it increased only slightly in others. A significant
change in agiculture ook place in mainland China,
where production increased substantially after two
years of very low levels of outpul.

As a consequence of these changes, in most centially
planned economies, the growth of national income was
slower in 1962 than in 1961 The deceleration was par-
ticularly significant in couniries which experienced =
fall in agrieuliural preduction.

Investment activity in 1962, on the other hand, fol-
fowed a more diversified pattern; it accelerated in some
countries, while it grew at reduced 1ates in others. Retail

sales and personal consumption expanded at a somewhat
higher rate than in 1961 only in a few countries; in the
majority of the centrally planned cconomies, the ad-
vance slowed down.

The balance between supply and demand for con-
sumer goods seems to have deteriorated in some eastern
Luropean countries, largely under the impact of a fall
or insufficient growth of agricullural supplies. This was
reflected in specific shortages, especially of livestock
products, and has resulted in a rise in the cost of living
in several countries. In consequence, real wages rose
only slightly in most countries, and remained virtually
unchanged in others. In mainland China, the relation
between supply and demand and real per capita con-
sumption improved in 1962

Torcign trade of the Furopean centrally planned
cconomies expanded at an accelerated rate, while that
of mainland China seems to have deciined. although at
a slower rate than in the preceding year.

Developments in agriculture

CHANGES IN OUTPUT AND SUPPLY

Developments in agriculiure in 1962 were strongly
influenced by unfavowrable weather which had an ad-
verse effect on crops in virtually all centrally planned
cconomies. Fodder shortages resulting from inadequale
harvests of 1961 and 1962 were largely responsible for
ihe difficulties encountered in increasing omtput of ani-
mal husbandry. The adverse impact of these factors was
particularly marked in Poland and Czechoslovakia
where agricultural production declined by 8.5 and 6 per
cent, respectively. In Romania also, agriculiural produe-
tion appears to have declined. I Hungary, agricnitural
oulput remained al the level of 1960 and 1961. In Bul-
garia and the Union of Soviel Socialist Republics, pro-
duction increased by 2 and 1 per cent, respectively {see
table 3-1) . In all centrally planned countries, agricul-
tural production in 1962 was considerably smaller than
the targets set in the plans for this year.

The most signifieant change took place in mainland
China where agricultural production increased substan-
tially after two years of disastrously low leve! of output.
[t may be recalled that in 1961, despite some improve-
ment, the total oulput of grains in mainland China was
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belaw the level reached five years earlier; and bevause
ol the rapid growth ol population, the level of per capita
output was proportionally much lower. Although official
production data have not been announced, indirect evi-
dence based on ofliciul stalements and non-official esti-
mates indicates that in 1962 the output of grains scems
to have recovered the level reached hefore the “great
leap™ of 1958 and that of colten came close to this level.
Qutput of non-grain crops also improved, partly through
a rise of production on private plots allecated to the
members of collective farms in 1961 While the increase
in agricultural outpul resulied largely fiom improved
natural condilions, the recovery of 1962 was consider-
ably influenced by government policy and institutional
changes initiated in 1960 and 1961.

These changes, aimed al the elimination of factors
which contributed to the fall in agricultural output in
earlier years, were of a dual character. The aholition of
the commune system — in eflect, i not formally — and
the :estoration of former collective farms as basic pro-
duction units were associated with the setting up of an
incentive system linking the distribution of income with
production resulis and individual performance of the
members of collective farms. No less important was the
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Table 3-1. Indices of Agricultural Production, 1960-1962
{Preceding year == 100}

1968

Country and item 1960 1964 1562 Plun
Bulgaria
Gross agrieultural output 103.3 96.5 1023 1254
Crops S 101.8 90.7 105.2 -
Animal products 106.4 108.4 97.2
C=echoslovakia
Gross agricultural output 106,0 100.0 94.0 105.1
Crops — . - . 110.0 971 91,00 ‘.
Animal products. 161.0 1029 98.1
Hungary
Gross agricultural output . 95.1 100.7 100.0 109.2
Crops .. .. . 939 96.1 . .
Axnimal products. . .. 94.9 106.4
Poland
Gross agricultural output . 105.4 1104 015 1009
Crops o . 107.9 1116 85.8 97.9
Animal products 1019 1086 100.0 1055
Romania
Gross agricultural output. . ..o 101.6 108.6 112.0
CrOPS. v oo v 98.3 1034
Animal products .. ... oo 1094 118.7
USSR R
Gross agricultural output. 102.3 103.0 ‘101.3 125.0
Ceops. .. - 103.6 1016 0.4
Animal produets. . ... . ... .. 990 104.7 108.7

Soutrce: Reports on fulfilment of plans; national
statistical yearbooks and statistical builetins, and
replies of Governments io the United Nations

allocation of private plots to the peasanis with the right
to sell the products of these plots on recently opened free
markets. These measures aiming at increasing incentives
to work were complemented by an increase in the Taboux
force allocated to agricultural production; this increase
was made possible through elimination of or at least
considerable reductions in the large development proj-
ects using rural labour, as well as by the transfer to the
sural areas of great numbers of workers who during
1958 and 1959 had left the countryside for work in
industry. Another important contributing factor was the
diversion of industrial supplies from other sectors to
agriculture. While most of these measures had alieady
been initiated in 1960 and 1961, their full impact he-
came apparent only in 1962.

In the Soviet Union, the increase in agricultural pro-
Juction was brought about by the larger output of ani-
mal husbandry; crop production declined slightly.
Among other centrally planned economies of eastern
Europe, crop production 1ose in Bulgaria and Eastern
Germany, and to a lesser extent in Hungary; the rela-
tively large increase in Eastern Germany, however,
should be viewed against the fact that the harvest of
1961 was particularly poor. Output of animal husbandry
fell in all of these countries with the exception of
Poland, whete it temained close to the level of 1961,

questionnaire of November 1962 on economic
trends, problems and policies.
= Estimated.

In the Soviet Union, despite poor weather in several
major agricultural 1egions, production of grain, amount-
ing to 139.9 million tons, exceeded the 1961 figure by
4.4 per cent (sce table 3-2) and was somewhat higher
than the previous peak in 1958. Production of potatoes
declined, however, by as much as 18 per cent and that of
beets grown for sugar by 7 per cent; output of colton
and sunflower sceds remained near the level of 1961
Among other crops, significant increases were registered
in the output of pulses which nearly doubled, beet grown
for feed, and, judging {rom the data on state procure-
ments, of fruits and vegetables.

The rise in total output of grains resulted from a sub-
stantial increase in the sown area, which expanded by a
larger percentage than did output. The extension of the
area under wheat and pulses as well as under corn for
silos, and under some other crops was achieved largely
by the shift from the area under sown grass and fallow
land, although total area brought under cultivation alse
increased. Tn 1961, around 52 million hectares out of a
total of 221 million hectares of cultivated land were
under sown grass or lying fallow. In 1962, around 17
million hectares of this area were shifted to other
cultures, mainly wheat, feed corn, pulses, and heets
grown for fodder, leaving 35 million hectares for sown
grass and fallow land. The changes in the allocation of
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eultivated area {in millions of hectares) are shown in
the following table:

1064 1952

Total o . C220.7 223.4
Grain land . . . . 124.0 128.7
Whest .. . . 63.0 674
Rye .. . o 16.7 16.9
Barley . - . . 13.4 16.2
Onts. L 11.5 6.9
Corn» . o . 13.2 14.2
Othert. . S 6.2 7.1
Technical crops 13.6 14.3
Potatoes and vegetables 10.8 10.7
Pulses. .. - . . 4.3 7.2
Corn for silage. . . ... 125 229
Miscellaneous foddere . 3.3 4.9
Sown grass , . 36.1 273
Fallow land . . 16.1 74

Sonrce: See table 3-1.

» Includes area under corn for grair to be hasrvested before
ripening.

b Tncludes buckwheat, millet and mixed grains.

o (f which sugar beet for fodder, 1.3 in 1061 and 2 8 in 1962,

These changes represent the initial impact of a far-
reaching reform in the system of crop rotation which
was initjated in 1962 and is intended to be completed
within the next few years. The programme will even-
tually eliminate the grass rolation system of farming,
areatly restrict the practice of fallowing and reduce the
ares seeded to oats. The allocation of the areas thus
released for the cultivation of corn, sugar beets, peas
and beans is expected to result in a considerable tise in
the supply of fodder required for further substantial
increases in the output of meat and milk.

1t should be added that this programme could be con-
ceived as a continuation of the efforts launched in 1954
with a view to increasing the supply of fodder; these
efforts have aimed at increasing the area under maize
for the purposes of grain, silage and green feed.

From 1961 to 1962, grain output increased slightly in
Bulgaria and Czechoslovakia, significantly in Hungary,
and considerably in Eastern Germany. It declined by as
much as 13 per cent in Poland ard by 9 per cent in
Romania. These changes notwithstanding, in most of
these countries, the 1962 output was close to the 1955-
1959 average. It was significantly above this average in
Czechoslovakia and Romania. In Bulgaria, despite un-
favourable weather, average yields of both bread grains
and coarse grains were somewhat higher than in 1961.
Bread grain oulput was maintained at the 1961 level on
a 5 per cent smaller area, while output of coarse grain
was 7.4 per cent higher on a 5 per cenl larger area. Total
area under grain apparently declined somewhat. In
Czechoslovakia and Hungary, the increases in grain out-
put were due to better yields of coarse grains. In both
countiies, yields of bread grains declined. In Hungary,
output of bread grains declined by 2 per cent despite a
5 per cent increase in sown area, while output of coarse
grains tose around 10 per cent even though the area
undes cultivation fell by 2 per cent; the increase in total
area under grains was not significant. In Lastern Ger-

many, the rise in production was due to an increase in
yields of all major grains; the total sown area and its
distribution apparently underwent little change. In
Romania, output of fodder crops was particularly dis-
appointing although a larger area had been sown.

In Poland, a factor contributing to the reduction in
grain output was the 3 per cent decline in the sown area®
The decisive cause of the deciine was, however, the un-
favourable weather of 1962 which adversely affected all
giains except batley; the effect was particularly severe
on rye, Poland’s main cercal crop. Output of bread
grains declined by 16 per cent and that of coarse grains
by 7 per cent, the area under each of these crops having
declined at an equal rate. The considerable reduction in
grain outpul necessitated additional imports, thus com-
plicating Poland’s balance of payments position. In
1962, grain imports exceeded considerably the all-time
peak reached in 1961 and they are scheduled to increase
further in 1963.°

Among the major other crops, sugar beets and pota-
toes showed poor results in all centrally planned econ-
omties except in Lastern Germany. Of particular signifi-
cance was the decline in Poland, where however bumper
harvests were gathered in 1961. In Bulgaria, excellent
crops of tobacco, the oulput of which 1ose 89 per cent
exceeding the peak of 1959, and the 25 per cent rise in
output of fruits contributed significantly to the increase
in total output of crops and to higher export receipts.

The gain in output of livestock products in the Soviet
Union was due mainly to an 8 per cent increase in the
production of meat which, after reaching a peak in 1959,
fell in 1960 and only partly recovered in 1961. The
1962 output of meat exceeded that of 1959 by more than
5 per cent (see table 3-3). Progress in milk and egg
production, rapid in the previous years, was relatively
slow in 1962 The gain in milk production was brought
about by an increase in the number of livestock (see
table 3-4); yields have declined slightly. In the other
gentraily planned economies, the poor performance in
the livestock sector reflected a reduction o1, in the more
favonrable cases, an unchanged level of output of all
major products. In Eastern Germany, output of meal,
milk and eggs declined very considerably, the former by
as much as 22 per cent. The number of cows fell by 4
per cent and that of pigs by 10 per cent. During the
second half of 1962, slaughtering had to be restricted in
order to keep up livestock numbers. In other countries,
Tivestock numbers and production of meat seem to have
been generally maintained in 1962 despite poor fodder
supplies. Output of milk declined, however, in Czecho-

t The arez sown under grains in Poland has, in fact, been
declining since 1958 at the following annual percentage rates:
1059: 2.8; 1960: 1.2; 1961: 3.0; 1962: 29,

2 While output of grain fell from 154 to 13.4 million tons,
imports of grain, which amounted to 18 miilion in 1960 and to
2 milkion in 1961, reached 2.5 million tons in 1962, Although the
plan for 1963 anlicipates an output of 14.9 million tons, the fall
in production in 1962 made it necessary to plen e still larger
volume of imports for 1963, amounting to 2 85 million tons.
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Table 3-4. Livestoclk Numbers,® 1960-1962
{Millions)
Cattle
Country and period
Tolal Cates Pigs Sheep

Bulgaria

1960 . o 1.45 55 2.55 9.33

1961 . - A .. 158 60 2.33 10.16

1962, . ... ... . .. .. - L N

zechoslovakia

1660 . o A 1 2.05 5.96 65

1961 .. .. e 4.52 2.06 5.90 60

1962 .. .. S ... 45l 2.06 53
Eastern Germany

196G .. . 4.68 2.18 8.32 2.02

1961. o A" 47§ 2.17 8.86 1.93

1662 . o .. 451 200 8.05 o
Hungary

1960 .. . . . 197 91 7.30 2.38

1961 . S o 2.02 90 8.42 2.64

962 . . 2.00 B85 .77 2.85
Poland

1960 . o oo . 870 5.89 12.62 3.66

o6 . . o 9.17 592 13.43 3.49

962 ... ... ... ... ... 959 6.02 13.62 3.30
Romania

1960 .. . ... 453 2.24 4,30 11.50

1961 . ... .. S o 471 2,14 467 12.28

w62 . . Y.
USSR

1960 . . AU . 758 34.8 58.7 140.3v

1961 S . 821 36.3 66.7 144 .50

1962. B o 86.8 379 69.7 146 .3v

Source: See table 3-1.

s Based on end of year counts in Bulgaria,
Cyechoslovekia, Romania and the Soviet Union;
December count for Eastern Germazny; Cctober

slovakia, owing to a fall in yields, and possibly in
Hungary, owing to a reduction in the number of cows.
Production of eggs declined everywhere except Czecho-
slovakia.

In the Soviet Union, state procurements of all major
products rose proportionally more than output and ex-
ceeded the levels attained in the preceding years (see
tables 3-2 and 3-3). For grain, however, the procure-
ment in 1962 was still somewhat below the peak reached
in 1958. Procurement of meat increased by 18 per cent
and rteached a record level. In the other centrally
planned economies, procurements of grain showed little
change, except in Poland where they declined to an even
larger extent than did output. Procurements of meat
increased by more than 16 per cent in Hungary, by 5
per cent in Czechoslovakia and by 3 per cent in Bul-
garia. In Poland, the increase was less than 2 per cent.
In Eastern Germany, procurement fell by some 10 per
cent; the decline was, however, half as much as in out-
put. Changes in the volume of procurements of milk and
eges were generally in line with the changes in output.

State investment in agriculture continued to expand

ecount in Hun at&' except for sheep (March); July
census for Poland.
b Inciuding goats.

at a high rate in most centrally planned economies in
1962. In the Soviet Union, state investment, mainly allo-
cated to state farms, rose as in the previous year by 22
per cent — that is, at a 1ate considerably exceeding that
of the increase in total state investment. The proportion
of investment allocated to agriculture declined in a num-
ber of countries, however, as investment by collective
farms lagged following the slowing down of the growth
of agricultural income. The use of fertilizers expanded
considerably in Czechoslovakia, Hungary and Poland,
the percentage increases being 15, 25 and 12, respec-
tively. In the Soviet Unien, output of fertilizers rose
13 per cent, compared with 11 per cent in 1961. In
Bulgaria, the 5 per cent rise in consumption of fertilizers
was not suflicient to regain the level reached in 1959.
The stock of tractors in use expanded 18 per cent in
Poland and by 10 and 8 per cent, 1espectively, in
Romania and Bulgaria.

PoLicy MEASURES AND INSTITUTIONAL CHANGES

Important steps to encourage investment of collective
farms and to stimulate production, particularly of live-
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stock products, were undertaken in Bulgaria and the
Soviet Union. In both countries, investment of collec-
tive farms during vecen! years was not increasing at a
rate considered necessary for the achievement of out-
put targets; in part, this was explained to have been
caused by the inadequate level and rate of growth of
income,* Moreover, in both countries, the prevailing
relationships belween prices received for some agricul-
tural produets, especially for animal husbandry and
other agricultural products, were such as to render the
former greatly unprofitable.! In order to stimulate out-
put and raise investment of the collective farms, prices
paid to these farms for state procurement were increased
in the Soviet Union as of 1 June 1962 by an average
of 35 per cent for caitle, pigs, sheep and poultry, by
10 per cent for butter and by 5 per cent for cream.’
The increment in money income of collective farms due
to these increases was officially estimated at 1.2 billion
roubles on an annual basis, amounting to some & per
cent of their money income in 1961. In addition, be-
ginning with the erop of 1963, the purchase price of
cotton delivered by collective farms was raised by 20
per cent and by state farms by 12 per eent. Further-
more, in order to increase the inducement lo invest,
prices of several producer goods, such as tools, repair
patts, construction materials, metals and metal prod.
ucts, were reduced at the end of 1961 and in the begin-
ning of 1962. The total savings, due to these price
veductions, together with the cut in {arm taxes, were
estimated at 1,15 billion roubles.

In Bulgaria, procurement prices of a variely of agri-
cultural products were significantly increased as of 30
Tuly 1962, and prices of some producers’ goods pur-
chased by the collective {arms were reduced.” In addi-
tion, income laxes paid by collective farms were re-
duced by an average of around 20 per cent. It was also
decided to introduce some form of guaranteed minimum
remuneration for work in the collective farms.

Eastern Germany was another country where signifi-
cant adjustments in procurement prices of agricultural
products in particularly scaice supply were made in
the course of 1962. The abolition of the differences
between prices paid for obligatory deliveries and free
sales to the State of potatoes resulted in an estimated

4 Investment of collective farms ameunted to 3.53 billion
roubles in 1959, 3.17 billion roubles in 1960, 3.16 billion roubies
in 1961 and 3.4 billion roubles in 1962. The changes reflected in
these data were, however, influenced by the reduciion of the
size of the collective farm sector resulting {rom the transforma-
tion of o number of collective farms inte state farms A rough
estimate allowing for changes in the size of the coliective farm
sector indicates that the decline in investment in 1960 was much
smailer than it would appear from the non-adjusted data quoted
above, and was followed by an inerease in 1961 bringing the
Tevel of investment of this year to that of 1959,

In Bulgaris, investment of collcctive farms (in millions of
leva) amounted to 251 in 1959, 245 in 1960 and 272 in 1961

+In 1960, the ratio of prices received by the collective farms
from the State to their costs—the wage compenent of which was
celeulated on the basis of wage cest of the state {arms—was as
follows: cereals, 1.55; potatoes, 1.47; milk, .86; cattle, pigs and
poultry in live weight, .64, 67, and .59, respectively.

one-third increase in the average prices paid for this
commodity to collective farms. In August, new prices
for slaughter pigs, applicable to deliveries above obli-
gatory quotas, came into effect, raising the average
price of procurements by about 13 per cent. For state
farms, an increase in purchase price for the same prod-
uct of 27 per cent became effective from January 1963,

Important changes in planning and management of
agriculture were introduced in Eastern Germany, Ro-
mania and the Soviet Union with a view to strengthen-
ing the link between the producing units and state
economic organs and to enhaneing their role in pro-
moting the expansion of agricultural production.

In the Soviet Union, the basic innovation consisted
of the establishment of “territorial kolkhoz-sovkhoz
production boards” entrusted with the supervision of
state and collective farms, each board being responsible
on the average for 30 to GO farms. The task of the pro-
duction hoards is to stimulate the rise in productivity
through improvements in technigques and in internal
organization of work of collective and state farms. They
are also responsible for the preparation of production
plans, for the formation of stocks of agricultural
produce for deliveries to the State, and for the prepara-
tion and introduction of incentive methods of remunera-
tion of farm labour. The boards will have under their
supervision laboratories, veterinarian and experimental
stations, and other specialized units responsible for in-
troduction and dissemination of modern techniques of
land cultivation and animal husbandry. They are also
expected to improve the specialization and division of
work among the farms and inerease the degiee of co-
ordination in planning and production of agriculture.

The territorial production boards will be supervised
by regional agricultural committees which, in turn,
will be responsible lo apricultural committees of the
republics, and the latter to the agricultural committee
of the Soviet Union. An important aspect of this reform
is that, while in the past the only obligatory targets set
for collective farms were delivery quotas, the terri-
torial production board will plan and direet agricultural
activities in their territories, and that a preduction plan
elaborated by the collective farms under the supervision

5 Prices paid to state farms were fixed at 10 per cent below
the level of the new prices paid to the collective {arms. Tt will be
noted that the function of producers’ prices paid to the state
enterprises differs basically from that played by prices paid to
collective farms. The remuncration ef workers in state farms
consists of wages which, as in the case of industrial employcees,
does not depend on the price of the output. Moreover, cost per
unit of output in the state farms is generally lower than in
collective furms end their investments are largely financed by
budgetary grants.

¢ The percenlage ncreases in prices paid to the cellective
farms were ns follows: cow milk, 9; poultzy, 13; eggs, 11;
tomatoes, 18; paprika, 6; onions, 32; berries, 27.

Among goods for which data are available, prices for petro-
leum products were reduced on the sverage by 46 per cent and
prices of fertilizers and pesticides by 25 per cent. Prices paid
by the collective farms for building materials and some other
industrial products were lowered to the levels ot which they are
sold to the stale enterprises.
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of the new boards will represent a firm commitment.
The intreduction of this new system of management of
agriculiure was motivated by the need to bring about
radical changes in the technique and internal organiza-
tion of work which apparently could not be achieved
under the conditions prevailing before the relorm. Un-
like in the recent past when production decisions of
colleetive farms were not submitted to direct control
of higher autherilies, the basic task of the agricultural
administration under the new system is to direct the
production of both coliective and state farms.

The governing councils of the territorial production
boards are composed of chairmen of the collective
farms under their supervision as well as of local party
and state officials. Their task is not to supplant the col-
lective farm assemblies and their chairmen in planning
and management, hat rather to assist, influence and
control their activities in order to bring them inte
greater conlormity with the general state policy.

The importance attached 1o the strengthening of the
direction of agricuitural activities has been refllected in

the recent reorganization of the communist party which
has led to the crealion of separate organizational units
and committees for agriculivre and industry. This func-
tional division within the party parallel to the division
of the state economic organs inle sovnarkhozes dealing
with industry and territorial production boards dealing
with agriculture was largely aimed al increasing the
aclivity of the parly organizations in the agricultural
sector lo which Insuflicient attention was paid before
the creation of separate agricultural units,

The reforms in Romania and Eastern Germany were
similar in many respects to those which were introduced
in the Soviet Union. Their common characteristic was
the creation of territorial production boards responsible
for the planning and direction of productive aclivities
of the farms, although their Hnks with the higher author.
ities were established differently. Thus, lor instance, in
Romania, the territorial boards are subordinaled to
local administrative bodies and not, as in the Soviet
Union, to special agricultural committees. Similar re-
forms are contemplated but have not yet been intro-
duced in Czechoslovakia.

Developments in industry

CHANGES IN OUTPUT AND EMPLOYMENT

In contrast o developments in agriculture, industrial
production continued to expand at high rates in 1962.
The rates of increase achieved during this year ranged
from 6 per cent in Ceechoslovakia and Eastern Ger-
many o about 15 per cent in Romania, and were gen-
erally higher than the rates of expansion planned for
this vear. Only in Czechoslovakia did production fall
considerably short of the 1962 target {see table 3-5).

During 1961 and 1962, the rates of increase in in-
dustrial production were smaller than in 1960, indicat-
ing a certain slowing down of industrial expansion. In
1961, the slowing down was apparent in all countries
under 1eview; in 1962, a [urther deceleration occurred
in Czechoslovakia, Hungary, Poland and Romania. The
rate of industrial growth has 1emained practically un-
changed in Bulgaria, Eastern Germany and the Soviet
Union. In maintand China, though data are lacking,
indirect evidence seems to indicate that, under the im-
pact of improvements in agricultural output and ol a
more realistic reallocation of resources between various
industiies, a process of recovery from the reduced level
of the preceding two years was laking place.

The developments within the industrial sector were
influenced by the changes which occurred in agricul-
ture and foreign trade in the course of the year as well
as by the cumulative results of certain developments
in the industrial sector itsell during the preceding
years. The poor performance of agriculture in 1961 and
1962 contribuled, in several counlries, to decelerating

the industiial growth both directly, through its effect on
industries processing agricultural raw materials, and
indirectly, through its eflect on exporis and thus on the
ability to import industrial raw materials and equip-
ment.

The situation in the industrial sector in 1962, as dux-
ing the preceding years, was also influenced by the ac-
cumulation of stocks in some industries and of shortages
in others, resuiting in many instances from insulficient
co-ordinalion between the growth of various inter-
connected industries and [oreign trade owing to inade-
quacies in planning and in implementation of plans. No
less significant was the non-fulfilment of plans for put-
ting into operation of new capacity which obviously had
a decelerating effect on the growth of industrial pro-
duction.

The eflect of these factors on the industrial situation
was by no means identical in all countries. In the Soviet
Union, which, in view of ils size, the richness and
variety of its natural resources and great diversifica-
tion of industrial eutput, is less dependent on [oreign
trade, developments in industrial sectors were relatively
smooth. Similaily, the two least industrialized coun.
tries of eastern Burope, Bulgaria and Romania, were
able to achieve very high rales of industrial expansion
without any signilicant disturbances. In the more in-
dustrialized countries of the region, however, such as
Eastern Germany, Czechoslovakia and Poland, serious
difficulties became apparent — in Lastern Germany, in
{act, already in 1961
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Table 3-5. Changes in Gross Industrinl Output,® 1960.1962

(Perventuge change over the preceding year)

1962
Country 1660 1861 1962 Plun
Bulgaria 138 11.7 11.1b T.db e
Crechoslovakia 11.7 89 6.2 G .0
Fastern Germany 8.2 5.9 6.1 6.4
Hungary 12.4 16.4 8 .54 8.00
Poland. 111 10.3 8.4k 7.8v
Romania 0.8 15.5 14.7 135
LIS5R. 100 9.2 9.5 8.1

Source: See table 3.1

% Pnless otherwise indicated, the data refer 1o
tetal industry iocluding state, co-operative and
private industry, mostly consisting of small handi-
crafts. Data for Enstern Germany exclude handi-
crafis.

b State and co-operative industry

¢ Derived on the basis of the actual owiput fig.

it is true that these developments were not reflected
in the indices of industrial production in Eastern Ger-
many and Poland which were able to meet the glebal
tavgels set for 1902, Only in Czechoslovakia where the
situation deteriorated more than in the other countries
did the production data indicate that industrial cutput
[et]l considerably short of the target. But the import-
ance of these developments was clearly reflected in the
far-teaching alteration of the plans of these countries
for the {ollowing vears. Czechoslovakia and ELastern
Germany abandoned their long-term plans three vears
ahead of their completion, and decided to start their
new long-term plans in 1964 after an inlermediale year
devoted to readjustments and elimination of imbalanees
necessary for the preparation of the ground for further
cconomic growth. In Poland. the current Five-Year Plan
has been retained, but far-reaching alterations in invest-
ment programmes for the remaining years have been
intrtoduced; these involve drastic reductions in some
sectors — mainly in non-productive sectors and in con-
sumer goods industries — and substantial increases in
others. The rate of increase in industrial production
planned for 1963 was reduced in Poland 10 5 per cent
as compared te an 8 per cent increase in 1962 In
Czechoslovakia, the deceleraiion was nmiuch more dias-
tic, as the rale planned for 1963 was set ai an unprece-
dentedly low level of less than 1 per eent,

The fall in agricultural production in Czechoslovakia
and in Poland had a particularly depressing effect on
the ability to import industrial raw materials and equip-
menl. In Czechoslovakia, export revenues and the ability
to import were alse influenced by the fact that mainland
China was not prepared to accept the deliveries of pre-
viously ordered machinery and equipment because of
shortages of exporiehle goods and the modifications in
its indusirial plans. As the goods earmarked for export
to mainland China consisted largely of compiete plants
and equipment produced according o particular speei.
fications, they could not be exported to other countries;

ures and the reported percentage of plan fullilment.
The originally publi:—ll:cd tarpel was 9.9 per cent.
It is not elear whether this discrepancy 15 due to
diffcrences in coverage or to a revision of the plan
in the courze of the year.

4 Original plan. The target set for 1962 was re-
duced in the course of the year,

not could they, in all cases, be utilized domestically,
{n addition, there were also dificulties of a more last-
ing characler, especially in the trade with western
Europe. In Peland, the ability to import was consider-
ably affected by a {urther deterioration in the terms
of trade, largely as a result of the decline in prices of
{aod and coal which figure prominently in export trade.
Furtheimore, Czechoslovakia, Fastern Germany and
Poland were not able 10 altain the goals set in their
plans for export of machinery and equipment to private
enterprise economies. Importation of geods required
for domestic indusiry was also aflected by the non-
fulfilment of plans for production of geods earmarked
for experts to other centially planned economies. In
Poland, for example, exports of machinery to the Soviet
Union were hampered by delays in the completion of
investment projects and, therelore, in the production
of the required goods. The abilily to impo1t, especially
in Czechoslovakia, was also influenced by the credits
granted to other countries.

In Czechoslovakia and Poland, the process of read-
justment within the industrial sector and between in-
dustiy and loreign trade necessitated by the develop-
ments culminating in 1962 has only begun. In Eastern
Germany, on the other hand, certain steps in this direc-
tion had already been iniliated in 1961; this process
was greally [acilitated by the credits {rom the Soviet
Union.

As already stated, the emergence, and even accentua-
tion, of imbalances in the process of econemic expan-
sion was not confined to Czechoslovakia, Eastern Ger-
many and Peland only. But for a variety of reasons
— particularly their relatively large dependence on foi-
eign trade and the complexity of their industrial struc-
ture — their impact on industrialt development was much
greater in these three countries than elsewhere. For
instance, the Soviet Union, because of its small depend-
ence on foreign trade, and Bulgaria and Romania, be-
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cause of a much lower level of industiialization, are less
vulnerable to disturbances caused by inter-industry
imbalances than are Czechoslovakia, Eastern Germany,
Hungary and Poland. It is, therefore, significant that the
developments in Hungary were recently relatively un-
disturbed despite certain imbalances similar in nature,
though not in magnitude, to those existing in other coun-
tries. This difference arose largely because in this
country the process of readjustment and of co-ordina-
tion of output of various industries and foreign trade
was started at an earlier date, and was associated with
certain reforms in planning and management which
proved to be effective.

Within the producer goads sector, output of electric
energy increased in virtually all countries at higher
rates than did industrial production (see table 3-6).
Moreover, the situation in this sector was favourably
influenced by the integration of the electiic networks
in Czechoslovakia, Eastern Germany, Hungary, Poland
and the Ukraine into a common system which made it
possible to adjust the allocation of energy to the fluc-
tuations in outpul and consumption in various coun-
tries, In the centrally planned economies taken as a
group, output of oil and natural gas has increased at a
higher rate than has the output of coal, largely as a
result of changes in the composition of fuel output in
the Soviet Union and a rise in oil production in Ro-
mania. The construction of an additional segment of
the pipeline linking the Soviet Union with other eastern
European countries has contributed to a further increase
in the supply of Soviet oil to these countries. Quiput of
pig-iron, steel and other raw materials also increased
substantially.

As in the preceding year, the highest priority in
most countries was allocated to engineering goods and
chemicals (see table 3-7). In the Soviet Union, the im-
portance attached to the expansion of chemical indus-
tries is evident from the offieial pronouncement which
rescinded the earlier policy of granting top prierily to
steel production. The expansion of the chemical indus-
try has been emphasized in all the centrally planned
economies in order Lo increase considerably the output

of artificial fibres, plastics and other substitutes for agri-
cultural o1 extractive raw materials and fertilizers. The
increases in the output of chemical industries in 1962
were higher than in any other industrial branch. In the
Soviet Unjon and in Poland, output of the chemical
industry rose by about 15 per cent; in Bulgaria and
Hungary, by about 20 per cent; and in Remania, by as
much as 24 per cent. In Czechoslovakia and Lastern
Germany, the rates of expansion were substantially
lower, partly because the chemical industry had al-
ready reached a relatively high level in these countries.
It is also significant that increases in chemical output
achieved in 1962 have in almost all countries substan-
tially exceeded the planned targets.

Similarly, in 1962, the targets set for engineering
industiies were substantially exceeded in all countries
except in Czechoslovakia, Compared with the preceding
year, the growth of engineering industries shows a cer-
tain slowing down in most countries. Nevertheless, the
rates of expansion have remained exceedingly high.
Here again, as in the case of chemicals, the rate of
expansion was the smallest in the two most industiial-
ized countries of the group, Eastern Germany and
Czechoslovakia, which possess well-developed engineer-
ing industries, and the highest in the two least indus-
trialized countries, namely, Bulgaria and Romania. But
even in the Soviet Union with its large engineering
industry, the output increased in 1962 by 15 per cent,
and in Poland and Hungary by about 16 and 12 per
cent, 1espectively.

Developments in industries producing construction
materials were less favourable than in industries pro-
ducing engineering goods and chemicals despite the
importance attached to the supply of building materials
for speeding the construction of new preductive capac-
ity. In several countries, production targets set for 1962
were not 1eached. As in the case of other producer
goods, the highest rates of increase were achieved by
Bulgaria and Romania ~ 14 and 18 per cent, respec-
tively. In the Soviet Union, the increase in 1962
amounted to 9 per cent as against the 12 per cent in-
crease achieved in 1961. Similarly, in Poland the rate

Table 3-6. Changes in Output of Fuel, Power and Selected Basic Materials, 1960-1962

{Percentage change over the preceding year)

ussn Ciher enstern Enrapean coundries

Jem 18650 1961 1962 160 1061 19062
Coals. . . 1.3 o 1.3 55 5.3 4.4
Crude oil 14.1 12.3 120 23 3.0 6.0
Natural gas, 265 302 273 14.2 9.0 95
Electric powes 10.3 12.0 126 130 90 8.0
Pig-iron. 8.7 9.0 90 8.3 5.0 9.0
Holled steel 8.5 g4 7.0 W) 8.7 6.6
Cement 17.3 118 2.7 14.6 7.7 4.2

Source: See table 3-1.

» Hard coal, brown coul, lignite on a ton-to-ton basis,
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Table 3-7.  Changes in Qutput of Some Major Branches of Producer Goods Industries,
1961-1962
{Percentage change over the preceding year)
Engineering Chemicaly Construction materinls
Counlry 1962 162 1963
1961 Plan  Actual! 14964 Plan Actial 264 Plan  Actunl
Bulgarian . | 14.0 178 238 13.9 155 207 146 145 142
Czechostovakia 1.9 107 86 129 100 104 7.2 101 8.3
Eastern Germany . . 6.8 97 100 8.3 6.9 7.5 5.1 9.3 6.6
Hungary .. 143 110 120 226 160 190 3.4 . 4.0
Poland. . 186 136 156 191 128 155 8.6 7.7 6.0
Romania 197 176 190 269 250 2490 13.7 150 185
USSR 160 120 150 14.0 15.0 12.0 9.0

Source: See table 3-1.
#1961, all industry; 1962, state industry,

of expansion fell from about 9 per cent in 1961 to 6
per cent in 1962, In Czechoslovakia, Fastern Germany
and Hungary, a certain acceleration of growth took
place in the course of the year.

As in the preceding years, light and food industries
were expanding at a much slower pace than were the
first priority producer goods industries, such as those
producing engineering goods and chemicals (see table

3.8).

Production in light industry increased at a smaller
rate than in 1961 in most countries. This deceleration
was related to the slower rise in real incomes and de-
mand planned for 1962. Similar considerations seem
to have influenced the determination of plans for ex-
pansion in the output of food processing industries
which were set below the rates of increase in 1961. But,
in several countries, under the impact of unfavourable
developments in agriculture, the rates actually achieved
were not only below the rates achieved in 1961 but alse
those planned for 1962. Only in the Soviet Union, where
the agricultural situalion was comparatively much bet-

ter, did the rate of expansion of food industry in 1962

exceed substantially the relatively high rate achieved
in 1961,

Industrial employment increased in 1962 at a slower
rate than in 1961 in Czechoslovakia, Romania and in
the Soviet Union (see table 3-9). Only in Bulgaria and
Poland was the percentage increase in 1962 higher than
in 1961. In Eastern Germany, the number of produc.
tive workers employed in industry declined for the
third consecutive year. Apart from Eastern Germany
and Bulgaria, however, the growth of industrial em-
ployment exceeded the planned 1ates. In some coun-
tries, this was associated with the over-fulfilment of
production plans; but in others, it was caused by the
inability to raise productivity of labour in accordance
with the plans, thus giving rise to the need to increase
employment in excess of the planned levels in order
to achieve production targets.

The inability to fulfil the plans fox productivity of
labour was particularly significant in Czechoslovakia,
where the rate of growth of output per man declined

Table 3-8. Changes in Output of Light and Food Processing Industries, 1960.1962

{Percentage change over the preceding year)

Light inufustrys

Food industry

Couniry 1960 1961 1963 1960 1961 1962
Plan dAetual
Bulgaria ... 7.3 2.0 124 131 179 6.8 2.8
Czechosiovakia 71 7.0 50 6.6 6.0 52 20
Easlern Germany . 55 4.9 50 87 38 05
Hungary. . : 14.3 89 50 100 12.6 8.0
Poland . 4.7 7.3 5.3 G4 6.5 8.7 24
USSR ... .. 6.0 3.0 4.0 4.0 7.0 9.0
Source: See table 3.1 cluded: Bulgaria: clothing, cellulose, plass and

“ For Eustern Germany, Hungary, and the Soviet
Union, indices as given in national sialisties; for
other countries, indices caleulated from data on
speeific industrics derived from natienal sources.
In ell countries, data include textile and leather and
shoes. In addilion, the following industries are in-

chinaware; Crechoslovakia: printing, plass cera-
mics, china, wood; Eastern Germany: wood, cloth-
ing, paper and printing, glass and china; Hungary:
wood, paper, printing and clothing; Poland: paper,
gluss and clothing; Seviet Union: elothing, furni.
ture.
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Table 39, Changes in Industrial Employment and Output Per Man,* 1960-1962

(Percentage change over the preceding year)

Ewmploymenl Cutpul per man
Connlry 1968 1862
106} 1961 952 Plan 1060 1064 162 Plan
Bulgaria . 104 2.2 330 Jdve 2.6 92 76y 30voe
Crechosiovakia . 4.4 36 3.0 254 7.0 51 3.1 7.24
Eastern Germany®. . -2 -8 =21 o 8.7 67 84 .
Hungary. 48 30 300 260 7.3 7.2 .3 5.3
Poland 4 3.4 4,00 270 0.7 6.6 4.Jv 550
Romania. 4.8 8.7 71 4.5 11.5 6.3 6.5 85
USSR 4.8 50 3.3 2.4 50 4.0 6.0 5.6

Source: See tabie 3.1,

s Coverage as in table 3-5

b State and co-operative industry.

s Darived on the basis of the reported increase
in output per man und the pereentage of plan ful-
filment. The originally published targets were 2.3

from 5 per cent in 1961 to 3 per cent in 1962 as com-
pared with a 7 per cent increase scheduled for this
year in the original version of the annual plan. In
Poland and in Romania also, the increase in produc-
tivity fell short of 1962 targets, although in Romania
it did increase at about the same rate, while in Poland
at 2 smaller 1ate than in 1961, In Eastern Germany and
in the Soviet Union, output per man accelerated sub-
stantially. In Eastern Germany, in fact, the total in-
crease in industrial production was achieved through
a rise in productivity of labour. In the Soviet Union,
where labour productivity was increasing at a declining
1ate during recent yeais, a substantial improvement took
place in 1962, While the rate of increase in output per
man fell in this country from an average of 6.8 per
cent per annum in 1950-1960 to 5 per cent in 1960 and
4 per cent in 1961, it increased by G per cent in 1962
and exceeded the target set for this year in the annual
plan.”

The slowing down of the growth of labour produc-
tivity in several countries and, especially, the inability
to reach the targets set in the plans were generally ex-
plained by the inadequate initiative of the management
in improving the organization of wotk, by delays in
the completion of new and the modernization of exist-
ing capacity, by shortages of appropiiate equipment and
materials, and by the slowing down o1 even lemporary
halting of work resulting from delays in — or the erratic
pattern of — delivery of equipment and materials to the
enterprises. Broadly, thus, the inadequate growth of
labour productivity has largely stemmed from the im-
balances which, in a more general way, have tended to
reduce the potential growth of the economies.

7 The decline in the rate of growth of outpui per man was due,
in 1960 partly, and irn 1961 entirely, to the reduction in working
day. In 1961, output per man-hour increased by as much as
11 per cent.

per cent f{or employment and 7.4 per cent for oul-
put per man. See also footnote ¢ Lo table 3-5.

d Original plun; the larget was revised in the
eourse of the year,

¢ Wage earners only.

INSTITUTIONAL PROBLEMS AND POLICIES

The imbalances which in some countries became par-
ticularly acute in 1962, it is generally recognized, were
not always due to uncontrollable circumstances, nor due
to deliberate policy which in the earlier period of devel-
opment frequently aimed at the acceleration of growth
of certain industries even if complementary industries
could not be expanded simultaneously. The emergence
or accentuation of imbalances in recent times has been
attributed largely to deficiencies in the methods of plan-
ning and management of industry which were devel-
oped under entirely different circumstances and which
have become unsuitable at the present stage. In the
earlier period of development, the planning and man-
agement of industry were largely altuned to the policy
of completing certain top priority tasks; the general
tendency was to achieve this aim irrespective of the
effects on other industries or sectors o1 on consumers.
With the growing complexity of the economy and the
increasingly close ties between sectors, industiies and
even individual enterprises, and with the growing at-
tention paid to satisfying the expanding needs of con-
sumers, these methods proved to be increasingly in-
adequate. Also, the gradual absorption of available
resources, labour as well as easily accessible raw mate-
rials, considerably reduced the reserves which could be
atilized in the event of need for meeting the production
plans of top priority sectors. In these conditions, high
rates of industrial growth could not be maintained with-
out increasing efficiency of economic activities through
improvements in methods of planning and management.

The need for these changes had already been strongly
emphasized in the mid-nineteen fifties. Although sig-
nificant modifications have been introduced during re-
cent years in all countries,® the steps taken so far have

8 See United Nations, World Economic Survey, 1961 (Sales
No.: 62I1.C 1} and the two preceding issues.
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not been considered sufficient to solve these problems.
In all countries, further improvements are being dis-
cussed, tried on an experimental basis and put into
operation, The reforms initiated in the mid-nineteen
Afties have developed along three lines: improvements
in the techniques of planning of the central agencies;
reduction in the number of tasks decided by the cen-
tral authorities through decentralization in favour of
the lower economic administration: and increase in the
scope of decisions left to the management of individual
enterprises, particularly through an increase in reliance
placed on income incentives in relalion to administra.
tive orders.

The changes ir the approach to planning consisted
largely of the shift from the policy of maximization of
certain specific targets to an optimal allocation of ie-
sources, intreduction of a grealer conlinuity in planning
through & closer association of annual and medium-
term plans, much more carelul prepaiation of targets
through greater use of elliciency criteria, and scientific
research on problems of various indusiries. Consider-
able progress has been made in the co-ordination of
plaus of various Council of Mutual Economic Assist-
ance (CMEA} countries in order to reap the advantage
of large-scale production through national specializa-
ton and to eliminate the dilliculiies arising from the
inadequate inlernational co-ordination of production
and trade plans of various countries.

The problem of increasing the scope of decisions
left to the management of individual enlerprises and
of improvement in the incentive system raised several
years ago was again pushed into the [oreground in
1962. The case {or extending the prerogatives of man-
agement was based on the belief that the undue accu-
mulation of stocks, the exaggerated claim for invest
ment outlays by the enlerprises and the dispersal of
investment aclivities might be eliminated o1, at least,
considerably 1educed by inereasing the scope for
autoromous decisions by the enlerprises along with a
system of incentives inducing them to act in conformity
with the over-all interest of the economy, both in the
process of preparation and implementation of the plan.

Since the detailed directives issued by the supervising
authorities hampered the initiative of enterprise man-
agements and frequently discouraged them from select-
ing the most efficient solutions, the general tendency
has been to reduce the number of obiigatory taigets and
to rely much more on incentives for the {fulfilment of
plans. The reduction in the number of such Largets has
been of special importance in cases where their simul-
taneous fulfilment or over-{fulfilment might prove to he
impossible; for example, where the aim of maximiza-
tion of output might be in conllict with the directives
refating to employment, wages, materizl input and
maximization of profis.

While the general tendency in all centrally planned
cconomies has been 1o increase the role played by in-

centives as tools for implementation of plans, the extent
to which they could replace the obligatory targets is
still a matter of debate. The views expressed in this
connexion have ranged [rom suggestions for minor
modifications and improvements in the existing system
to the introduction of a very broad autonomy for state
enterprises. The prevailing tendency has been to adopt
some Inlermediate position.

It has, for instance, been suggested that the initiative
of management could be increased substantially with-
out impairing the implementation of the central plan,
provided that enterprises remained under the obliga-
tion to fullil their plans for total ouiput and its com-
ponents. Government control over prices and the share
of profits retained by enterprises should then be suff-
cient to influence their outlays in conlormity with the
general objectives of the central plan. According to
other suggestions, these reforms should be supple-
mented by the introduction of a charge on capital grants
allocated to enterprises by the State in order to induce
them to economize on capital. Another suggestion calls
for replacement of the supply allocalion system by a
system allowing more direct relationships between en-
terprises.

Although the need for such reforms has been gener-
ally recognized, it is not certain how far the number of
obligatory targets can be ieduced without basically
altering the prevailing methods of planning and imple-
mentation. An important point raised in this connexion
has been whether the elimination of some directive tar-
gets or the introduetion of freer flow of supplies among
cnterprises would not, in the absence of free movement
of prices, create new difficulties which might offset the
positive eflect expected from the increased freedom of
enlerprises.

While these problems of general reform were still
under debate, several steps of a more limited nature
weze taken in various countries to improve the cfficiency
of the enterprises. In many instances, the former policy
of festering the over-fulfilment of production plans of
each enterprise was either considerably softened or
eliminated altogether,

In some countries, in certain sectors at least, the enter-
prises are nol allowed to exceed their planned targets
without authorization by ihe supervising autherities,
In Hungary, the enterprises are entitled to exceed their
planned targets only if purchase orders for additional
products have already been received from other enter-
prises and if the necessary raw materials can be secured
without prevenling the fulfilment of other plans. In
most countries, an incieasing altention is devoted by
the autherities to the fulfilment of delivery vather than
to gross output plans of the enterprises. Here, again,
the most significant steps were taken in Hungary, where,
since 1961, the premium paid to the management has
been dependent on sales rather than on gross output.
The importance of this measure lies in its ability to
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induce the management to adjust the composition and
volume of its output to the prevailing demand.

In several countries, an improvement in the efficiency
of the enterprises is expected to result from the integra-
tion of several smaller enterprises within a given in-
dustry into greater units. The purpose of this measure
is to achieve economies of scale through enlargement
of the size of the enterprises and through a greater
specialization and to eliminate the waste of resources
resulling from the simultaneous production of a large
variety of goods by several enterprises. Moreover, the
integration of the enterprises, similar in many respects
to the reforms introduced a few years ago in Czecho-
slovakia, is intended to simplify and reduce the super-
visory work of higher economic authorities over the
activities of a great number of enlerprises. These new
Forms of organization are being introduced in Bulgazia,
Hungary and the Soviet Union.

In the Soviet Union, a major change took place in
1962 in the strncture of the state organs in charge of
industrial management. The number of sovnarkhozes —
that is, territorial eouncils of national economy en-
trusted with management of industry and construction
on their respective territories — was reduced from over
100 to about 50.° Not only were the boundaries of the
originally established territorial units culting across
national economic regions, but the size of these uniis
were too small for rational organization of work. The
enlaigement of the territorial units through consolida-
tion and the placement under a single direction of a
much greater variety of interconnected manufacturing
plants and the souices of necessary raw materials are
expected to improve the allocation of tasks as well as
the co-ordination of work of industiial enterprises.

9 In the Russizn Republic, the number of sevnarkhozes was
reduced from 67 to 24; in the Ukraine, from 14 to 7. In centzral
Asia, one sevnarkhoz is to supervise industrial activities of the
Kirghiz, Tadzhik, Turkmen and Uzbek republics, cach of which
previously had a separate sovnarikhoz.

At the same time, the jurisdiction over the activity
of the territorial construction enterprises was trans-
ferred from the sovnarihozes to the highly centralized
state construction administration {Gosstroi). This
change — confining the activity of the sovnarkhozes to
industry only and crealing a separate organ dealing
with construction work on a national scale — was largely
motivated by the pressing need to put an end to the
lack of co-ordination bhetween various construction en-
terprises and the dispersion of construction work re-
sponsible for the growing immobilization of resources
in uncompleted investment piojects.

The territorial councils in each republic are subor-
dinated to economic councils of the republic which, in
turn, are placed under the supervision of the newly
created “souvnarkhoz of the USSR, In central Asia,
however, the four republics, each of which previously
had its own territorial council, have formed a single
economie 1egion under the supervision of a single inler-
republican sovnarkhoz.

The co-ordination at the central level of the work of
the sovnarkhoz of the Soviet Union in charge of indus-
try with that of the state construction administration
and the central planning hoard is to be achieved by
another newly created organ, the “Higher Sovnarkhoz
of the USSR”, which, in addition, supervises the woik
of state commiltees yesponsible for the development and
dissemination of new techniques and improved methods
of production in specific branches of industry. As al-
ready stated, agricultural activities are directed by a
separate organizational network and are not subordi-

nated to the “Higher Sovnarkhoz of the USSR,

The new central planning board placed under the
supervision of the “Higher Sovnarkhoz of the USSR”
has replaced the formerly separate agencies for annual
and long-term planning; the functions of these agencies
are now to be performed by a single unit,

National income, investment and consumption

National income Increased in 1962 by 7 per cent in
Romania, by 6 per cent in the Soviet Union, by 5 per
cent in Bulgariz and Hungary, by 3.5 per cent in Eastern
Germany and by 2.5 per cent in Poland. In Czecho-
slovakia, the rate of increase was less than one per
cent. The rise in agricultural produetion and the
stabilization or a slight rise in industrial output of main-
land China indicate that national income in this coun-
try also increased in 1962.

The dato assembled in table 3-10 show that the de-
celeration in the rate of growth of national income
noticeable in 1961 continued in most of the centrally
planned economies in 1962. In many countries, this
was largely the eflect of the low rates of growth, or

even decline, in agricultural production, although in
certain cases it also reflected the slower growth of in-
dustrial production.

Among the European centially planned economies,
Bulgaria was the only country where national income
rose at a somewhat higher rate than in the preceding
year. In the Soviet Union, Hungary and Eastern Ger-
many, the rates of growth in 1962 were not much
smaller than those achieved in the preceding year. The
deceleration was more pronounced in Romania but
especially marked in Poland and Czechoslovakia. In
all countries, the actual 1ates of expansion achieved in
1962 were lower than the 1ates planned for that year,
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Table 3-10. Changes in National Income and Fixed Investment, 1960-1962

(Percentage change over the preceding year)

Nalional fneomer Tnvestmentt

Counlry 1860 06t 1963 1963 1860 1561 FHIR 1508

Plin Plan
Bulgaria L 69 3.0 50 140 17.9 5.7 1224 220
Czechoslovakin. 83 6.5 5 6.5 126 7.3 48 10
Eastern Germanyd. .. 4.6 4.1 3.5 C 9.1 — 1.4 6.7
Hungary 101 5.8 3.0 9.0 16.8 -10.1 14.8 16.0
Poland . 4.5 7.4 2.5 7.0 6.0 8.5 9.1 18.0
Romania 108 101 7.0 13.0 321 2].4 L1 165

HISSR 8.0 7.0 6.0 8.6 80 4.2 58 .

Source: See table 3-1; ulso, Rudé Pravd (Prague),
28 January 1963

» {n constant prices, excepl {for Esstern Germany
for which they are in current prices

' For Esstern Germany, total fixed investment
including capital repairs; for Crechoslovakia, Po-
land and the Soviel Union, fixed investment ex-
cluding capital repairs; for Bulgaria, Romania and
Huangary, lixed investment in stale and co-opera-
tive sectors; for Hungary, including Joans to the
private sector Date for Bulgaria, Eastern Germany

In many cases, the achieved rates were less than one-
hal of these provided in the plans.

Investment activity accelerated in Bulgaria, Hungary
and, to a lesser extent, in Poland, Lastern Germany and
the Soviet Union. In Romania, the 1ale of increase was
significantly lower than in the preceding year. In
Czechoslovakia, investment expenditure declined in
absclute terms. In this couniry and, to a lesser extent,
in Fastern Germany, the share of natienal income allo-
cated to invesiment was somewhal lower than in 1961.
It was about the same as in 1961 in the Soviet Union,
and apparenily higher in the other countries.

In general, investment has not reached the scheduled
levels. In Bulgaria, the rate of expansion of “Jimit” in-
vestment,?’ accounting [or around 60 per cent of the
total, accelerated more than in any other country of
the group. It 1ose by 12 per cent in 1962 as against 3
per cent in 1961. However, the planned “limit” invest-
ment was 1eported under-fulfilled by 8.6 per cent, im-
plying that the original targel which called for an 11
per cenl increase was revised upward during the year.
The short{all was attributed Lo a lag in both constiuction
and installation of machinery, the plan {or the {forme:
remaining under-fulfilled by 59 per cent and that {or
the Jatler by 11.6 per cent. Total investment outlay in
this country does not seem Lo have increased as much as
has the “1imit” investment. In Czechoslovakia, total in-
vestment in the national econemy, including capital
repaits, was scheduled to 1ise by 7.5 per cent, and invest-
ment excluding capital repairs by 1 per cent. Actually,
the former fell by 4 per cent, and the latter by 5 per
cent. The decline was accounted Tor entirely by a de-
crease of around 25 per cent in investment in the co-

10 Centrally planned invesiment excluding projects below a
certain valte.

and partly for Hungary are in current prices; for
others, al constan! prices.

¢ Estimated.

4 Figures relate to "limit"" investment—that is,
centrally planned investment excluding projects
below a eertain value—which in 1961 increased
by 3 per cent.

° “Limit" investmeny, revised target. The origi-
nal target of 11 per cenl was raised in the course
of the year.

f State investment,

operative seclor — mainly collective farms - and by a
12 per cent fall in the completion of private housing.
Investment outlays of the state sector were of about the
same magnitude as in 1961, Within this sector, the plan
for decentralized investment was more nearly fulfilled
than that lor centralized investment. In Eastern Ger-
many, total investment including capital repairs, in
current prices, tose by 1.4 per cent as against the
planned increase of 6.7 per cent. It was thus the second
conseculive year in which the plan remained substan-
tially under-fulfilled. The volume of investment in 1962
was practically the same as in 1960 and 1961.

In Hungary, investment in the state and co-operative
sector increased by 14.8 per cent as compared with a
10 per cent decline in 1961 and a planned increase for
1962 of 16 per cent. This increase was entirely due to a
rise in state investment, since investment in agricultural
and other co-operative investment has remained prac.
tically unchanged. Total fixed investment including
capital repairs increased at a lower rate, since private
investment, mainly housing, declined very signifi-
cantly ! In Poland, investment in the state and co-
operative sector expanded by 10.7 per cent, reaching the

11 The exact assessment of changes in fixed investment is not
possible because of the Inck at the time of the preparation of
this report of a consistent set of deta covering various concepts
of fixed investment used in Hungarian statistics, The data quoted
in the text relating to fixed investment in the state and co-
eperative sector, inclusive of credits and based on u statistical
series published regulurly, were taken frem the most recent issue
of the Statisctikal Havi Kozlemenyel, No. 3-4, 1963 {Budapest),
Data made available in the report on the fulfiliment of the plan
for 3962 publisked eartier, and in the reply of the Hungarian
Government to the United Nations questionnaire, indicate a
much smaller growth of fixed investment in 1962, The magnitude
of vartations helween these three sets of datn seems 1o he much
areater than warranted by the dilferences in coverage; this may
Le partly because all availuble dala for 1962 are preliminary
estimates
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level envisaged in the plan. However, private invest
ment, mostly in agriculture, declined; this was instra.
mental in limiting the expansion in fotal investment to
somewhat below the planned increase of 10 per cent.
Aggregate fixed investment, including capital repairs, is
estimated to have rizen by 8 per cent. In Romania, state
investment increased by 11 per cent, although it fell
short of the target set for 1962 by 4.5 per cent; in most
of the other countries, the rise in total investment was
smaller than in investment in the state sector, owing to a
decline in private house-building and a lag of invest-
ment in the collective farm sector.

In the Soviet Union, centrally planned investment in-
creased in 1962 by 9.4 per cent — that is, by almost as
much as in 1961. It exceeded the originally planned 8
per cent rise, but it {ell short of the revised target of a
12 per cent increase decided in the course of the year,
However, investment financed from funds at the dis-
posal of enterprises remained at the level of the preced-
ing year and investment in privale housing declined by
11 per cent, thus continuing a trend started in 1960,
Investment of collective farms rose by 8 per cent. Alto-
gether, as a 1esult of these changes, total fixed invest-
ment rose by 5.8 per cent as compared with a 4.2 per cent
increase in 1961,

The factors contributing to the non-fulfilment of in-
vestment plans in 1962 were stated to be similar to those
which affected the implementation of plans in the pre-
ceding years. Among these, dispersion of resources on an
excessive number of projects, starting of construction
without adequate blue-prints, frequent changes in de-
signs during construction and untimely delivery of
machinery and rmaterials have been given as the most
important. These factors result, as a rule, in 2 lengthen-
ing of the gestation period, @ rise in construction costs
ahove planned levels and hence in a2 decline in the
efficiency of investment?

In Czechoslovakia, inadequacies in the programming
and executlon of investment projects have been men-
tioned among the factors which have led to the abandon-
ment of the third Five-Year Plan. A great number of
projects were included in the investment programmes
during the first year of the current Five-Year Plan with-
out completion of designs in time, without taking inte
account the capacities of construction of enterprises and
without ensuring the deliveries of equipment. The scat-
tering of resources among an excessive number of invest-
ment projects caused by the deficiencies in planning was
also partly atiributed to the relaxation of controls over

12 In Poland, for instence, efficiency of investment is estimated
to have been reduced hy around 30 per cent on account of un-
timely completion and excessive costs. A survey made in Hungary
indicated that, in as muany as 43 per cent of the investigated
cases, the actual costs of projects exceeded the budgeted costs
by more than 10 per cent; in 14 per cent of cases, budgeted
costs were exceeded by more than 50 per cent. The average
period of completion was thirty-cight months as apgainst thirty
months planned, and less than one-third of the projects were
completed on schedule.

investment activities in 1960/61 that led 1o a more than
anticipated increase in investment in low priority proj-
ects, a large number of which have remained incom-
plete. In 1962, the number of projects under construc-
tion continued to inciease, and a significant proportion
of new capacities scheduled for completion during this
vear could not be put into operation.

Difficulties encountered in the fulfilment of the invest-
ment plans contributed in Eastern Germany to the aban-
donment of the current Six-Year Plan three years befors
its completion, and in Poland to a far-reaching revision
of the investment plans. Similar problems existed in
other countries, although their impact on economic
development was considerably smaller.

In an effoit to bring about an improvement in the
situation, several countries have undertaken steps to
delay the starting of new projects and to shift resources
towards the completion of projects under way. In some
cases, a revaluation of existing resources has led to
suspension, at least temporarily, of work on certain con-
struction sites in order to concentrate on projects con-
sidered most essential for the growth of the economy in
the immediate future.

In Czechoslovakia and Eastern Germany, where the
problems of unfinished investment and dispersion of
resources have become particularly acute, a drastic
tightening of central control over investment took place
during the year. In Eastern Germany, this included in
some cases a temporary suspension of the less advanced
or less important projects. In Czechoslovakia, by these
means, a 30 to 40 per cent reduction in the number of
building sites is to be achieved in the next three or four
years. In Hungary, it is planned to devete 82 per cent
of the investment outlays to the completion of old
projects.

In the Soviet Union, the concentration of resources for
completing the existing projects has led to substantial
increases in state investment put into operation which,
in value terms, rose by 15 per cent in 1962; while this
considerable increase may be due to various reasons,
such as differences in value and timing of construction
of varicus projects, the results achieved in 1962 were
alse influenced by the more stringent policy. Notwith-
standing this, the commissioning of new projects fell
short of the target by about 8 per cent in productive
sectors and by 6 per cent in housing.

Changes in personal consumption which occurred in
1962 can be assessed for most countries only from the
data relating to the growth of the volume of retail trade.
As indicated in table 3-11, the largest inereases in retail
sales were achieved by Romania, followed by the Soviet
Union and Bulgaria; the incieases amount to 12, 6 and
5 per cent, respectively. Among other countries, retail
sales rose by 4 per cent in Poland and over 3 per cent
in Hungary and Czechoslovakia. In Eastern Germany,
retail sales fell. Compared to the preceding vear, con.
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Table 3-11. Changes in Personal Consumption, Retail Trade® and Prices, 1960.1962

{Pereentsge change over the preceding year)

Personat

Country and period consumption

Yolume of

Valur o I'mplied
relail trade / y

retail frade price {mdex

Bulgaria
1960 .. ... ... ..., ... 5.3
1961 ... ... ... . ... 83
1962 ............ R
zechoslovakia
1960 ... ... 0.8
1961 ... ... 3.0
1962 .. . 2.0
Fastern Germany
1960. .. .. ... .............. 53
1961 NN
1962. .. ... ...
Hungar
1560 . . .. 6.8
1961, . ... 13
1962 .. .
Poland
1960 ... ... 9
1961.. .. .. .. 6.0
1962 ... .. 20
Romaniav
1960 .
1861 .
1662 .
USSR
1960 . ... .. o 6T
196 . ... . . 320
1962 .. o

11.1 10.7 —4
9.5 9.8 —3
5.1 76 2.4
8.8 6.7 ~2.0
45 3.9 -6

. 35 -
8.2 6.9 —1.2
5.7 5.7

—6

10.0 10.0 —
2.0 23 3
3.3 48 15
1.7 36 18
83 9.6 12
42 6.5 239

16.0 148 ~10

14.7 13.7 -9

125 125 =

10.1 95 -5
8.7 3.1 .y
6.0 7.6 15

Source: See table 3-1.
v Excluding sales on farmers’ markets,

siderable acceleration in retail sales took place in the
Soviet Union and, te a smaller extent, in Hungary. In
all the other countries which registered a rise in retail
sales, the increases achieved in 1962 were smaller than
during the preceding year. The rates of increase in 1etail
sales are generally greater than that of personal con-
sumplion; it may thus be surmised that, in 1962, as in
the past, personal consumption increased propoition-
ately less than the aforementioned increases in retail
sales.?® In Poland and Czechoslovakia, {or which data
are available, personal consumption which rose by 6 and
3 per cent, respectively, in 1961, did not inercase in
1962 by more than 2 per cent in each country. The
actual increases in retail sales and in personal consump-
tion were in all European centrally planned economies
smaller than {oreseen in the annual plans [or 1962

10 The rise in the volume of conswmer goods distributed
through the trade channel, in relation te total consumption,
reflects the rise in money receipts in relation te ineome in kind
of the rural population on one hand, and a shift of population
from mpriculture to industrinl occupations on the other. These
changes can be expected to be of greater importance in the less
industrialized countries of the group.

b Excluding a negligible amount of private trade
up to 1961
© At current prices.

While no data on personal consumption are available
for mainland China, the 1ise in agricultural output and
in imports of food on the one hand, and the increase in
the rations on the other, indicate that both total and
per capila consumption inereased in 1962, An important
factoy raising personal consumpltion of the peasants was
the growth of output on privalely owned plots and a 1ise
in the sale of their producizs on {ree markets. While
personal consumption in 1962 might not have reached
the level preceding the “great leap” of 1958, it exceeded
the extiemely low level to which it had falien in 1960
and 1961.

A scrutiny of the available infermation indicates that
the share of national income allocated to personal con-
sumption in 1962 was smaller than in 1961 in all coun-
tries considered with the exception of Czechoslovakia;
however, the use made of the relative addition to ye-
sources available for other purposes has often varied,
In Iastern Germany, fixed investment 10se propoition-
ally less than national income, and export surplus de-
clined. These changes indicate that the relative share of
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resources devoted to social consumption or to accumula-
tion of stocks, or both, has 1isen. In Bulgaria and
Romania, the shaie of fixed investment in national in-
come apparently inereased but its effect on the propor-
tion of resources allocated to consumption was some-
what alleviated ~ at least in the former country — by a
relative increase in net imports. In Hungary the shift in
the allocation of nationa!l income in favour of invest
ment is indicated by the fact that, while the former rose
by 5 per cent in 1962, the total of net fixed investment
and accumulation of inventories increased by 15 per
cent, While the effect of these changes on the amount of
resources allocated to consumption was somewhat 1e-
duced by an increase in import surplus, personal and
social consumption increased by only 3 per cent. In
Poland, for which detailed data are shown in table 3.12,
personal consumption advanced at a slightly lower 1ate
than did national income, while net fixed investment
increased by B per cent as compared to the 2.5 per cent
rise in national income. However, the decline in inven-
tories reduced the rise in total investment to about 3
per cent, and the rise in social consumption lifted the
rate of increase in total consumption also to 3 per cent.
In consequence, total consumption and investment in-
creased more than national income, the difference being
covered by a rise in net imports. In the Soviet Union,
where fixed investment rose at approximately the same
rate as national income, the less than proportionate rise
in personal consumption was associated with an increase
in the share of resources devoted to net expoits and
apparently also to social consumption and stock forma-
tion. As already mentioned, in Czechoslovakia the diree-
tion of these changes was quite different from that in the
other countries, Since net exports also increased in 1ela-
tion to national income, the share of national income
allocated to personal as well as to social consumption
increased at the expense of resources allocated both to
fixed investment, which fell in absolute terms, and to
inventories.

In the absence of data on changes in money payments
to the population, the effect of the shifts in the allocation
of the national income among consumption and invest-

ment on the demand and supply situation cannot be
ascertained with a great degree of precision. In all
countries, a factor restiaining the rise in demand in
relation to supply was the [act that the output per man
increased more than the average money wages of the
non-agticultural labour ferce. However, money income
paid to agricultural producers rose in most cases more
than the volume of agricultural sales. And, in several
countries, the tolal of pensions, social security henefits
and other payments to the population continued to ex-
pand at a relatively rapid rate. The net effect of these
changes was an increase in demand in relation to supply
of consumer goods. Paitly reflecting these changes and
partly in an attempt to reduce the pressure which accu-
mulated {rom the previous years, the price level of
consumer goods sold in state and co-operative trade was
increased in several counliies.

In Bulgaria and the Soviet Union, the incicase in
relail prices reflected the steep increase in prices paid
by the state purchasing agencies to agricultural pro-
ducers in order to create greater inducement for expand-
fng output, In the former country, state retail prices rose
on the average for the year as a whole by 2.4 per cent,
as a 1esult of the increase in prices of meat and dairy
produets which took effect on 30 July 1962, Retail prices
of meat and meat products weie raised on the average
by 24 per cent, those of milk in some regions of the
couniry by 8 ta 11 per cent, of milk products by 32 per
cent and of eggs by about 11 per cent. Prices of food on
collective farm markets also increased substantially.™

In the Soviet Union, prices of meat in state and co-
operative lrade were increased effective 1 June 1962 by
30 per cent and those of butter by 25 per cent. The in-
creases, which took place simultaneously with the rise in
prices paid to agricultural producers, have aimed at
eliminating or preventing an increase in subsidies to
consumers which during recent years have kept the
prices of these goods below the cost incurred by the

14 By shout 12, 26 and 20 per cent during the first, second and
tltl_i;dﬁquuners of 1962, compared 1o the correspending quarters
of 1961.

Table 3-12. Allocation of National Income of Poland, 1961-1962

Amount in

Index
(preceding year = 100}

Lillions of
I{em slolysn

1961 1561 1962

Nationzl income ... ............... ..... 4158 107.4 102.5
Net domestic expenditure. . ... .. ... .. .. 4193 107.5 103
Consumption. .. .. .. .. ... ... 305.4 106.5 103
Personal . 273.5 106.0 102
Social .. . 31.9 1111 112
Accumulation. . 113.9 110.2 103
Net investment. 826 107.3 108
Increase in stocks. . . 31.3 118.6 90

Source: See table 3-1.
# In 1961 prices.



CHAPIER 3. RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES 83

State in purchasing, processing and distribution.®® It
was decided o pass these inereases in cost to consumers
because the alternative of reduced expenditure on in-
vestment or armaments was considered unaceeptable in
the present circumstances. The other aim of these price
increases was to bring them nearer to the level required
for equilibrating supply and demand in order to elimi-
nate or reduce the speculative tendencies arising from
shortages of these goods at the existing priee level. How-
ever, the eflect of the increase in prices of livestock
products was partly offset by a 5 per cent reduction of
prices of sugar and a 20 per cenl average reduction
of prices of some synthetic {abrics. The over-all impact
of these changes was to raise the price level in state and
co-operalive trade on the average for the year hy 1.5
per cent.

In Hungary also, the state retail price index rose by
about 1.5 per cenl. Food prices increased more than the
average and the rise in prices on {ree market were much
greater than in state and co-operative trade. The cost of
a “food basket” of a worker's family in Budapest includ-
ing goods purchased in state and co-operative trade as
well as on free markel rose by about 2 per cent. In
Czechoslovakia, prices of specific household goods were
raised, while in Eastern Germany the shortage of meat
and butter has led to the introduction of measures tend-
ing to ensure a more even distiibution of supply by
restricting the sales of these commodities to the cus-
tomers provided with centificates entitling them to pur-
chase in a given store. In Poland, state retail prices rose
on the average for the year by 2.2 per cent; but as
prices on peasants’ markels increased by 18 per cent, the
aggregalte price level of consumer goods 1ose by 3.4 per
cent. Prices of food, expenditure on which accounts for
45 per cent of the average workers’ budget, rose by 5.8
per cent,

As a result of a slow rise in money wages and the
increase in the cost of living, average real wages pro-
gressed little in most countries; in some, they may even
have declined. The largest increase in money wages took
place in Romania, by 4 per cent (see table 3-13), and
real wages seem to have increased in, approximately, the

15 The rise in consumer prices of hutter which accompanied
the increase in prices paid to the agricultural producers resulted
in the elimination of losses on sales of this commeodity amounting
to 114 roubles per ton in 1961 and their replacement by a net
state revenue {profits and turnover tax) of 528 roubles per ton
representing 13 per cent of the retail price of June 1962, But the
increase in eonsumer price of beef has reduced the state loss only
slightly from 399 roubles per ton in 1961 10 376 roubles per ton
after the price changes, amounting to 25 per cent of the new
retail price in 1962

Table 3-13. Average Money Wages of Workers
and Employees, 1960-1962

{Percentage inerease over the preceding year)

Caurnfry 1666 51 1962
Bulgaria T4 50 2.50
Czechoslovakia 3.1 2.5 )
Eastern Germany. .. 4.5 4.0 -
Hungary 2.7 1.2 21
Poland = .. 3.2 39 3.7
Romania. 4.0
HSSR 3.5

Source: Sec table 3-1.
= Estimated.

same proportion. While prices in state and co-operative
trade remained stable, no information is available on
price movements on collective farm markets and on
their effect on real wages.

In the Soviet Union, average money wages increased
by 3.5 per eent; the average “real income of wage and
salary earners”?" which in addition to wages net of
taxes includes other payments and benefits in money
and in kind, rose by 2 per cent. Real per capita income
of collective farmers rose by 5 per cent, largely as a
consequence of a rise in prices paid by the state pro-
curement agencies, and total real per eapita income of
the population by 3 per cent.

In Czechoslovakia and Hungary, the inereases in aver-
age money wages were almost entirely ollset by the rise
in consumer prices. However, in both countries social
benefits 1ose significantly; in Czechoslovakia, family
allowances and sickness benefits advanced 8.2 per cent
and old age disability pensions 6.7 per cent above the
level of 1961. In Bulgaria, average money wages rose
by 2.5 per cent and in Poland by 3 7 per cent; in both
countries the advance was barely, if at all, sufficient 1o
oflset the increase in the cost of living. In Bulgaria, the
effect of price increases was somewhat lessened by an
inerease in wages of low income workers who were most
affected by the increase in foad prices.

' Accerding to the definition given in Nationaf Economy of
the USSR in 1901, indices of veal income of wage and selary
earners, real income of pessants and rea] income of the popule-
tion caleuiated in constant prices on a per capita basis include
wages, income in money and kind of he peasants, pensions,
social insurance and other henefits, and state expenditure on
goods purchased by institutions providing medical, cultural and
other services to the popelation. It excludes personal taxes and
other payments and contributions to the Siate and organizations
as well as personal expenditure on services, such as passenger
transport and cntertainment.

Foreign trade

The total foreign trade turnover {exports plus im-
ports} of the centrally planned economies in eastern
LEurope expanded by 10.6 per cent in 1962 {see table
3-14). This rate was higher than thal experienced in

1961, reflecting a considerable acceleration in Bulgaria,
Eastern Germany and the Soviet Union. In the other
countries, the rate of growth of foreign trade was lower
than in the previous year. The deceleration was slight
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Table 3-14.

Foreign Trade Turnover, 1960-1962

Counlry [ndex
1960 1964 1662 Aniount, 1962
{Preceding yeur = 108) {milliens of roubles)
Bulgaria . . 115.2 110.3 116.8 1,395
Crzechoslovakia . . i 112.5 108.7 104.8 3,837
Fastern Germany.. ... 106.0 102.7 106.0 4,272
Hungary. . 1184 1111 109.5 2,024
Poland.. . 110.0 113.1 1107 3,178
Romenia. .. 133.2 1317.8 109.1 1,577
USSR, .. .. 1064 1056 114.0 12,136
Torar  109.8 107.6 110.6 28,419

Source: See table 3.1,

in Hungary and Poland, and considerable in Czecho-
slovakia and Romania®

Four of the six countries for which separate data on
imports and exports are available (see table 3-15) ex-
perienced a deterioration in the balance of trade. In all
these countries, imports rose at a higher rate than did
exports, the difference belween their respective 1ates
being the largest in Hungary.

Bulgaria was able to expand exports by as much as
16 per cent, a rate of increase identical to that achieved
in 1961 but lower than the planned 1ate of increase of
20 per cent. The expansion of imports accelerated, how-
ever, from 5 to 17 per cent as compared with a sched-
uled increase of 12 per cent.*s In effect, the trade defieit,
scheduled to be replaced by considerable export smiplus,
exceeded that of 1961, although it remained negligible
in relation to total trade. Similarly, in Eastern Germany,
exports 1ose by 5 per cent, compared with the planned
increase of 6 per cent, while Imports rese 7 per cent as
against o target of 4.5 per cent. Exports and imports
approximately balanced in 1962; the 1962 plan called
for a net export surplus of 74 million roubles.

In Poland, exports and imports both exceeded the
planned level, But while exports expanded by 9.5 per
cent as compared with the planned increase of 8.7
per cent, imports rose by 12.8 per cent as against the
scheduled expansion of 2.8 per cent. In consequence,
the import surplus, which was planned to be reduced
from 165 millien roubles in 1961 to 90 million roubles
in 1962, in {act, increased to 216 million roubles, cor-
responding to 15 pex cent of export receipts. In Hun-
gary, the trade balance was more favourable than that

17 While no official statistics sre available on the wade of
mainland China, some indication relating to its trade can he
derived from the estimates of the total trade of North Korea,
Nortk Viet-Nam and mainland China based on the statisties of
their trading partners. According to these estimates, total trade
of this group of countries declired, largely on mccount of main-
land China, by about 25 per cent in 1961, and by a further
12 per cent in 1962,

18 Plan figures refer to original targets which were subse-
«quently revised 1o 13.6 per cent for experts and 9.8 per cent for
imports,

Table 3-15. Exports and Imports, 1960-1962

(Millions of roubles)
Country and ilem 1561 1061 1962
Bulgaria
I&ports, o 514 596 693
Imports. ... .. .. .. 560 598 702
alance . .. .. —55 o -4
Crzechoslovakia
Exports. ... . 1,737 1,842 1,974
Imports. ... . . 1,634 1,821 1,863
alance. . . . 102 21 111
Eastern Germany
Exports.. .. 1,972 2,035 2,137
Imports. .. . 1,953 1,995 2,135
plance. ... . 19 40 2
Hungary
Experts. . . 787 926 991
Imports ... .. 878 923 1,033
alance —91 3 —42
Poland
Txports... . . 1,193 1,353 1,481
Imports .. ... 1,345 1,518 1,697
alance . —152 — 165 —216
Romania
Exports ... .. . 645 714
Imparts . . .. . 583 733
alance. . ‘ 62 - 19
USSR
Exports. .. 5,006 5,398 6,331
Imports. .. . 5,066 5,245 5,805
alance. . —60 153 526

Souree: See table 3-1.

anlicipaled in the annual plan. Imports were somewhat
below the planned level, while exports exceeded the
target by 2.3 per cent. Unlike in the above-mentioned
countries, in Czechoslovakia and the Soviet Union, ex-
por!s rose al a considerably higher rate than did imports,
In Crechoslovakia, the more than fivefold increase in
net exports between 1961 and 1962 refiected, to a sig-
nificant extent, difficulties in expanding imperts fiom
countries outside the group of centrally planned ccon-
omies owing to a shortage of convertible foreign ex-
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change.’® While no data on the planned level of imports
and experts are available for this country, various
official staterments seem to indicate that the growth of
both imporis and exports fell short of expectations. By
contrast, in the Soviet Union, the increases in imports
and exports exceeded the planned targets, the over-
fulfilment of the target being greater in the case of
exports. Exports expanded by 173 per cent and imports
by 10.6 per cent,*” and the export surplus — amounting
to 526 million roubles — was a record {or the post-war
period.

Data on the commedily composition of trade in 1962
are available only for Hungary and Poland (see table
3-16). In these countries, changes from 1961 to 1962
in the structure of exports were generally small, but
those in the composition of imports were quite substan-
tial. As in the preceding vear, there was some increase
in the share of manufactured consumer goods in exports,
particularly in Hungary. This has been partly the eflect
of effoits towards grealer specialization and towards
aceeleration of exports of those goods to western mar-
kets. The share of machinery and equipment in exports
was somewhat reduced [or the seeond consecutive year.
In Poland, the most notable change in the structure of

¥ Imports from countries outside the group of cestrally
planned economies declined by 15 per cent, while exports to
them declined by 7 per cent. The decline in exports took place
despite a considerable extension of eredits 10 some of the devel
oping couniries.

=0 Total trade turnover rose by 14 per cent as compared to the
plusned increase ol 6.6 per cent.

exports was the decline in the share of food and agri-
cultural raw materials, largely on account of the fall in
agricultural production. In contrast, the share of ma-
chinery and equipment in exports has increased. As for
imports, the data for both countries indicate a signifi-
cant increase in the share of machinery and equipment
and declines in the shares of fuels and industrial raw
materials and food and agricultural materials. As in
1961, the share of imports of manufactured consumer
goods declined in Hungary but rose in Poland.

In all of the centrally planned economies for which
data on their trade with the Soviet Union are available,
the relative importance of this country as trading patt-
ner increased in 1962. The share of the Soviet Unien in
tota] trade rose from 34 to 38 per cent for Czechoslo-
vakia, from 31 to 33 per cent for Poland and from 52
to 53 per cent for Bulgaria (see table 3-17}. Indirect
evidence shows a similar change in the geographical
pattern of trade of Lastern Germany. The share of trade
with the remaining centrally planned economies de-
clined in Bulgaria and in Poland owing to a relatively
stower growth of trade with the other eastern European
countries and a decline in the trade with mainland
China, which was already negligible. In Czechoslovakia,
the proportion of Lrade with the centrally planned
economies other than the Soviet Union remained prac-
tically unchanged. although the trade with mainland
China seems to have further declined

The trade of the Soviet Union with the centrally
planned economies rose by 12 per cent, largely because

Table 3-16. Commedity Composition of Foreign Trade of
Hungary and Poland, 1960-1962

{Percentage of total exports and total imports)

Country and ifem 1960 106 62
Hungary
Exports:
Machinery and equipment : 38.0 37.2 36.1
Tuels and industrial raw materials 230 225 22.3
Foed and agrieultural raw materials. 20.6 19.7 19.7
Manulactured consumer goods 17.8 20.6 219
Imports:
Machinery and equipment. 278 255 30.0
Fuels and industrial raw materials 58.9 591 95.7
Food and agricultural raw materials 8.2 10.6 9.6
Manufactured consumer goods 50 4.8 4.7
Poland
Ex&mrls:
Vischinery and equipment 280 28.0 298
Fuels and industrial raw materials 43.8 391 39.3
Food and agricultusal raw materials i8.1 214 192
Manufactured consumer goods 10.1 11.5 11.7
Imports:
Machinery and equipment. 271 29.1 32.9
Fuels and industiial raw materials 515 49.7 47.2
Food and agriculiural raw materials. 16.0 153 13.3
Manufactured consumer goods. 5.4 5.9 6.6

Source: See table 3.1,
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Table 3-17.

Geographical Distribution of Tiade of Centrally

Planned Economies, 1960-1962
{Millions of roubles)

Trude withe

cerfrully plunned economics

Counlry und year

Trade with

With the rest of the Totul
Fotud LISSH world traude

Bulgaria

1960 906 576 177 1,683

1961 997 623 198 1,195

1962 1,152 743 243 1,395
Czechoslovakia

1960 2,420 1,160 951 3,371

1961 2,554 1,232 1,109 3,663

1962 2.847 1,449 990 3,837
Eastern Germany

1960 2,963 1,694 G961 3,924

1961 3,093 1,783 937 4,080

1962 3,402 870 4,273
Hungar

1960 . .. 1,181 503 484 1,605

1961 . . 1,332 621 534 1,849

1962 1,467 . 557 2,024
Poland

1960 ... . .. 1,602 70 936 2.538

1961 ... ... ... 1,794 877 1,077 2,871

1062, . 2,052 1,032 1,126 3,178
Romania

1960 ... .. 897 403 331 1,228

igel. . ... 983 585 464 1,447

1962 1,578
USSR

1966 . ... 7,367 2,705 10,072

1961 ... 7,621 3,082 10,643

1962, . .. 8,525 3,611 12,136

Saurce: See table 3-1.

» Including the trade with Albania and the Asian
centrally planined economies as well as with Yugo-
glavia undPCuba The official trade statistics of the
eentrally planned economies now include Cuba in
the intra-group trade. For 1962, the value of thia
trude is available separately only in the statistical
publications of Bu{ ariz and Poland, where it
amounted to 26.5 and 35.5 million roubles, respec-

of a 17 per cent increase in the trade with the CMEA
countries. Although official data are lacking, rough esti-
mates indicate that the Soviet trade with mainland
China, North Korea and North Viet-Nam declined
significantly.

Total trade of the eastern European countries — ex-
cluding Romania, for which no data are available —
with all centrally planned economics™ increased by
ahout 12 per cent, while their trade with the rest of the
world tose by some 8 per cent in 1962, indicating a shift
in the distribution of trade towaids the centrally planned
economies. In 1961, the changes in the distribution of
trade went in the opposite direction, as indicated by the
6 per cent increase in the trade with the centrally
planned economies and a 10 per cent rise in the trade

21 Tor coverage, see foot-note® to table 3-17.

tively. In 1960 and 1961, the trade of Bulgaria with
Cuba was nil or negligible. In other countries, the
data (in millions of roubles) for 1960 and 1961,
respeclively, were s follows: Crechoslovakia, 105
ond 52.6; Lastern Germany, 6.3 and 35.3; Iun.
gary, 08 and 17.6; Poland, 12.4 and 42.2; Ro-
zszggli]a, nil and i(.7; Soviet Union, 1571 and

with the rest of the world. The shift which oceurved in
1962 was entirely due to a 1ise in the share of the intra-
group trade in Czechoslovakia, Eastern Germany, Hun-
gary and Poland. In Bulgaria, the share of the centrally
planned economies has 1emained virtually unchanged;
in the Soviet Unien, it fell as a result of a 19 per cent
increase in the trade with the rest of the world as com-
pared to a 12 per cent rise in its trade with the centzally
planned economies.*

Although no official statisties are available on the
trade of Romania and of the Asian cenirally planned
economies, there is no doubt that their inclusion would

22 This shift was due to a 30 per cent increase in the Soviet
trade with the developing countries, while that with the indus-
trialized private eaterprise economies rese in the order of 12 per
cent-that is, at the some rate as the trade with centrally planned
economiecs.

1
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not alter significantly the conclusion on changes in the
direction of trade derived from the data analysed above.
The comparison of these data with the estimated trade
figures for the other countries makes it quite certain
that, whereas in 1960 and 1961 the trade of all centrally
planned economies with the 1est of the world increased
faster than the intra-group trade, in 1962 the reverse
was true,

More detailed information about the changes in the
pattern of trade of the centrally planned economies with
the rest of the world is shown in table 3-18. These data
are derived from the trade returns of the partner coun-
tries, and because of differences in coverage and statis-
tical discrepancies inherent in such derivation are not
strictly comparable to the official statistics shown in
table 3-17.** According to these data, total exports of
the centrally planned econemies — which in the follow.
ing discussion will include the Soviet Union and other
eastern Furopean and Asian centrally planned econ-
omies — to the rest of the world increased by 12 per cent
and imports by 7 per cent. While the Soviet exports and
imports rose at the same rate of about 18 per cent, ex-
ports of the other castern European countries 1ose by
7 per cenl as against a 3 per cent increase in imporls.
Exports of mainland China to the rest of the world
increased by 9 per cent, while imports declined. Total
export surplus of the area rose from %83 million in 1961
to $339 million in 1962,

The largest increase in commercial transactions with
the rest of the world occurred in the trade with Latin
America which rose by 24 per cent in 1962. This in-
crease was, however, much smaller than that a vear
earlier when the unprecedented upsurge in imports as
well as in expoits resulted in a twolold increase in the
total turnover.?! The major pait of the increment in the
trade with Latin America in 1962 was accounted for by
a 56 per cent rise in the exports of the Soviet Union
which resulted in an export surplus of $100 millien with
this area. The total trade of the Soviet Union with Latin
America increased by over 30 per cent and that of other
Furopean centrally planned economies by 12 per cent,
'The trade of mainland China increased by about 28 per
cent, entirely on account of a xise in imports. Its rela-
tively small exports to Latin America remained un-
changed.

The advance achieved in the trade with Latin America
was closely followed by the rate of expansion in the
trade with Asia and the Far East. The trade with this
area increased in 1962 by 21 per cent, following a 15

*3 Data on trade with the rest of the world shown in teble 318
include under this heading the trade with Yugeslavia and Cuha.
But in the official statistics reproduced in table 3.17, these two
countries sre included in the trade within the centrally planned
economics’ area. The reconciliztion of these two sets of data was
not possible becouse of lack of detajled information for 1962.
The date for 1962 in table 3-18 represent in many instances
estimates based on incomplete information. Moreove:, they do
not cover that part of the trade of the centrally planned econo-
mies which, for lack of information, could not be apportioned

per cent increase achieved in 1961. These developments
were strongly influenced by a considerable increase in
the trade of the Soviet Union, especially imports which
rose by about 45 per cent in 1962 and accounted for
more than half of total imporlts of the centrally planned
economies from Asia and the Far East. As exports in-
creased much less, by 25 per cent, the result of these
changes was a substantial increase in the Soviet Union’s
net imports from this area {rom about $3 million in
1961 to $65 million in 1962, The trade of mainland
China — which occupies the first place in exports and the
second in the total trade turnover of the centrally
planned economies with Asia and the Far Fast — in.
creased by about 10 per cent, following a 6 per cent
decline during the preceding year. The rise in the trade
in 1962 with this area was entirely because of a 14 per
cent increase in expots,®® since imporls remained prac-
tically unchanged. In consequence, the export surplus
with this area which amounted to as much as $200
million in 1961 was increased by another 850 million in
1962. The trade with Asia and the Far East of the
European centrally planned economies other than the
Soviet Union increased by about 16 per cent; imports
and exports increased by 24 per cent and 10 per cent,
respectively, with a consequent reduction in the export
surplus.

Africa and Finland were the two other areas with
which trade rose at higher than average rate in 1962,
The trade with Africa increased by 12 per cent, indicat-
ing a further deceleration of growth evident since 1959.

Trade with western Europe, aceounting for nearly 50
per cent of the trade of the centrally planned economies
with the rest of the world, rose in 1962 by 6 per cent as
compared with a 2 per cent increase in 1961. Although
exports of the centrally planned economies as a group
increased by about the same percentage as did their
imports, this similaiity of aggregate miowth rates was
only the effect of mutually compensating differences be-
tween the expansions in exporis and imporis of various
countries. Exports of the Soviet Union to western Europe
rose by 8 per cent, while imports inereased by 16 per
cent, thus resulting in a reduction in the export surplus
from $86 million to $33 million. Exports of the other
eastern Kuropean countries to this region rose by 6.6
per cent and impoxis by 3.4 per cent. These changes have
resulted in an increase in the export surplus from $92
million to 8145 miilion. Trade of mainland China with
western Lurope continued 1o decline in 1962, although
at a much lower rate than in the preceding year. In
1962, exports decreased by 8 per cent and imports by

among the trading partners listed in the table. As this proportion
may be quite substantial for individual counlries and may vary
from year to year, the percenlage chunges derived from these
data should be viewed only ns broad, rather than exaet, indjca-
tions of the direction and magnitude of change,

# Largely accounted for hy a rise in the trade with Cuba.

25 Exports of mainland China to Asiaz and the Far Bast in
1962 accounted for about 60 per cent of total exports of the
centrully planned ecanomies to that area.
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Table 3-18. Trade of Centrally Planned Economies with Rest of the World,* 1960-1962
{Millions of dollars}

Other caslern

Area and yeur s8R European counlrissh Chiva {mainland)e Tatul
Erporis Imporls Eaparts Imports Ezporls Importa Exports Imparls
Canada and United States
1860 . .. ‘ 205 480 65.0 182 4 6.1 9.1 1006 239.5
1961, 20.0 69.4 67.3 157.8 a6 121.1 99.9 3483
1962 195 230 768 1444 77 1376 1040 3050
Latin America
1960 102.3 137.1 i24.8 1285 4.0 414 231.1 307.0
1961 3064 346.5 194 4 162 .4 10.0 75.6 509.8 584.5
1962 475.0 375.0 2104 187.5 0.0 99.8 695.4 6623
Middie Fast
1960 . 134.5 1256 165.5 1551 26,2 58.0 326.2 3387
1961 S 2009 113.0 175.2 1663 28.9 329 405.0 3122
962 ... 202.0 1i6.3 205.1 164.9 34.0 7.1 441.1 308.3
Western Europe®
1960 . .. 157.0 674.9 1,427.6 1,311.0 233.6 372.0 2.418.2 2.357.9
1961 .. 803.0 717.0 1,542.4 1,450.2 183.0 181.8 2,628 4 2,349.0
1962 866.5 833.8 1,644.8 1,499.5 168.8 1497 2,680.1 2,483.0
Finland
1960 .. .. 155.9 139.8 60.6 46.8 2.1 6.6 218.6 193.2
1961 . 156.2 1277 65.3 56.9 14 6.0 2229 190.6
1962 166.9 196.3 65.2 47.1 2.0 5.1 2341 248.5
Yugoslavia
1960 C . 56.9 2.7 153.8 129.5 05 1.1 211.2 183.3
1961 . ... e 320 50.9 136.0 124.8 - 0.2 168.0 175.9
962 0 . 59.1 43.3 129.2 1237 o - 188.3 167.0
Asia and the Far East
1960 . o 1819 250.1 1516 132.8 385.0 162.8 7185 545.7
1961 . 293.1 206.0 201.5 185.5 358.2 158.3 8:8.8 580.8
1962 . o 365.0 428.1 2282 168.1 408.0 159.4 1,001.2 155.6
Australia and New Zealand
1960 .. S 0.4 36.8 11. 53.4 115 331 23.0 123.3
1961 ... . .. 0.7 23.2 9. 46.1 8.5 169.0 18.7 238.3
1962 . . . 0.5 33.1 10. 341 i2.5 101.5 23.2 168.7
Africar
1960 . .. . 23.0 559 63.8 36.9 13.8 26.0 1006 1188
1861 ... . o 58.7 28.1 86.9 51.2 13.9 19.8 1595 90.1
962 . .. .. . 65.0 378 96. 58.3 18.0 131 179.3 109.2
TOTAL
1966 1,441 .4 1,520.9 2,223.8 2,176.4 682.8 7101 4,348.0 4,407.4
061 ... . ... ... L8790 1,771.8 2,484.5 2,351.2 607.5 7647 4,971.0 4,887.7
1962 . e . 22195 2,086.7 2,666.2 24276 661.0 693.3 5,546.7 5,207.6

Source: Statistical Office of the United Nations, and Statis-
tisches Bundesamt, Wirtschaft und Statistik, No. 3, 1963 (Stuit
gart). ) i

» Exports {from and imports to the centrally planned economies
as derived from data of their trading partners,

b European countries in Organisation for Economic Co-opera-

18 per cent, while in 1961 they fell by 22 per cent and
51 per cent, respectively. As a 1esult of these develop-
ments, the trade of mainland China with western Europe
showed, for the first time since 1956, an export surplus,
which amounted to $20 million.

The trade with the Middle East, following an increase
of 8 per cent in 1961, rose by 4.5 per cent in 1962. The
increase resulted largely from a 17 per cent expansion

tion and Development. Including trade hetween Eastern Germany
and the Federal Republic of Germany.
;' Including trade of North Korea, North Viet-Nam and Mon-
olia
4 Including Libya, Ethiopin, Sudan and United Arab Republic.
* Excluding Libya, Ethiopie, Sudon 2nd United Arab Republic,

of exports from the eastern European countries other
than the Soviet Union, and a similar inciease of exports
from mainland China, the effect of which on the ex-
pansion of total trade was, however, partly offset by the
contraction in Chinese imports. Exports of the Soviet
Union to this region remained at the level of 1961, while
imports rose slightly. The export surplus of the Soviet
Union in 1962, amounting to $85 million, was approxi-
mately the same as in 1961, while the export surplus of

!
|
|
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the other castern European countries rose from $9 mil-
lien to 840 million.

Changes in the trade of the centrally planned econ-
omics with the remaining regions were less favourable
in 1962. The trade with Canada and the United States,
having increased by 50 per cent in 1960 and by 32 per
cent in 1961, declined in 1962 by 9 per cent. The decline
reflected a sharp reduction of both imports and exports
of the Soviet Union and of imports of the other castern
LEuropean countries. Partly compensaling for this de-
cline was the further increase of grain imports {rom
Canada by mainland China and a 14 per cent increase
in the exports of the other eastern European countries
to this region. The trade with Australia, which rose in
1961 by 75 per cent, largely on account of grain pur-
chases by mainland China, declined in 1962 by 25 per
cent following a reduction in these purchases.

Foreign trade of the centrally planned economies con-
tinued to be influenced by the measures taken by the
Council of Mutual Economic Assistance for achieving
greater specialization in ouiput, for co-ordinating na-
tional plans of memher ecountrics and for expanding the
flow of trade itself. Although these decisions of the
Council apply only to the economic relations of the
castern Luropean centrally planned economies and Mon-
golia, the part played by these countries in the total
trade of the group is so great that the policies of the
CMEA have a direct bearing upon the development of
the total trade of the centrally planned economies both
among themselves and with the 1est of the world.

In 1962, the CMEA adopted the “Basic Principles of
International Secialist Division of Labour™ indicating
the broad lines of inereased specialization and co-opera-
tion to be lollowed by the membher countries. The
document emphasizes that the increase in the over-all
efficiency of the economy of the group should be
achieved with due zegard to the compichensive and
diversified economic development of individual member
countries and should be associated with the narrowing
and gradual elimination of differences in their levels of
development. Measures were also [urther elahorated by
the CMEA for greater internatienal co-ordination of
economic plans through serious structural changes aim-
ing at a more advantageous division of labour hetween
member countries.*® While these policies cannot be
expected to give immediate results — they can be imple-
mented only gradually over the period covered by the
long-term plans of economic developmenls — other

26 Apart from the work relating to specific industries, such as
standardization of output and specialization within industrial
branches, the CMEA is completing the arrangements for mutual
deliveries and for co-ordination of plans until 1965, It has also
begun to work on the co-ordination of specific plans for 1966-
1970 as well as on the long-term plan ending in 1980 Important
progress was mede in the preporation of international power and
fuel balance for the period ending in 1980 In 19562 also, an
Exeentive Committee of the CMEA, composed of the vice-
chuirmen of national povernments, was created; among other
tasks, the Committee will supervise the implementation of the
decisions of the Council.

measures taken in 1962 as well as in preceding years
have had 2 more direct influence on current develop-
ments. The further extension of the pipeline built com-
monly by several countries under the aegis of the CMEA
has resulted in a substantial increase in the deliveries of
Soviet oil to other centrally planned economies. Simi-
larly, the linking of the power grids of Hungary, Eastern
Germany, Poland, Romania and western Ukraine has
improved the allocation of electric power between these
countries. The increase in the number of jointly financed
investment projects and the further specialization in the
manufaclure of various types of machinery and equip-
ment has given an additional impetus to the growth of
commercial exchanges between these countries.

In order to expand foreign trade, the CMEA decided
in 1962 to introduce mullilateral settiemenls between
member countries and to create an international hank
for the group. While the trade belween these couniries
will continue to be conducted on the basis of bilateral
agreements, it will no longer be necessary to achieve
balance between imports from and exports to each trad-
ing partner. Rather, it will be possible to settle the net
balances with individual trading partners through trade
with other members of the CMEA. The bank of the
CMEA countries will serve as a clearing-house for multi-
lateral settlements. It will, in addition, finance invest-
ment projects undertaken jointly by several countries
out of funds contributed by the CMEA countries.

While the propesed intreduction of multilateral set-
tlements within the ares and the creation of an inter-
national bank are intended to foster a further develop-
ment of economic relations between the CMEA eoun-
tries, they may also have an irfluence en the trade with
the rest of the world. In fact, the introduction of irans-
ferability of net balances among the CMEA countries
opens the possibility of using the advantages of this
system in the trade with the rest of the world, provided
that countries in the rest of the world are allowed to use
their net balances with some CMEA countries for their
purchases in other countries of this group. Views have
already been expressed that the international bank of
the CMEA countries might play an important part in the
adminislration of foreign aid to the developing countiies
by, among others, using the transferable balances ol its
members to finance purchases of the credit recipients in
various CMEA countries.

Partly in connexion with the introduction of the mul-
tilateral settlements and partly for other reasons, the
CMIEA decided in 1962 to revise the system of prices
used in the foreign trade within the group. The reform
is intended to establish a much greater uniformity of
prices for identical products in the foreign trade of each
country and to bring the prices into a greater conformity
with those used in the trade with the rest of the world.
The prices used hitherto in intra-trade were based on the
1957 world prices which in the meantime have changed
substantially. The new prices are to be bhased on the
1657-1961 average of world market prices.
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Plans for 1963

In the centrally planned economies, except Czecho-
slovakia, development plans provide for accelerated
growth of national income in 1963. The highest 1ate of
increase in national income -~ over 13 per cent—is
planned for in Bulgaria and, as indicated by the avail-
able information on sectoral growth, in Romania; in
both these countries, the planned rates of growth ate
considerably higher than the rates of expansion achieved
in 1962. In Hungary and the Soviet Union, national
income is planned to rise by 8 and 7 per cent, respec-
tively; and in Poland and Eastern Germany, by about
5 per cent. In Czechoslovakia, for which data are not
available, the small increase planned for industiial pro-
duction suggests that the planned growth of national
income is much smaller, perhaps of the order of 1 per
cent (see table 3-19).

A considerable acceleration in the rate of expansion
of fixed investment — from about 1.4 per cent in 1962
to 7 per cent in 1963 — is planned in Eastern Germany.
But in most other countries, the rates of expansion
planned for 1963 are similar to those achieved during
the preceding year; they amount to 14 per cent in
Hungaty, 12 per cent in Bulgaria and Romania, 10 per
cent in the Soviet Union and 8 per cent in Poland. Only
in Czechoslovakia, where fixed investment declined by
about 5 per cent in 1962, a further decline by about 6
per cent is planned for 1963 ; this was closely related to
the deficiencies encountered in 1962 in the supply of
investment goods and in construction work.

As for retail sales in 1963, the rates of increase
planned in Bulgaria and Hungary — about 10 and 5
per cent, respectively — are substantially larger than in
1962. In the Soviet Union, the 7 per cent increase in
retail sales planned for 1963 is not much higher than
in the preceding year. In Eastern Germany, where the

retail trade was reduced somewhat in 1962, the plan fox
1963 provides for a 2 per cent increase. In the remain-
ing countries, the rate of growth of retail sales is
planned to be reduced. In most centrally planned econ-
omies, the rales of inciease planned for retail sales are
substantially smaller than those planned for national
income, indicating a shift in the allocation of resources
towards investment. The two possible exceptions are the
Soviet Unien, where retail sales and national income aie
planned to increase at approximately the same rate, and
Czechoslovakia, wheie the rate of increase in retail sales
would be larger than that in national income.

The accelerated growth of national income in 1963 is
planned to be achieved largely through very substantial
increases in agricultural production In Bulgaria, where
agricuitural output increased in 1962 by about 2 per
cent, and in Romania, where it fell, the plans for 1963
provide for a 17 per cent increase in output of agricul-
ture. In Hungary, agricultural production is planned to
increase by 14 per cent; in Czechoslovakia, by more
than 9 per cent; and in Poland, by about 6 per cent. The
increase would represent a partial recovery in Poland
and a more than full recovery in Czechoslovakia from
the decline experienced by them in 1962.

Compared to 1962, industrial production is planned
to increase in 1963 at approximately the same rate in
Eastern Germany and at a slightly lower rate in Bul-
garia and Hungary. A somewhat greater deceleration is
implied in the Soviet plan, which provides for an 8
per cent increase in industiial production in 1963 as
compared with the 9.5 per cent increase in 1962, How-
ever, during recent years, in order te avoid the emer-
gence of bottlenecks, annual plans for industrial pro-
duction in the Soviet Union were deliberately set at a
lower level than was warranted by the experience of the

Table 3-19. Planned Targets for 1963
{Indices, 1962 = 100}

Crechaslo~ Eaglern

Hem Hulguria vahia Germany Hfungary Poland Remanin USSR
National income. . ... . .. ... 113.5 . 1065 108.0 105.2 . 1070
Gross fixed investment ... . 1120 94.0 1074 114.0 108.3 112.0 110.0
Personal consumption 13115 101.3 s 1054 103.6 e -
Retail sales . . . .. 1099 102.0 102.0 105.3 103.6 109.0 106.9
Industrial production. .. ..., 110.2 101.0 106.4 1080 105.0 i12.0 108.0
Industrial employment.... .. 1037  100.3 o 1625 1oLy 1025 1023
Output per man in industry 106.1 100.7 107.2 105.5 103.2 1693 105.6
Agricultural production. . 117.0 109.5 . a0 1058 1170 o
};' agess. ... . o 107.0 . %(i)%(} . 102.0 1059
txports . . Co 4 1049 -
Tmports . .. 1000 1109 {100”8

Source: See table 3.1,
s For Bulgaria and Eastern Germany, real per
capita income of workers and emplayees; for Po-

land, real wages; for USSR, money income of the
population.,
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preceding years; the actual increases in total oulput
were, in fact, consistently greater than planned. The rate
of increase is planned to be 1educed from about 15 per
cent in 1962 to 12 per cent in 1963 in Romania and, in
the same period, from 8.4 to 5 per cent in Poland. In
Czechoslovakia, the plan provides for an increase of less
than 1 per cent as against a 6 per cent rise achieved in
1962. The emergence of imbalances in recent years he-
tween various indusiries and economic sectors, 1o which
attention was drawn earlier, has been responsible for the
virtual interruption in the growth of industrial produc-
tion and for the fall in the level of investment envisaged
in the Czechoslovak plan. The major task of the 1963

plan is lo eliminate these imbalances and to bring about
readjustments in output and allocation of resources
necessary to prepare the ground for the new long-term
plan scheduled to begin in 1964.

Industrial employment is planned to increase in 1963
at a smaller rate than in 1962 in all countries for which
data are available. This is also the case for the planned
changes in output per man in industry of several coun-
tries. In Romania, however, output per man is planned
to inerease at a higher rate than in 1962, and in the
Soviet Union and Hungary at approximately the same
rate as during the preceding year.

Economic situation in Yugoslavia

National income in Yugoslavia increased by 5 per
cent in 1962, the increase being somewhat larger than
that in the preceding year. This indicales that the proc-
ess of deceleration, which had reduced the annual in-
crease in national income from 18 per cent in 1959 t0 6
per cent in 1960 and to 4 per cent in 1961, has been
halted. As during the preceding two years, the actual
growth 1ate was much smaller than planned; the plan
for 1962 had anticipated a 16 per cent rise in national
income (see table 3-20). Although these changes re-
sulted largely {rom fluctuations in agricultura] produc.
tion, they were also strongly influenced by the develop-
menls in the industrial sector.

Agrieultural production, which declined by ahout 10
per cent in 1960 and by another 3 per cent in 1961, did
not register any change in 1962, According to the coun-

try’s annual plans, the anticipated increases in output
had been put at 16 per cent in 1961 and 23 per cent in
1962. Unfavourable weather was mainly responsible for
the shortfalis in agricultural production during the last
three years, but the trends were also influenced by insuffi-
cient investment as well as inadequate use of fertilizers
owing to the low income of a laige propartion of agri-
cultural producers in the private sector of the economy.

Although, as indicated in table 3-21, the output of
bread grains, maize and sugar beet increased substan-
tially in 1962 despite the drought, the increase was too
small to yestore the oulput of these crops even to the
level of 1960 which was itself well below that of 1959.
The output of fruit as well as of fodder declined; the
decline in production of fodder seriously affected Jive.

Table 3-20. Yugoslavia: Selected Indices of Economic Activity

{Preceding year = 100)

flem 1559 1960 196f 963 1962 163
{plannecd)

National income.. .. . .. .. o118 106 104 105 116 111
Personal eonsumption ‘ 114 106 104 103 108
Volume of retail rade ... .. . . ... 117 110 109 103 cos e
Gross fixed investment . ‘ 3 108 107 108~ 113 106
Non-agricullural employment. . 107 109 106 102 106 103
Agricultural production. . ... 132 90 97 100 123 113
Industrial preduction...... ... ... . il4 115 107 107 113 116
Industrial employment . ... . . . . 106 107 105 102 105 103
Output pez man in indesteye, ... .0 105 106 103 102 . 106
Money wages. . . L ... 115 121 116 104 o 107-
Costol living. ...... ....... . ... 101 111 108 110 . 1024
Real wages. .. ....... ... . ... 113 108 106 95 1064 1050

Sourcer Replies of the Government of Yugo-
slavia to the United Nations questionnaires of 1961
and 1962 on cconomic trends, problems and poli-
cies; Statisticki Godisnjol, 1962 (Belgrade); Indeks,
No. 1 and 2, 1963 (Belgrade).

*In curient prices which do not seem o have
changed appreciably,

b Official index. This differs from the index

which could be obtained from comparing indices
of industrial production and employment shown
in the table. The variation is due to differences in
coverage.
© Average personal income in socislized sector.
¢ Revised from data on planned increases in
money &nd real income.
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Table 3-21.

Yugoslavia: Indices of Output of Major Agricultural Commodities

{Preceding vear = 100)

1959 1960 1961 1962 1962 1963

(planned)
Wheat and rye . o ‘ 164 86 89 109 119 115
Maize . e e ‘ . 169 92 T4 116 153 113
Sugar beet. .. . S oo 164 95 75 110 170 158
Meat~., .. ... ... ... B N 110 101 98 97 163
Milk . e . 105 99 98 100 107 102

Source: See table 3-20.

stock breeding. Qutput of meat declined in 1962 and that
of milk remained at the reduced level of 1961.

The decline in agricultural production in 1961 and its
stagnation in 1962 had an unfavourable inflluence on
industrial production, on foreign trade and on the in-
ternal stability of the economy,

Industrial production increased in 1962 by 7 per cent.
The rate of increase was the same as in the preceding
year hut considerably fower than the 1954-1960 annual
average of about 14 per cent and the rates of 12 and
13 per cent planned for 1961 and 1962, respectively.

The poor performance of agriculture influenced the
rates of growth of industries processing agricultural raw
materials; it also affected the expansion of other indus-
tries through its effect on the possibility of importing
industrial 7aw materials and equipment. Moreover, in
1961 and in 1962, the activities of industrial enterprises
were influenced by the uncertainties arising from the
readjustment of output to the new pattern of domestic
and foreign demand which emerged from the changes
in cost and price structure associated with the elimina-
tion of multiple exchange rates. In addition, credit re-
strictions introduced in 1961 with the aim of reducing
the pressure of demand upon supply resulted in short-
ages of working capital. The influence of this factor was
quite evident in the first half of 1962 during which
industrial production increased by only 4 per cent as
compared to the corresponding period of the preceding
year. However, undexr the impact of increasing exports
and 2 relaxation of credit restrictions, the volume of
industrial production rose by 8 per cent in the third
quarter and by 10 per cent in the fourth quarter.

While these factors played an important part in the
slowing down of industrial expansion, it is generally rec-
ognized that the imbalances accumulated in the preced-
ing years also inlluenced economic developments in
Yugoslavia in 1961 and 1962. In some cases, productive
capacity increased more than the domestic and foreign
demand for specific commodities. In others, the ex-
panded capacity could not be fully utilized because of
the insuflicient growth of complementary industries. In
many instances, 1aw materials and semi-manufactured
goods had to be imported even though there were
favourable opportunities for their production within the

o Inclusive of the increase in weight of live-stock,

country. As a result of these tendencies, the existence of
idle capacity and the accumulation of stocks in some
industries was accompanied by shortages in others. In
addition, the growth of industrial production was seri-
ously hampered by the failuze to complete investment
projects according to schedule.

The emergence of these imbalances was attributed to
certain shortcomings in planning and in the policies for
implementation of the plans. It has been particularly
stressed that the lack of co-ordination in investment
policy has led to the simultaneous construction of simi-
lar investment projects by various enterprises or organi-
zations without due regard to the demand for their out-
put or their importance for the economy as a whole.

While no basic changes in the methods of manage-
ment of industry are conterplated -~ the autonomy of
the enterprises is to be preserved — considerable em-
phasis has been placed on the need to strengthen the
central control over investment activities through more
selective allocation of investment credits by the banking
systems. Certain uncompleted investment projects are
to be, at least temporarily, abandoned. Also more strin-
gent measures are to be applied to eliminate unwax-
ranted price increases on the one hand, and unjustified
subsidies on the other. Enterprises which fail to adjust
their output and sales to the pattern and level of demand
are not to receive subsidies even if the new measures
were to force them to close down. More selective policies
are nlso to be applied with respect to imports in order to
counter the effects of excessive liberalization on the bal-
ance of payments,

Personal consumption, which rose by 4 per cent in
1961, increased by only 3 per cent in 1962 as compared
with a 5 per cent rise in national income. This decline
in the share of consumption in national income was
associated with a rise of 8 per cent in fixed investment, a
15 per eent increase in inventories and a fall in net
imports.

While this shift in the allocation of national income
hetween consumption and investment tended to increase
the pressure of demand upon the supply of consumer
goods, the considerable slowing down of the rise in
money income of the population was an important factor
restraining the growth of these pressures Thus, for
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instance, average money wages increased by as much as
2] per cent in 1960 and 16 per cent in 1961, but by only
4 per cent in 1962. Nevertheless, largely under the
impact of a rise in food prices, the cost of living con-
tinued to increase in 1962. As a consequence of the 10
per cent increase in cost of living, real wages fell by &
per cent in 1962 as compared to a more than 8 per cent
increase in 1961. Real per capita income of the rural
population seems to have remained at the level reached
in 1961.

Considerable efforts made to improve the bhalance of
trade resulted in a more than 20 per cent increase in
exports in 1962, Imports fell during the year by about
2 per cent. Total exports rose mainly on account of a
very steep increase in the exports of machinery and
equipment; exports of food, in fact, declined. Total
imports declined largely because of a fall in the imports
of machinery and equipment as well as other manufac.
tures, while the imports of food increased. In conse-
quence of these changes, net imports fell {rom 94 billion
dinars in 1961 to 53 billion dinars in 1962. A further
improvement in the net balance for services reduced the
net deficit of the balance of payments from 67 billion
dinars in 1961 to about 20 billion dinars in 1962,

The Yugoslav plan for 1963 provides {or a consider-
able acceleration of growth as compared to the rates of

Table 3-22,

expansion achieved in 1962, National income and in-
dustrial production are each planned to increase by 10
per cent, and agricultural output by 11 per cent, over
1962. Employment in the socialized seclor is to increase
by 3 per cent and in industry and the handicraft sector
by 2 per cent. Qutput per man in industry is planned to
increase by G per cent — that is, at a much greater rate
thar in 1961 and 1962 Personal money income in the
socialized seclor is to inerease by 11 per cent, and on a
per capita basis by 7 per cent. Although considerable
efforts are to be made to stabilize prices, certain in-
creases in the cost of living are anticipated, largely
because of increases in the cost of services and in the
prices of agricultural commodities. Altogether, real per
capita personal income is expected to rise by 4.5 per
cent,

Fixed investment is planned to remain at approxi-
mately the same level as in 1962. In the allocation of
investment, preference will be given to projects with
short consliuction period in order to achieve rapid in-
ercases in capacity for output of goods urgently needed
for the satisfaction of domestic requirements and for
exports. Exports are planned to increase by about 13
per cent and imports by about 7 per cent, resulting in a
further slight fall in the net imports of goods and in the
deficit in the balance of payments on current account.

Yugoslavia: Balance of Payments

{Billions of dinars)a

1m6a

18961 1562 1962

1963

{planned}
Exports of goods. . 169.8 170.6 207.3 201.0 2300
Imports of goodst . : 237.5 265.0 2607 278.0 2789
Balanee of merchandise trade . —67.7 o Qd 4 —53.4 —770 —48.9
Balance of other transactions on current
sccount . o o 23.3 27.4 33.5 28.0 33.5
Total balance on curient account . —44.4 (7.0 —19.9 —49.0 —15.4

Source: See table 3-20.

» In foreign prices converted inte dinars at the

exchange rate of 300 dinars 1o the dollar.
b Excluding private gifta in kind.





