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FOREWORD

Part II of the World Economic Survey, 1964
consists of four chapters. Chapter 1 provides an
over-all view of salient changes in world production
and trade between 1963 and 1964, Chapter 2 de-
scribes the principal developments in the industrially
advanced private enterprise economies and goes on
to examine two important current problems—the
use of incomes policies for internal stabilization and
the difficulties facing the international monetary
system in the light of the payments imbalances of the
reserve currency countries. Chapter 3 analyses the
economic changes that occurred in the developing
countries betweesnt 1963 and 1964, and takes a closer
look at the problem of agricultural lag and food
supply and at the difficuities some countries have ex-
perienced in maintaining internal balance. Chapter 4
deals with recent trends in the centrally planned
countries, highlighting changes that are now under
way in the internal mechanisms of economic manage-
ment and externally in the problems of economic
integration among the countries of the Council of
Mutual Economic Assistance.

For purposes of this report, the developed market
economies comprise North America, western Furope,
Oceania, Japan and South Africa; the centrally

it

planned economies comprise eastern Furope, the
Union of Soviet Socialist Republics and mainland
China, and the developing countries comprise Latin
America, the West Indies, Africa, West Asia and
southern and south-eastern Asia, Where, because of
statistical exigencies, it has heen necessary to depart
from these definitions of coverage, the nature of the
deviation has been noted.

The period dealt with in this report is essentially
the calendar year 1964 and the data for this year
have been recorded as accurately as was possible in
April 1965, At that stage virtually all 1964 statistics
were preliminary or provisional, and i some cases
estimates have had to be made for the year as a
whole on the basis of less than twelve months'
returns. Though the weight of the Swurwvey is on
economic developments n 1964, events occurring
in 1965—up to about mid-May-—have been taken
into account as far as possible. And in many instances
it has been thought desirable to provide background
material from earlier years,

The Swurvey has been prepared in the Bureau of
General Economic Research and Policies of the De-
partment of Economic and Social Affairs,



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 indicated

A full stop () is used to indicate decimals

A comma (,) is used to distinguish thousands and millions
A slash (/) indicates a crop year or financial year, e.g., 1960/61

Use of a hyphen (-) between dates representing years, eg., 1961-1963,
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

compound rates.

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

of rounding.

The following abbreviations have been used:

ADELA
CMEA
EDF
EEC
EFTA
FAO
GAB
GATT
IBRD
IDA
IEC
IMF
QPEC
SITC

Atlantic Community Development Group for Latin America
Council of Mutual Economic Assistance

Furopean Development Fund

Furopean Economic Community

Furopean Free Trade Association

Food and Agriculture Organization of the United Nations
General Arrangements to Borrow

General Agreement on Tariffs and Trade

International Bank for Reconstruction and Development
International Development Asscciation

International Finance Corporation

International Monetary Fund

Organization of Petroleum Exporting Countries

Standard International Trade Classification

UNESCO  United Nations Educational, Scientific and Cultural Organization

“Rhodesia and Nyasaland” stands for the former Federation of Rhodesia and
Nyasaland. The term “Tanzania” has been used in tables to refer to the United

v




Republic of Tanzania. Where statistical presentation has rendered it necessary,
the term “Federation of Malaya” has been used to indicate that data refer only
to those parts of Malaysia formerly so designated; “South Africa” has been used
to designate the Republic of South Africa, South West Africa and the High
Commission territories of Basutoland, Bechuanaland and Swaziland.

The Survey is generally based on information available to the Secretariat as
of May 1965.

The designations employed and the presentation of the material in this publica-
tion 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 concerning the delimitation of its frontiers.
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Chapter 1

RECENT TRENDS IN THE WORLD ECONOMY

Viewed from the middle of 1965, world economic
trends in the past eighteen months present something
of a paradox. On the one hand, the period has been
one of rapid growth of production and trade, well
sustained and widespread to an extraordinary degree,
On the other hand, it has seen many manifestations
of acute economic disequilibrium, in some cases of
potentially critical dimensions.

In the developed market economies, the upswing in
economic activity which began in 1958 in western
Burope and in 1961 in North America continued
with surprising vigour in 1964 and, though it began
to falter in parts of western Furope and Japan in
the second half of the year, or in the early months
of 1965, it was sustained by the high and steady
rate of growth in the United States, nurtured by a
judiclous use of fiscal stimli.

In the centrally planned economies, too, growth
has been vigorous. There was a sharp recovery in
Czechoslovakia in 1964 and some quickening in the
rate of expansion in mainland China, FEastern
Germany and the Union of Soviet Socialist Repub-
lics. The downward drift in the rate of growth in the
combined national products of eastern Europe and
the Soviet Union that had marked the earlier years
of the nineteen sixties was sharply reversed in 1964.

In the developing countries-—with harvests gen-
erally somewhat better, export prices fractionally
higher and various earlier investments coming to
fruition—ecconomic growth was also significantly
better than in the immediately preceding years. The
improvement in external liquidity that had taken
piace in 1963 made possible the largest increase in
bmports since 1960, and this helped to hring supplies
into closer balance with demand in many countries.

Notwithstanding these considerable and wide-
spread gains, the world economy has been showing
many signs of imbalance and strain. Much of the
strain is of long standing and many of the im-
balances are a by-product of the process of growth.
Indeed, the problems that became critical in 1964
were chiefly those that arose from disparities in
growth—most f{requently a lagging export sector
or a lagging food sector——or from the inadequacies

of earlier efforts to sustain or stimulate growth in
economies in various stages of economic evolution

In some of the developed market economies, the
most recent phase of the leng upswing in economic
activity has been marked by disproportionate in-
creases in demand, especially where growth in
manpower and in essential skilis has been relatively
low. In a number of western Furopean countries
even the absorption, on an unprecedented scale, of
migrants from the Mediterranean area and even
further afield has not prevented money wages from
rising more rapidly than total output. FEfforts to
dampen the resultant pressures have not met with
unequivocal success. Disinflationary monetary policies
and fiscal restraint have in most cases affected not
only the demand side of the balance but also the
supply side. Thus, a diminution of price pressures
has not always been achieved, and when achieved it
has sometimes been at the cost of a slackening in the
expansion of production Tn France and Italy, indeed,
industrial output has actually fallen below the cor-
responding levels of the previous year.

Omne result of this re-emergence of the problem of
reconciling growth and stability has been a revival
in interest in so-called “incomes policies”. The main
object of these policies is to keep money incomes in
line with available output or, more specifically, to
hold year-to-year increments in incomes within the
limits set by gains in productivity. Such a policy,
while simple enough in the abstract, involves many
difficult practical problems in actual formulation and
implementation. These range from the making of
accurate forecasts of future gains in productivity
over the period for which wage contracts are nego-
tiated to the usually more onerous task of ensuring
that the distribution of increases in income will not
adversely affect over-all productivity or accentuate
unduly the inequities in per capita income which are
the legacy of history and the fruit of existing institu-
tional arrangements as well as of current changes in
demand and technology.

Merely to indicate the criteria of effectiveness is
to suggest how formidable are the difficulties con-
fronting an incomes policy in an economy based on
free bargaining over wages and prices. In the last



2

Part II. CURRENT ECONOMIC DEVELOPMENTS

analysis its success is likely to depend on the extent
to which participants in this bargaining process are
convinced that it is in the general interest for in-
comes to be kept in line with production and for the
price level to be held as stable as possible, and that
the norms prescribed for forthcoming wage incre-
ments are hoth equitable in relation to other incomes
and equitably applied among the diverse wage earn-
ing groups. To create such a conviction will require
a good deal of experimentation in the practice of
incomes policies.?

In most of the developed market economies the
strains that have emerged in the most recent stages
of the upswing have been primarily internal, but in
some—motably Ttaly and Japan—it was the de-
terioration of the external balance as a result of the
rise in domestic demand that necessitated prompt
remedial action. Fven more serious, because of the
international status and functions of the currencies
concerned, has been the deterioration of the external
balance of the United Kingdom and the United
States. While the payments problem of the United
Kingdom in 1964 was in large measure the con-
sequence of the rise in domestic demand, whicl in-
duced an upsurge in imports unaccompanied by a
comparable increase in exports, it was aggravated by
an expansion in the outflow of capital. And in the
United States the payments problem has been almost
entirely a matter of expanding capital outflow. These
movements of capital have been stimulated to a
degree by the process of economic integration under
way in the European Econemic Community (FEC),
with its common external tariff around a major and
rapidly growing industrial complex, But they also
reflect significant differences in the speed and condi-
tions of growth, particularly between the United
States on the one hand and continental western
Europe on the other. Until recently economic growth
in the United States has been appreciably slower,
while resource limitations have continued to be
conspicuously less restraining.

While in these circumstances a cutback of domestic
fiquidity and other efforts to restrict demand have
not been regarded as an appropriate policy for the
United States to follow, yet the persistent payments
deficit has become less and less tolerable and the
measures adopted to protect the dollar by stemming
the outflow of capital have become progressively
more strenuous and wide-ranging. The balance of
payments crisis in the United Kingdom in 1964 has
triggered even more stringent measures to protect
the pound; these were aimed at both imports and
exports, to improve the current account, and also at
a reduction in the outllow of capital.

1 Seg chapter 2 for a discussion of recent experience in
the formulation and implementation of incomes policies.

These simultaneous efforts to reduce the external
deficits of the reserve currency countries have
focused increased attention on the role that these
deficits—and particularly that of the dollar in recent
years—have played in providing international li-
quidity. This has served to impart a new urgency
to the debate that has been under way in a variety
of forums with regard to the future shape of the
whole international monetary system. The realiza-
tion that the counterpart of any reduction in the
deficits of the reserve currency countries is the
drying up of a major source of international H-
quidity has prompted a spate of proposals for
monetary reform, ranging over the whole spectrum
of possibilities from the restoration of the gold
standard to the establishment of a world, credit
creating, central bank, Whatever maodifications in the
monetary system are in fact worked out, they are
almost bound to be influenced by the close and
continuous co-operation among banking authorities
and national treasuries that has been characteristic of
recent years, culminating in the rapid and massive
mobilization of support for sterling in the last quarter
of 19642

Among the less developed market economies, 1964
was a year of generally improving balance. The
supply situation was more comfortable than in the
earlier years of the Development Decade, partly be-
cause of the better outturn of demestic industry and
agriculture and partly because this was supplemented
by imports to a substantially greater extent than in
the three preceding years. And in a number of
countries the growth of demand was tempered by a
rather more cautious fiscal policy. The result was
discernible in some diminution of inflationary
pressures.

Partly as a consequence of this general improve-
ment, cases of acute imbalance tended to stand out
in rather sharper contrast. The two most serious
manifestations of imbalance in 1964 were food short-
ages and rapid price inflation—phenomena not en-
tirely unrelated and by no means new to the develop-
ing countries.

The food problem in the developing countries
has its roots int the fact that while, under the in-
fluence of improvements in sanitation, in dealing
with certain disease vectors and in remedial drugs,
population growth has been steadily accelerating,
agricultural production has often tended to lag. Be-
cause of the generally low level of nutrition in the
developing countries, moreover, and the high pro-
portion of income normally spent on food, develop-

2The interrelation of the balance of payments deficit of
the reserve currency countries and the international gold
exchange monetary system is cxplored in chapter 2.
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ment itself adds rapidly to the total demand for
food-stuffs: townward migration and rising incomes
both add to the effect of population increase on total
demand for food.

For a host of reasons, differing in relative im-
portance from one country to another, agricuiture
has not been able to respond with a comparable
acceleration of output. In some countries, climate
and topography and high population densities make
it difficuit to extend the arable acreage; the problem
is one of raising productivity, and in this, shortages
of capital-—for increasing farm inputs by irrigation,
fertilizer and mechanization--—deficiencies in kunowl-
edge among the peasants, subdivision of the land
and other physical, legal and institutional tenure
problems all exereise an inhibiting influence. In some
cases these difficulties are accentuated by Jack of
means to move food readily from one part of the
country {o another.

What cannot be produced at hiome has to be im-
ported, and foed imports have sometimes to be given
higher priority than capital equipment urgently
needed for carrying out the increased investment on
whichi economic development largely depends. In
these circumstances, food aid from abroad can he
of considerable developmental importance, freeing
scarce foreign exchange for other purposes. The
flow of food from the industrial countries to the
developing countries, and particularly from the
United States since the enactment of Public Law
480 in 1954, must be regarded in part in this light,
and given the recalcitrant nature of hoth the popula-
tion problem and the agricultural problem, it is
difficult to foresee an early end to this need for
imports.

While this might represent a rational division of
Iabour on a glohal hasis, its implications have to be
examined against a background not only of world
food policy but also of development policy in the
developing countries. The most awkward fact in the
situation is that in almost all the developing countries
agriculture is the largest contributor to the gross
domestic product and by far the largest employer of
manpower. In sheer arithmetic it is difficuit to con-
ceive of a raising of the rate of growth of total
production to an adequate level without a more or
less comparahle growth in agriculture. For, if this
were to be achieved, it would imply not only an
extremely rapid rate of industrialization but also a
great upsurge in the exports of manufactured goods
to pay for the requisite imports of food. On the
whole, it seems more realistic, whatever the im-
peratives of the immediate situation, to prepare for
a longer-term effort to overcome the difficulties
surrounding agriculture in so many developing

countries and to aim at meeting more and more of
internal food needs from domestic resources.®

One of the consequences of food shortages in de-
veloping countries is the impetus they tend to give
to the inflationary process. Because of the high
proportion of income normally spent on food, a rise
in food prices has an immediate and full impact on
the cost of Hving and—given the generally low level
of income—a fairly direct and corresponding impact
on wage rates and, hence, on costs of production.
This price-wage-cost-price spiral is the essence of the
inflationary process in the handful of developing
countries in which there was a further deterioration
of internal balance in 1964 While food difficulties
have contributed to this laclk of halance, the main
stimulus has continued in most cases to be a monetary
one-~the expansion of credit to either the public or
private sector (and sometimes both) without the
necessary counterpart in the form of saving or of
the timely production of goods and services.

Where the inflationary spiral has become estab-
lished it is often extremely difficult to break.
Measures that cut demand may on the one hand be
politically and socially impractical (because the real
incomes of many people are already so low), and on
the other hand have an offsetting negative impact
on production (if entrepreneurs are denied essential
credif, for example, or workers feel compelled to
withdraw their labour in protest).

Such domestic imbalances were eased most, in
1964, where the state of external balance had im-
proved most in 1963, and the resuitant gains in
liguidity made it possible to augment domestic
production by a sizable expansion in imports The
number of countries able to make full use of this
possibility was limited by a reversal early in 1964
of the rise In commodity prices that had transformed
the external balance in 1963. During 1964 the terms
of trade ceased improving for the developing coun-
tries as a group and by the first quarter of 1965 the
average price of the primary commodities they export
had dropped about 7 per cent below the correspond-
ing 1964 level* Since 1964/G5 crops are likely to
have yiclded rather less of an increment in total
agricultural output than the 1963/64 crops did, it
may be concluded that the stabilization policies put
into effect in the course of 1964 will have to operate
in less favourable supply conditions in 19655

In the centrally planned economies, as in the de-
veloping countries, 1964 saw a considerable improve-

8 Some of the problems of food supply in the deveioping
countries are discussed in chapter 3.

*1f non-ferrous metals are meluded in the export basket,
the decling was only half that, namely, just over 3 per cent.

B The nature of these stabilization policies and the infla~
tionary pressures with which they have to deal is discussed
in chapter 3
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ment in economic performance compared with the
two preceding years. Nevertheless, many of the dif-
ficulties that lay behind the deceleration in growth
rates in 1962 or 1963 were still the subject of concern
and action in 1964.

One set of problems relates to agriculture, in which
efforts continue to be made to eliminate organiza-
tional weaknesses, improve poor technical practices
and reduce the sector’s vulnerability to the vagaries
of nature. There was a widespread tendency to raise
the official prices paid for agricultural produce, and
in some couniries social security payments were
extended to farm workers. And, in most of the
centrally planned countries, the share of national
investment allocated to agriculture was higher in
1964 than in previous years. In general, there was a
certain shift in the distribution of income in favour
of the rural population, reflecting the policy of
providing greater incentives to expand production.

The need to speed up the improvement in produc-
tivity extended to other sectors of the economy. It
stemmed from a variety of sources, including the
growing complexity of the centrally planned eco-
nomies, the rise in incomes and the expansion in
consumer choice, and the evidence of the inadequacy
of earlier methods of planning and organizing produc-
tion. The result has been a considerable amount of
re-evaluation and adjustment of procedures and
much experimentation with new systems of planning
and of management and decision making.

The general direction in which this process of
adaptation has moved has been towards decentraliza-
tion of economic controls and increases in the degree
of autonomy exercised by individual enterprises.
This is being achieved through a reduction in the
role played by administrative directives and by
increasing reliance on indirect methods of influencing
enterprises to act in conformity with the general in-
terest as reflected in the national plan. These changes
imply an enlargement of the role of the market
mechanism in the achievement of targets, which in
turn involves greater use of prices and profits as
well as of credit and fiscal policies in guiding eco-
nomic activities in the centraily planned economies.
It is hoped by this transformation to create a much
closer identity between the interests and goals of
particular enterprises and the more general interests
and targets of the economy as a whole®

8 These problems were discussed in United Nations, IV orld
Eeonomic Survey, 1963, II. Current Economic Developinents
(Sales No.: 64.I1 C.3), pages 85 to 100. They are taken
up again, in the light of more recent developments, in
chapter 4

This re-examination of the techniques of planning
and management has extended beyond the domestic
economy to international economic relations. Through
the Councii of Mutual Economic Assistance
(CMEA), attempts have been made, ever since 1956,
to introduce a measure of co-ordination of national
plans, a greater amount of deliberate geographical
specialization, more joint financing of common en-
terprises and a higher degree of mulitilateralism of
intra-regional trade. The recent drive to raise operat-
ing efficiencies within member countries has lent
new urgency to these attempis,

A general framework of “principles of international
socialist division of labour” was adopted by the
CMEA in 1962, but up to the present only a few
specific measures of practical implementation have
been carried through. These have related chiefly to
long-term foreign trade agreements, to specialization
agreements relating to production of specific goods
(mainly in engineering industries) and to some joint
investment projects. The co-ordination of national
economic plans, investment decisions concerning the
development of specific industries in various coun-
tries, arrangements for the movement of capital and
labour, reciprocal opening of markets to enterprises
of other countries of the group and other measures
of closer economic integration have been more diffi-
cult to put into operation. The disparities in levels
of economic development have precluded the use of
the present comparative advantages as the basis of
regional division of labour on the grounds that it
might slow down the progress of the least diversified
countries, Efforts are now being made to evolve
economic criteria and methods of co-ordination that
would ensure that specialization schemes commended
as favourable for the region as a whole would not
adversely affect individual member countries, es-
pecially the less economically advanced among them.
The solution of these problems is being sought by
means of a confrontation procedure for the pre-
liminary drafts of national plans (which are based
on the long-term interests of individual countries)
followed by the adjustment necessary to achieve the
most efficient pattern of growth for the region as a
whole. The realistic nature of this approach and the
recognition of the need for compensation in cases
where specific specialization schemes devised in the
interest of the area as a whole may have an adverse
effect on the development of individual countries
are expected to reduce potential conflict of interest
and thus facilitate the setting up of regional plans
that are in harmony with the interests of individual
countries.”

7 Some of the problems facing closer economic integration

of the centrally planned economies are discussed in chapter 4,
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Salient features of world production

World economic growth between 1963 and 1964
was distinguished less by its magnitude than by its
universality. In the aggregate, world production in-
creased by at least 5 per cent. Maintaining the
momentum of the current upswing, the combined
gross national product of the developed market eco-
nomies was about 5 per cent above the 1963 level
in real terms, Recovering sharply from the declining
trend of recent years, the combined real national
income of the centrally planned economies was be-
tween G and 7 per cent above the 1963 level® And
the developing countries, also registering a marled
improvement over the results of the earlier years of
this decade, increased their combined gross domestic
product by about 5 per cent. (See table 1-1.)

Table 1-1. Agricultural and Industrial Production,
by Region, 1960-1964

(Percentage change from preceding year)

Region and item 1961 1062 1963 19648

Developed market economicsh

Gross domestic product 4 5 4 5

Agricallure — 5 3 2

Industry 4 7 3 7
Centrally planned economiest

National income 7 3 4 6

Agricaltared 3 —1 —d g

Industry i0 9 8 (8o
Developing countriest

Gross domestic product 4 4 4 5

Apriculture 3 2 z 3

Industry 9 7 o 7

Source; Bureau of General Fconomic Research and Poli-
cies of the United Nations Secretariat, based on Statistical
Office of the United Nations, Mounthly Bulletin of Statistics
and Yearbook of National Hrcounts Slalistics; TFood and
Agricalture Organization of the United Nations, Monthiy
Bulletin of Agriculiural Econemics and Statislics {Rome);
United States Department of Agricuiture, The 1064.1965
Weorld Agrienttural Situation (\Washington, D C, 1965);
replies of Governments to the United Nations qucsliotmaire
of November 1964 on economic trends, problems and poli-
cies; reports on fulfilment of plans by ecastern European
countrics and the Sovict Union

1 Preliminary

b North America, western Europe, Japan, Oceania and
South Africa.

¢ Fastern Burope and the Soviet Union.

4 Estimated. The weights used for the calculation of the
regional index were derived from data on the relative vol-
umes of agricultural output in the various centrally planned
economies given in A Bodnar, Gospodarka Ewrapefskich
Krajorw Secialistyeznych (Warsaw, 1962), page 238,

e Provisional estimate

tLatin America, Africa, West Asia and sothern and
south-castern Asia

8 Based on data for the Seoviet Union and the countries
of castern Iurope. Though official statistics are not available,
it is probable that mainland China also achieved a lnghur

In the developed market economies the continued
expansion in output was broadly based, though there
was little advance in residential construction in North
America, In eastern Europe and mainland China the
increase in production was alse fairly general Else-
where, the principal factor in the acceleration of
growth rates between 1963 and 1964 was agriculture.
Poor harvests played a major role in holding down
total production in 1963 in the Soviet Union and in
a number of the developing countries, and the hetter
harvests of 1964 contributed much of the increment
in total output. Larger crops also helped to raise
total production in western Europe and Japan.

One of the causes of the poor harvests of 1963
was the severe weather experienced in Europe in
the early months of the year, and this also played a
part in magnifying the subsequent expansion in in-
dustrial production. The largest increases between
1953 and 1964 were recorded in the first quarter of
the year and reflect the relatively depressed level
of output in the winter of 1963, In western Furope,
for example, the rate of expansion in the second
half of 1964 was less than half of that registered in
the first quarter—measuring in each case from the
corresponding period in 1963. A similar effect was
experienced in parts of eastern Furope where
construction, power and transport had all been af-
fected by the severity of the weather in the early
months of 1963. In some western European countries
a further factor came into play during the year in
the shape of credit restraints and other disinflationary
measures designed to hold down demand pressures
in the interest of stability. In these cases the result
was a marked deceleration in the rate of expansion

AGRICULIURE

Though the over-all advance in world agricultural
production was quite modest in 1964, it was dis-
tributed in a way that tended to magnify its economic
impact.® Some of the major increases were in areas
in which agriculture bulks large in total produc-

yate of growth between 1963 and 1964 industrial produc-
tion was up 15 per cent and most crops were above the
1963 level

% Caleulations of telal increase range from less than one
per ceat to about 3 per cent, depending on the precise
periods and crops being LOIH[)'!IC(I on the weighting system
adopted and on the estimates made for countries and pro-
ducts not officially measured or reported In general, the
increase between 1962763 and 1063/04 secems to have been
greater than that hetween 1963/64 and 1964/65, but the latter
contains more estimates and preliminary figures, Attempts
to add crops on a calendar year Dasis— which, for the
northern hemisphere, means adding the winter and spring
crops of the 1963/04 year 1o the aulumn crops of the
1964/65 year, and conversely for the southern hemisphere—
give a somewhat greater increase hefween 1963 and 1964
than indicated by either of the crop vear comparisons.
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tion—as in the case of gains in Oceania and some
of the developing countries, and the sharp recovery
in the Soviet Union, Others were in crops for which
the world market was particularly sensitive in 1964,
most notably sugar and cocoa, Conversely, some of
the principal reductions in output were in countries
or in crops where they exerted very little effect on
total domestic production. This was the case with
coarse grains (the decline being concentrated in the
United States) and with coffee (the decline being
almost entirely in Brazil), stocks of which were large
enough to absorb such reductions without affecting
marketable supply.

For the rest, most major crops registered over-all
gains more or less in line with population growth.
This was true of rice, tea and milk, of fats and
oils (at least in the aggregate), of tobacco, rubber
and all the principal natural fibres, and probably of
bananas and citrus fruits. The most significant ex-
ceptions were jute {whose 1964/65 crop dropped
back to the 1962/63 level, well below the record
1961/62 crop) and meat (whose production receded
in 1964 in the wake of fodder shortage and ab-
normally high slaughtering in parts of Europe and
the Soviet Unjon in 1963, and a decline in output
in Argentina).

Among the most important developments in 1964
was the agricultural recovery in the Soviet Union
whose gross production, after keeping just ahead of
population in 1960-1962, had fallen away very
sharply in 1963.1° One consequence of the poor 1963
season was a decline in livestock numbers—relatively
small in the case of cattle {(about 2 per cent) and
sheep and goats (about 5 per cent), but very large
in the case of pigs (over 40 per cent). The cattle
loss was made good in 1964, but at the end of the
year the pig population was still one-fourth below the
1962 level and 10 per cent below the 1960 level, and
the sheep and goat population was further reduced
—t0 over 10 per cent below the 1962 peak and 7 per
cent below the 1960 level (see annex table 1A-1),
This reduction in livestock numbers resulted in a
further decline in the output of animal products
(see annex table 1A-2). Meat production, which
was a record 10 million tons (slaughter weight) in
1963, when fodder shortages necessitated increased
slaughtering, dropped back to little more than 8
mitlion tons—the lowest for six years.

Despite this failure in the livestock sector, Soviet
arable production recovered so strongly in 1964 that
over-all agricuitural output for the year was almost
one-eighth above the 1963 level. All the other cen-
trally planned economies increased their total agri-

0 The nature of this decline was discussed in Horld
Economic Survey, 1963, IT. Current Economic Developments,
page 60.

caltural output in 1964 also, though in some cases
—notably in Czechostovakia, Poland and Romania—
the gains were only fractional. In mainland China
there was a particularly large increase in cotton
production, and the grain crop—of over 190 million
tong—exceeded the 1957 peak for the first time.

Some of the wide swings in individual crops had
a marked effect on the volume and pattern of inter-
national trade in 1963 and 1964, particularly during
the last quarter of 1963 and the first half of 1964.
In the Soviet Union the wheat output swung from
71 million tons in 1962 to less than 50 million tons
in 1963 and back to over 74 million tons in 1964;
rye production dropped from 17 to 12 million tons
and then rose to between 13 and 14 million tons in
1964 ; maize production reached a peak of 17 million
tons in 1961, declined to 11 million tons in 1963
and then recovered to about 13 million tons in
1964; the output of sugar-beets declined from a
peak of 58 million tons in 1960 to 44 million tons
in 1963, and then rose steeply to over 80 million
tons in 1964 ; the output of potatoes dropped from
&7 million tons in 1958 and 1959 to less than 70
million tons in 1962, rising again to 93 million tons
in 1964

The effect of some of these changes was accen-
tuated by simultaneous, though generally more
moderate, swings in other parts of Europe. In the
case of wheat, for example, westerr European pro-
duction fell from almost 48 million tons in 1962/63
to between 41 and 42 million tons in 1963/64, and
much of the latter crop was of relatively poor quality,
usable chiefiy as feed. In the case of sugar-beets,
eastern European production declined from almost
34 million tons in 1960 to less than 27 million tons
in 1962, at a time when western Huropean output
was also sharply down. And accompanying the 20
per cent reduction in Soviet meat output in 1964 was
a 6 per cent drop in western European beef and veal,
not fully offset by increases in the production of
other forms of meat.

The impact of these fluctuations in output on the
world market differed significantly from product to
product. In the case of meat, additional supplies were
not readily forthcoming: in the Soviet Union, meat
sales were 2 per cent below the 1963 level, intra-
European trade was substantially lower and an in-
crease in shipments from Australia and New Zealand
compensated only in part for a sharp decline in
supplies from Argentina and Uruguay, and the result
was a sizable rise in world prices. On the average,
1964 prices were up about 6 per cent for bacon,
about one eighth for mutton and lamb, and between
one fourth and one third for beef.

Similarly in the case of sugar, supplies were not
available to meet the Furopean shortfall, Cuban
production having also declined steeply in 1962 and
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1963. World trade slipped from over 20 million tons
in 1961/62 to about 19 million tons in 1962/63, and
prices surged upwards. Then, with better harvests
in the net importing countries, trade dropped sharply
to 17.5 million tons in 1963/64 and prices on the
free market slid from 11.5 cents a pound at the end
of 1963 to 2.7 cents a pound a year later.

In the case of wheat, on the other hand, ample
stocks were available to cushion the impact of the
poor crops. Though shipments from France declined
by one-eighth between 1962/63 and 1963/64 and
shipments from the centrally planned economies
dropped by almost one-half, world trade expanded
by almost one-third to a record 57 million tons, with
prices showing little material change. With Argentina
exporting a million tons more than in 1962/63,
Austiralia 3 million tons more and Canada and the
United States each 6 million tons more, there was a
considerable expansion in the demand for shipping.
This was forthcoming, but not without a sharp rise
in freight rates: grain charter rates in the middie
of the 1963/64 season were up to 50 per cent higher
than in 1962,

The existence of stocks did not prevent the reduc-
tion in the world coffee crop between 1963/64 and
1964/65 from causing a sharp rise in price. The
crop failure was in Brazil and it brought world
production down from over 4 million tons in the
earlier years of the decade to a little aver 3 million
tons in 1964/65 Though Brazilian stocks in mid-
1964 were equivalent to about one year's world
crop, and trade was fully maintained in 1964—world
imports were just short of 3 million tons—prices,
which began rising towards the end of 1963, re-
mained at a substantially higher level in 1964,
Averaged over the year as a whole, robusta and mild
arabica prices were ahout one-fourth above the 1963
level, and for hard arabicas, such as those produced
in Brazil, the increase was even greater. The most
notable gains accrued to African producers who
shipped a record volume of coffee in 1964—almost
900,000 tons, more or less equalling Brazil for the
first time,

Another change in agricultural production that
had widespread effects in 1964 was the expansion
in the out-turn of cocoa beans. Rising slowly to
about 1.2 million tons in 1962 and 1963, cocoa pro-
duction exceeded 1.4 million tons in 1964/65, with
the bullc of the increase occurring in West Africa.
Cocon prices, which had weakened appreciably to-
wards the end of 1963, remained fairly steady at
the lower level during 1964, supported by efforts of
the major producers to regulate the amount mar-
keted. On the average, prices in 1964 were about
10 per cent below the 1963 fevel and exports were
maintained at just over ome million tons. As the
full size of the 1964/65 crop became known, how-

ever, the market rapidly weakened and between
December 1964 and April 1965 the average monthly
price fell by as much as one-third to the lowest level
since the early post-war period.

On the whole, food production changes in 1964
swung back in favour of the more developed coun-
tries: against a further rise in North American
output and the sharp recovery in Europe and the
Soviet Union, results in the developing countries
were rather mixed. The most notable gains—in wheat
in Latin America and rice in southern and south-
eastern Asia—were offset in part by lags in other
crops and in other areas, Even in the case of sugar,
the rise of 7 per cent in cane production was much
smaller than the rise in the beet output of the north-
ernt hemisphere,

Support for domestic agriculture was fully sus-
tained in the developed countries in 1964 : the changes
that occurred were generally in the nature of a
further strengthening of protection. Domestic pro-
ducers were given a somewhat larger share of the
United States market for sugar. The United King-
dom continued its market sharing arrangements for
butter and bacon, and began to implement its new
policy of minimum import prices: by the end of the
year, twenty-one countries were co-operating in
respect of cereals. In the Furopean Economic Com-
munity, the “common agricultural policy” previously
agreed to went into effect in the case of rice, beef
and veal and dairy products, and agreement was
reached on common producer prices for grains, to
be adopted in mid-1967; these measures harmonize
internal production and price policies and create a
commoy relationship to supplies from outside. As
indicated ahove, the Soviet Union and to a less extent
the countries of eastern Furope renewed their efforts
to raise productivity and improve the organization
of their agriculture : these efforts included a stepping
up of investment, increased mechanization, the provi-
sion of considerably more fertilizers, and changes in
price relationships and in other economic and tech-
nical aspects of farming practice ™!

InpUsTRY

World industrial output in 1964 was between 7
and 8 per cent above the 1963 level. The year-to-year
rate of growth was somewhat higher than in the
earlier part of the decade in the developed market
economies, about the same in the developing coun-
tries and slightly less in the centrally planned eco-
nomies (see table 1-1).

Though the over-all annual averages were un-
usually umiform among the major regions, there

11 See chapter 4 for a discussion of the broad framework
of these reforms.
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were a number of significant differences in per-
formance, by country, by product and over time.

Among the developed market economies the rate
of increase in industrial production ranged from a
mere one per cent in Italy (where severe disinfla~
tionary measures had been adopted in order to reduce
the demand for imports and correct the external im-
balance) to over 12 per cent in some of the less
industrialized countries such as Greece, Japan, South
Africa and Spain. Similarly, among the centrally
planned economies, gross industrial output increased
by 4 per cent in Czechoslovakia (where the expan-
sion in available manpower was relatively small-—less
than one per cent—and organizational and other
problems still beset the complex industrial struc-
ture)!? but by over 11 per cent in some of the less
developed countries such as Bulgaria, mainland China
and Romania. There was also a considerable range
among the developing countries: manufacturing pro-
duction rose by a modest 5-6 per cent in Chile and
Guatemala (where disinflationary restraints were in
operation) but by 16-17 per cent in Argentina and
El Salvador (recovering from a decline or slow-
down in 1963) and by even more in China (Taiwan),
where an improvement in internal balance made it
possible to relax credit conditions and where the
preceding sugar boom had provided additional
TESOUICES,

The world output of the major sources of energy
rose again between 1963 and 1964 but not quite as
vigorously as in the previous interval. The principal
lag was in coal, production of which had increased
at an exceptionally high rate in 1963 under the
influence of the severe European winter. Quiput in
1964 was actually below the 1963 level in a number
of countries—including Belgium, Japan, the Nether-
Tands, Spain and the United Kingdom among the
developed market economies, and India among the
developing countries——and although the rate of in-
crease was maintained at just under 4 per cent in
the centrally planned economies it dropped back to
about 2.3 per cent for the world as a whole, about
half the rate recorded in 1963.

There was also some deceleration in the growth
of natural gas production, though only slight—irom
rather more than 9 per cent between 1962 and 1963
to rather less than 9 per cent between 1963 and
1964, The slackening was concentrated in the United
States-—from 6 per cent to 4 per cent—though there
was also a marginal decline in the high rate of in-
crease currently under way in the Soviet Union.
There was a sharp and genera! rise in preduction in
the developing countries but their total output re-
mains miniscule in relation both to their own poten-

12 Some of these problems are discussed in chapter 4.

tial and to the actual output in the rest of the warld
(see table 1-2).

In the case of petroleum, on the other hand, the
developing countries not only produce the largest
share but in 1964 registered the highest rate of in-
crease. Expansion was almost universal in 1964-—the
only exceptions being one or two of the very
smallest producers—with particularly large increases
occurring in Libya and Trucial Oman, both of which
have become major exporters within the past three
years, With the rate of growth fully maintained in
the developed market economies—principally the
United States—and stepped up in the developing
countries, world production rose by rather more than
8 per cent, as against well below 8 per cent in 1963.

More of these primary fuels went into electricity
than ever before: the total output generated increased
by over 8 per cent between 1963 and 1964, compared
with 7 per cent in the previous interval. There was
an almost universal expansion in the amount of
current generated in 1964. In the developed market
economies the gentle acceleration that had charac-
terized the earlier years of the decade continued
while in the rest of the world there was a sharp
recovery after the dip that had occurred in 1963:
averaged over the four years of the decade, electricity
production has increased at rather more than 10 per
cent per anmum in both the centrally planned region
(other than mainland China for which data are not
available) and the developing regions,

There was also a marked acceleration in the out-
put of base metals. World production of pig-iron and
crude steel increased by about one-eighth between
1963 and 1964, almost twice as much as in the
preceding interval. Very few countries failed to
participate in the expansion; most notable among
them was Italy where there was a sharp cutback in
the iron and steel industry. There was also a reduc-
tion in iron output in Spain and, on a smaller scale,
in the iron and steel output of the Republic of Korea.
Working to plant capacity, there was no advance
on the 1963 level of steel production in Hungary or
of iton production in India. Elsewhere, expansion
was exceptionally vigorous, especially among the
major producers in the developed market economies
where the rapid growth in demand for durable
goods induced a corresponding acceleration in iron
and steel production during 1963 and 1964. In the
United States, steel production increased by about
30 per cent between 1962 and 1964 while Japan
doubled its pig-iron output between 1960 and 1964,
emerging as the world’s third largest steel producer
(40 million tons) after the United States (115
miliion tons) and the Soviet Union (85 million tons).

In the developing countries the slowdown in India
reduced the rate of increase in iron and steel produc-
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Table 1-2. Industrial Materials: Production by Major Region, 1960-1964

Otfﬁgg in FPercentage change from preceding yoar
Product and region (?m.”‘;m” of
1962 1062 063 1964e
tons)

Coal

Developed market cconomies .. 1,100 —1 3 3 3

Centrally planned economies 1,010 2 3 4 4

Developing countries 72 G 10 16 -2
Petroletm, crude

Developed market economies . ... ... ., .. 388 3 3 3 3

Centraily planned economies 162 12 i1 10 §

Developing countries 496 7 12 9 1
Natural gas {billions of cubic metres)

Developed market economies 388 3 7 7 i

Centrally planned economics 56 26 23 20 19

Developing countries 23 Y 7 8 16
Lleetricity (billions of hilowalts)

Developed market economies 1,680 6 7 7 8

Centrally pianned economies 417 10 12 5 16

Developing countries 92 10 10 9 14
Pig-iron.

Developed market economies 161 2 I 5 16

Centrally planned econcmies 61 8 9 3 7

Developing countries 5 20 14 12 1
Steel, erude

Developed market cconomies 214 2 —_— 8 16

Centrally planned economics 88 8 8 4 7

Developing countries 4] 20 23 15 8
Cement

Developed market economies 188 7 4 i1

Centraliy planned economies 71 10 10 G 7

Developing countries . 36 7 7 6 10

Source: Bureau of General Feonomic Re-
search and Policies of the United Nations Sece
retariat, based on Statistical Office of the United

tion to far below earlier figures in the decade; never-
theless, production in 1964 was more than double
the 1959 level—and India, with a 6 million-ton steel
capacity, was the largest producer by a considerable
margin. In earlier years in the decade the develop-
ing countries had been raising their combined share
of world output, but it fell back in 1964, to about 3
per cent. The developing countries’ share of the
underlying production of iron ore continued to in-
crease, however, notwithstanding a sharp rise in
North America, o small recovery in western Europe
and a further gain in eastern Europe and the Soviet
Union. This reflects the fact that, though greater
than in 1963, iron ore production in Japan and the
United States in 1964 was still well below the 1960
level.

The course of production of the major non-ferrous
metals was rather mixed in 1964, Aluminium output
continued to expand the most rapidly: outside

Nationg, Monthly Bulletin of Statistics.

4 Preliminary; for some countries, based on
data for less than twelve months.

mainland China and the Soviet Union (for which
no data are available) it again increased by about
10 per cent, with virtually all producers participating
in the expansion, Zine output also increased sharply,
in response to a rise in demand and in price: out-
side mainland China and the Soviet Union it in-
creased by 8 per cent between 1963 and 1964, more
than twice as much as in the previous interval.
Similarly, copper production was also stimulated by
an increase in consumption and in price; the expan-
sion was fairly general, and outside mainland China
and the Soviet Union it averaged almost 5 per cent
—over three times the 1962-1963 figure.

In the case of lead, on the other hand, reductions
outnumbered the advances, and in spite of expansion
in such important producers as France, Japan, Peru
and the United States, the over-all increase was
sinaller in 1964 (between 3 and 4 per cent, outside
mainland China and the Soviet Union) than in 1963
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(almost 5 per cent). Lead ore production, mareover,
was actually lower in 1964 than in 1963 in western
Europe, Australia, Latin America and Africa, and
although more was produced in North America,
eastern Hurope and Asia, the net result was a decline.
Tin production, which had slipped fractionally in
1963, dropped somewhat further in 1964, despite
some improvement at the mining stage—notably in
Bolivia and Indonesia—and in the face of record
prices. The fact that about 5 per cent more ore was
produced in 1964 suggests that some improvement in
metal supply may be forthcoming in 1965,

There was a widespread acceleration in the rate
of increase in cement production, following the slow-
down that had occurred in all the major regions in
1963. There was a notable expansion in Europe
where the deceleration had been most marked in
1963, partly hecause of the interruption of construc-
tion work during the severe winter. As a result, the
developed market economies registered the greatest
increase in 1964--substantiaily more than in earlier
years or than in the other regions. Though the in-
crease in the developing countries (10 per cent)
was well above earlier rates of growth—almost twice
as fast as in the previous period—their share of world
cement output dropped back slightly to below one-
eighth,

Implicit in this gain is a steep rise in building and
construction activity. There was an even steeper
rise in shipyard activity : the total of merchant vessels
Jaunched (outside mainland China and the Soviet
Union for which data are lacking) was a record of
well over 10 million tons, more than one-fifth above
the 1963 level. This increase was highly concentrated
in Japan; elsewhere, indeed, the declines—in Bel-
gium, Denmark, the Federal Republic of Germany,
Ttaly, the Netherlands, Turkey, the United States
and Yugoslavia—totalled as much as the increases.
In 1964, Japan accounted for over 40 per cent of
the new tonnage launched, and the upsurge has con-
tinued: at the end of March there was a record
volume of 3 million tons of shipping under construc-
tion in Japanese yards—30 per cent of the world
total (again excluding mainfand China and the Soviet
Union) and twice as much as in any other country.

There were also some marked differences in the
course of world motor-car production. The main
upsurge took place in 1963 when the oufput of
passenger vehicles rose by one-seventh over that of
the previous year and the output of commercial
vehicles by one-tenth, There was a marled slowing
down in 1964, especially in the case of passenger
cars whose expansion rate dropped below 6 per
cent, absolute reductions being registered by a num-
ber of countries, including Austria, Czechoslovalia,
France, Italy and the United Arab Republic. This

slackening trend seems to have continued into 1965:
output in the first quarter was below the correspond-
ing 1964 level not only in Austria, France and
Italy but also in the United Kingdom. In sharp
contrast, production in the United States continued
the upward movement that had started at the end
of 1961: output in the first quarter of 1965—at the
annual rate of over 10 million cars—was about
one-fifth higher than the corresponding 1964 figure.

Because of the buoyancy of demand for other
durable goods, the slackening in the output of motor
vehicles in western Europe did not show up in the
production index for the engineering and metal
products industries: this rose to a much greater
extent between 1963 and 1964 than in the previous
interval, even more than in North America. In the
aggregate, production of the metal products in-
dustries in the market economies rose by almost 8
per cent in 1964 compared with slightly over 4 per
cent in 1963 {see table 1-3).

Acceleration was general among the various in-
dustries in the market economies: it was least in the
case of the lighter industries, particularly food-stuffs
and greatest in the case of the basic metal and
mineral industries, which expanded twice as much
10 per cent and 13 per cent, respectively—be-
tween 1963 and 1964 as between 1962 and 1963. The
heavier industries experienced not only the greatest
acceleration but also the highest rates of growth in
this period. And these tendencies obtained not only
in the industrial countries but also in the countries
that are less highly industrialized They were also
in evidence among the centrally planned economies
(see annex table 1A-3) though there was some
slowing down in the rate of expansion in light
industry in Bulgaria, in heavy industry in Eastern
Germany (where the growth of engineering output
dropped from 10 per cent in 1962 to 7 per cent in
1963 and 4 per cent in 1964) and in both consumer
and producer goods sectors in the Soviet Union
(where there has been some tapering off in the
engineering industry—to a gain of 9 per cent be-
tween 1963 and 1964—and a rather steep decline
in the food industry—to about 2 per cent in 1964).
As in the market economies, the centrafly planned
ecottomies continued to register a high rate of in-
crease in the chemical industry—averaging around
an annual 15 per cent in recent years in Hungary,
Poland and the Soviet Union, and even higher in
Bulgaria and Romania.

While year-to-year comparisons show 1964 to have
been a year of accelerated industrial growth in most
regions and for the world as a whole, the trend
during 1964 itself was much less decisively upward.
Though there has been a slight deceleration in
Canada, remarkably steady growth in the United
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States has kept up the rate of expansion in North
American industry. In Europe, however, a weaken-

ing tendency is discernible (see table 1-4 and annex
table 1A-4),

Table 1-3. Market Economies: Changes in Industrial Production, 1960-1964

Percentoge change from freceding year

Replont and year MManwfactfuring

Mining Foad Testiles Paper  Chemicaly Non-metallic Bagic Metal
Total Light Heavy mingrals  wictals  products

All market economies

1961 . 4 4 3 3 5 3 5 7 3 2 3

1962 5 7 4 9 3 4 5 9 6 2 9

1963 3 5 5 6 4 3 6 9 5 6 4

1964 5 7 6 8 4 5 7 10 10 13 8
Industrial counirics

1961 2 3 3 3 4 2 5 7 3 e 2

1962 3 7 4 8 4 4 4 10 6 3 10

1963 2 5 4 6 3 3 6 G 5 6 5

1964 4 8 6 8 4 5 8 10 10 13 7
Less industrialized

countries

1961 12 9 7 g 8 4 13 8 6 7 11

1962 10 5 3 7 1 3 9 8 g 8 7

1963 7 7 6 6 6 5 10 7 7 7 6

1964 8 7 7 8 6 H 11 19 12 G

Source: United Nations, Momthly Bulletin of Statistics,
May 1965,

& The regional divisions are those made in the source.
The classification of countries as “industrial” or “less in-
dustrialized” is made according to whether per capila value
added in manufacturing during 1958 was above or helow
$125 The repions correspond breoadly to those used elsce

where in this Swrzey: “industrial countries” comprise all
the countries classified as developed market economies, plus
Israel, minus Greece, Portugal, Spain and Turkey. Corre-
spondingly, “less industrialized countries” comprise all the
countries _classified as developing market cconomies, plus
Greece, Portugal, Spain, Turkey and Yugoslavia, minus
Israel

Table 1.4. Manufacturing Production: Recent Growth in the Developed Market Economies, 1960-1964

(Percentage change from corresponding period in preceding vear)

Western Bnropres

North Americe

Period

Al manu- Foed Textiles Chemicols  Ketal Al manu- Food Tertiles Chemicals  Metal
facturing products  facturing products
1961 & 5 e 8 7 1 4 4 5 s
1962 4 4 2 G 4 9 3 7 10 13
1963 4 5 4 9 3 5 4 2 8 5
1964 8 6 2 12 6 7 3 5 6 6
1963 :
First quarter 2 3 4 7 1 4 4 —_ 7 7
Second quarter 5 o 5 9 4 5 3 —_ 8 5
Third quarter o 7 4 8 4 6 2 4 9 5
Fourth quarter 6 5 4 11 2 6 4 5 10 6
1964 ;
First quarter 10 8 6 14 9 6 3 5 9 6
Second quarter 7 5 3 13 6 7 3 5 7 8
Third quarter 5 & — 12 2 7 2 5 5 7
Fourth quarter 6 5 ] 10 7 7 3 7 6 5

Source; United Nations, Monthly Bulletin of Statistics, May 1965.

¢ Including Yugoslavia.
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In part, this weakening in the pace of industrial
growth reflects the high rate of increase generally
recorded between the first quarter of 1963—when
the weather exercised a strongly depressing influence
on several industries—and the first quarter of 1964,
This pace was not maintained in subsequent quarters:
in some industries—notably textiles, chemicals and
some durable goods—normal cyclical factors made
for contraction or at least reduced rates of expansion,
while others were affected by the cutbacks in demand
that were induced by official measures of a disin-
flationary mature.® The result was a perceptible

13 These are discussed in some detail in chapter 2

decline in the rate of increase in a number of in-
dustries and in total industrial production in a
number of countries. In western Europe, textile
output had actually dropped below the corresponding
1963 level by the last quarter of 1964. In Italy total
industrial production had fallen below 1963 rates
by the middle of 1964 and it had not recovered by
the first quarter of 1965. By this time French in-
dustrial output was also below the corresponding
level of a year earlier. And distinct downward trends
were in evidence in many European countries and
also in Japan. Thus, world industrial production
began 1965 with a significantly diminished rate of
growth.

Salient features of internatiomal trade

Trade continued to be a dynamic element in the
world economy in 1964, During the current upswing
in total activity, indeed, the rate of growth in worid
exports has accelerated steadily from just over 4
per cent between 1960 and 1961 to over 11 per
cent between 1963 and 196414

Tn most of these years the expansion has been led,
in both absolute and relative terms, by the developed
market economies. This was particularly evident
in 1964 when the rate of growth in exports ac-
celerated to 13 per cent in the case of the developed
market economies and decelerated slightly to be-
tween 7 and & per cent in the centrally planned
economies and in the developing countries (see
table 1-5).

Most of the exports of the developed market
economies move to destinations within the region and
this tendency has been steadily strengthened in
recent years: intra-trade accounted for 69 per cent
of the total exports of the developed market eco-
nomies in 1960, and the proportion rose by one per
cent a year to reach 73 per cent in 1964. Well over
three-fourths of the increment of $13 billion in ex-
ports from the developed market econiomies between
1963 and 1964 was accounted for by this intra-trade.
All major flows among the three regions constituting
the developed market economies—North America,
western Europe and other industrial countries—in-
creased relatively more than the world average and
more than in the preceding interval. The only ex-
ception to this generalization was the flow of goods
from western Furope to North America: though
this accelerated sharply from the 1962-1963 increase,

14 Since the United States “special category” exports
declined between 1962 and 1964, the rate of growth of
regelar commercial exports whose destination was reparted
was even pgreater than this: it was 52 per cent between
1960 and 1061 and 125 per cent between 1963 and 1964

Table 1.5. Value of World® Trade: Year-to-year
Rates of Growth, by Major Region, 1960-1964

Exports to:

Fxports from: Developed Centrally Doveloping Worid
sarket planned morket
ceononticst  cconomiost cconomicsd

Developed

market

econoniest

1961 7 10 2 6

1062 7 3 2 5

1963 . i1 10 5 9

1064 14 20 10 13
Centrally

planned

econamicse

1961 3 —1 5 4

1042 8 9 16 1

1963 12 7 16 7

1964 ] 7 7 7
Developing

markel

econonticsd

1961 — 19 1 1

1962 5 7 3 5

1963 10 7 5 9

1064 8 9 5 8
World

1961 5 3 3 4

1962 7 7 — 6

1963 i1 8 8 9

1964 12 i0 9 11

,Source: Bureau of General Economic Research and Poli-
cies of the United Nations Secretariat, based on Statistical
Office of the United Nations, Monthty Bulletin of Statistics

o Exeluding  trade among mainfand China, Mongolia,
Narth Korea and North Viet-Nam Special category exports
from the United States are included in exports to the world
but not in exports to any of the regions,

b North America, western Europe (exeluding Yugoslavia),
Australia, New Zealand, South Africa and Japan.

¢ Soviet Union, castern Europe {including Yugoslavia),
rlilramland China, Mongolia, North Korea and North Viet-

2.

d Rest of the world
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at 10 per cent it was slightly below the over-all
growth of world trade (see annex table 1A-5).

Exports from North America increased vigorously
to all major destinations in 1964. The only region to
which North American exports rose less than the
world average was southern and south-eastern Asia,
to which there had been a particularly large expan-
sion in 1963. There was a notable increase—of over
one-gixth—in shipments to Latin America and the

Middle East, with which regions trade had been
virtually static in 1963. Exports to eastern Europe
and the Soviet Union, which had doubled between
1962 and 1963, more than doubled in 1964, reaching
almost $0.8 billion. This expansion is very largely
the counterpart to the crop failures of 1963; as
indicated earlier in this chapter, it involved exports
not enly from Canada and the United States but also
from Argentina and Australia (see table 1-6).

Table 1-6. Exports of Wheat from Selected Countries to the Centrally Planned Economies, 1962-1964

(Thousands of long tous)

Exports to:

E sports from: Eastern Buroper USSR Mainland China
1962 1963 1964 1862 1963 19640 1962 1963 I1954b
Argentina — 24 99e - — 10e 191 35 §o7e
Australia — 60 — 1 257 1,264 1,164 3,085 2,001
Canada 419 606 1,834 — 1,920 3,215 1,778 1,448 1,575
France 266 650 573 — - — 356 800 341
United States 1,124 1,902 1,643 — — 1,661 —_ — —
Total, above . 1L,B09 3,236 4,149 1 2177 6,150 3,480 5,368 4,914

Sowrce: Commonwealth Ecenomic  Committee, Grain
Bulletin (London), Mareh 1963, 1964 and 1965; national
trade statistics

Exports of North America to the developing
countries rose by over $1 hillion in 1964, to almost
$© billion, Exports to the developing countries from
western Burope, though larger in total, rose much
less—by just over $06 billion to reach about $12
billion. Increases to the various developing regions
were around 6 per cent—appreciably less in the case
of Africa. Exports to Latin America did not fuily
recover from the setback in 1963. Though exports
to other industrial regions rose considerably, the
main weight of expansion was in trade within the
region: this increased by about $5.5 billion, almost
14 per cent. Nearly half of this increment was in
trade among the member countries of the EEC,

Exports from the other industrial countries—Aus-
tralin, Japan, New Zealand and South Africa—also
rose vigorously, and more rapidly than in the pre-
vious year, to most destinations. The principal ex-
ception was the relatively small flow to mainland
China: this had practically doubled between 1962
and 1963 and it increased by a further 14 per cent
in 1964. Also decelerated—though only slightly—was
the flow to southern and south-eastern Asia. The
main component of this—from Japan-—again rose
by 10 per cent, but there was a sharp drop in the
rate of increase in grain shipments from Australia,
There was also a smaller relative growth in trade
between Austratia and New Zealand and in exports

2 Albania, Bulgaria, Czechoslovakia, Fastern Germany,
Hungary, Peland and Yugoslavia

b Provisional.

@ January-November 1664

of those countries to Japan, flows which had ex-
panded very greatly in 1963,

Exports from centrally planned economies rose
by about 7 per cent in 1964, fractionally less than
in 1963. This reflects a virtual halving of the high
1963 rates of growth of shipments both to the in-
dustrial regions (from almost 12 per cent in 1963
to not much more than 6 per cent in 1964) and to
the developing regions {from over 16 per cent to
less than 7 per cent). Notwithstanding a further
reduction in trade between mainland China and
eastern Europe and between maintand China and
the Soviet Union, total trade within the area in-
creased by about $0.9 billion, much the same as in
the two previcus years. And despite the decline in
the participation of mainland China in this intra-
trade, the Soviet Union remained mainland China’s
chief trading partner. In the aggregate, exports from
mainland China (other than to Mongolia, North
Korea and North Viet-Nam) increased by about
7 per cent between 1963 and 1964. The principal
components of this increase were in the flows to
southern and south-eastern Asia, to western Furope:
and to Japan.

The deceleration in the growth of exports from
eastern Furope and the Soviet Union to the rest of
the world was fairly widely distributed among the
major destinations. Apart from the decline in ex-
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ports to mainland China, there was also a decline in
shipments to Latin America and a lower rate of
increase to each of the other developing regions
and—quantitatively more significant—to western
Europe also. With imports tending to accelerate and
exports to decelerate, there was some deterioration
in the merchandise balances of countries in the
region: there was an increase in the deficit in
Bulgaria, Hungary and Yugoslavia, a reduction in
the surplus in Czechoslovakia and a swing from
surplus to deficit in the Soviet Union. This cor-
responds with some relaxation in the credit condi-
tions on which western European countries were
prepared to seil goods. The only eastern European
country to improve its balance of trade in 1964 was
Poland: it sold less coal than in 1963 but more
food-stuffs and capital goods, especially to other
centrally planned economies.

In absolute terms, most eastern Ruropean coun-
tries increased their total trade (exports plus im-
ports) more with other centrally planned economies
than with the rest of the world, and intra-regional
trade continued to account for the bulk of the exports
of eastern Furope and the Soviet Union—almost
two-thirds in 1964. Through the Council of Mutual
Feonomic Assistance, the member countries have
arranged to provide for one another’s needs for
many items including, in particular, petroleum and
coal and their products, iron ore, and equipment for
the power, chemical and transport sectors. The plan-
ning agencies of the countries concerned have cleared
the ground for long-term trade agreements for the
period 1966-1970, to be concluded during 1965.1%

The developing countries exported about 9 per
cent more to the centrally planned economies in 1964
tha in 1963, This was the highest increase since
1960-1961 but, as the absolute volume of this trade
is small, its growth did not prevent a reduction in
the over-all rate of increase in exports from the
developing countries. The main determinant of the
latter is trade with the developed market economies:
this increased by about $1.8 billion between 1963
and 1964, compared with $2 billion in the preceding
interval, and $1 billion in 1962

Among the developing regions the deceleration in
exports was concentrated in southern and south-
eastern Asia where the rate of growth declined from
10 per cent in 1963 to 3 per cent This decline was
in turn concentrated largely in the intra-trade of
the region which, after rising by over 10 per cent
between 1962 and 1963, dropped back 6 per cent in
1964, The contraction was almost entirely the result
of the cutting back of trade between Indonesia and
Malaysia; other trade flows within the region were

15 The problems and implications of these intra-regional
arrangements are discussed in chap er 4

generally higher, though Burma and the Republic
of Viet-Nam had less rice to export,

Though southern and south-eastern Asia exported
substantially more to North America in 1964 than in
1963, its shipments to the industrial countries as a
group also showed a marked deceleration. Its exports
to the EEC were actually below the 1963 level and
shipments to Japan rose only slightly after the stock-
building upsurge that had characterized 1963. In the
other regions there was some acceleration in growth:
exports increased by 7 per cent in Latin America,
14 per cent in Africa and almost 16 per cent in the
Middle East® In Latin America and Africa—in
contrast to southern and south-eastern Asia—there
were important gains in intra-trade: in Latin
America this rose by almost one-third to reach about
$1 billion or about 10 per cent of total exports; in
Africa it rose by one-eighth and remained at about
5 per cent of total exports. Trade among the Middle
Eastern countries rose by a further 5 per cent—ap-
preciably less than total exports—and its share of
the total slipped back to about 8 per cent.

Apart from the expansion of intra-trade, perhaps
the most important tendency in Latin America was
the slackening in exports to the industrial countries:
shipments to North America were only one per
cent above the 1963 level and there was a perceptible
deceleration in the growth in exports to western
Furope. Between them, however, these two flows
still accounted for 70 per ceat of Latin American
exports. There was a further reduction in exporis
to the Soviet Union but it was more than ofiset by
an increase in exports to mainiand China. Quantita-
tively more important was a $100 million expansion
in exports to Japan,

There was also a sharp contraction in exports
from Africa to the Soviet Union, and to eastern
FEurope as well, most of it accounted for by smailer
shipments from the United Arab Republic. The
outstanding development in the case of African trade,
however, was the expansion in exporis to the more
advanced market economies—by one-seventh to
western Europe, by more than one-fourth to North
America and by one-fifth to other industrial coun-
tries, principaily Japan. In 1964, thus, western

10 These Apures differ slightly from those presented in
chapter 3 The differences reflect statistical exigencies in
identifying the destination of exports. There are also some
minor differences in country coverage of the various regions.
Here, Latin America comprises the twenty republics (ex-
cluding the West Indies), Africa refers to the continent
other than South Africa, Middle Tast refers to West Asia
plis Ethiopia, Libya, the Sudan and the United Arab
Republic (which are also inchuded in Africa) Import data
implicit in annex table TA.5 also differ from actual import
data reported in chapter 3, partly because of the time lag
hetween the recording of exports and the recording of
imports and partly hecause the exports are valued fob,
the imports ¢ il
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Europe continued to absorb about 70 per cent of
Africa's exports.

The flow of goods from the Middle Fast also con-
tinued to be largely—over 50 per cent—to western
Europe. But the most rapid increase in recent years
has been in exports fo Japan: these increased by
nearly 40 per cent hetween 1963 and 1964 to about
$750 million, reflecting, as in the case of trade with
western Hurope, the continuing upsurge in the
movement of petrolenm.

This review of world exports and their distribu-
tion has been made in terms of current prices.
Actually, price movements contributed somewhat
more to the growth of trade values in 1964 than in
1963 : averaged over the vyear, the price index of
primary commodities in world trade was 3 per cent
higher, and the unit value of manufactured goods
gained another one per cent. In the aggregate, there-
fore, price changes accounted for almost 2 per cent
of the increase in 1964, compared with about one per
cent in 1963. In terms of quantum, the expansion
between 1963 and 1964 was 10 per cent for total
trade, about 12 per cent for manufactures.

Efforts to sustain the high rate of growth of
international trade were renewed during the year
on several fronts. One was the United Nations Con-
ference on Trade and Development which provided
an opportunity, unique in scope, for reviewing all
the factors influencing the course of trade of the
developing countries, and their implications for the
process of economic development itself 77

The problem facing the developing countries in
trying to expand their trade les partly in the
composition of their exports: being mostly primary
commodities, these tend to be relatively unstable in
price and value in the short run and, in the long
run, not very responsive to increases in income in
the industrial countries that are their main trading
pariners, And against this probally slow growth of
export earnings, the need for a rapid increase in
imports, especially of capital equipment, to sustain
an adequate rate of economic development, stands
in marked contrast.

The Conference explored ways and means of ex-
panding the export earnings of the developing coun-
tries—by widening their access to markets for
primary products in the developed market economies
and the centrally planned economies, by increasing
intra-trade, by offering them special tariff preferences
in respect of their exports of manufactured goods,
by the provision of export finance, and by means of

17 Many of these factors were discussed in Farld Leo-
nomic Surpey, 1963, . Trade and Development; Trends,
Needs and Policies (Sales No.: 64.11.C1), which contains
some of the basic papers prepared for consideration by the
Conference.

arrangements for stabilizing prices or furnishing com-
pensation for price declines. It also dealt with other
means by which the developing countries might
expand their foreign exchange receipts, including
the development of tourism and shipping and other
forms of “invisible” exports and arrangements for
increasing the flow of capital put at their disposal
in various forms.

The outcome was a lengthy series of recommenda-
tions regarding action that might be taken, policies
that might be adopted and studies that should be
made, as well as the setting up of permanent follow-
up machinery—including a Board of Trade and De-
velopment within the United Nations—to review
implementation of the Conference recommendations
and the future course of world trade as it affects the
developing countries. The first meeting of the new
Board was held in April 1965.

Another major trade promoting effort was the
so-called Kennedy round of tariff negotiations. This
had begun in the spring of 1963 on United States
initiative on the basis of powers provided by Congress
under the Trade Expansion Act of 1962, which
permitted the President to offer reciprocal cuts in
practically all industrial tariffs of as much as 350
per cent. The negotiations were aimed at obtaining
across-the-board “linear” cuts in tariffs rather than
item-by-item concessions. Once the magnitude of the
linear cut—50 per cent in the case of manufactured
goads—was agreed to, the extent of the liberaliza-
tion depended or the participants’ willingness to
reduce to a minimum the number of items for which
exemption was required. In November 1964 the
major trading countries—with the six member States
of the European Economic Community acting as an
entity—tabled their industrial “exception lists”, that
is, schedules of items which each country wished
to withhold from the offer to cut tariffs by 50 per
cent, Negotiations then took the form of muitilateral
examination of these exception lists in a process
of “confrontation and justification”,

Though the length and significance of these lists
is reported to vary a good deal from country to
country—some countries being willing to grant cuts
on ail industrial products, others having reserva-
tions about numerous categories—official statements
concerning the negotiations must on the whole he
construed as hopeful For manufactured goods, the
outlook for significant tariff reductions—and hence
for a further impetus to trade--thus seems to he
fairly bright.

This is not the case with agricultural products.
Notwithstanding United States efforts to link con-
cessions on industrial goods to concessions in the
agricultural ficld, the problems seem to have proved
much more recalcitrant. So far, countries have been
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able to agree to no more than some of the rules to
govern negotiating procedures and to time-tables
for presenting proposals for grains, meat and dairy
products and certain other items. One difficulty has
been the formative state in which agricultural policy
still remains within the EEC. But that there are
many other difficulties holding back the rate of
growth of trade in agricultural products—and in
primary commodities in general—was brought out
very clearly at the United Nations Conference on
Trade and Development,

In the meantime, the problems facing the develop-
ing countries in the trade field had been receiving
increasing attention within the framework of the
General Agreement on Tariffs and Trade (GATT),
and at the twenty-first session of the Contracting
Parties in March 1964 it was decided that a new
chapter to the General Agreement should be drafted,
dealing specifically with questions of trade and de-
velopment and their inter-relationship. Such a
chapter was submitted to a special session of the
Contracting Parties in November 1964; it was
adopted and sent to governments for approval. The
action culminated in another special session in Feb-
ruary 1965 at which it was agreed formally to add
a part IV to the General Agreement, setting forth
trading principles more or less consonant with the
recommendations of the United Nations Conference
on Trade and Development. 1t was agreed to begin
the de facto implementation of the new chapter im-
mediately, and a new Committee on Trade and
Development was set up. At the twenty-second
regular session, this Committee established a work
programme incorporating a number of problems of
special concern to the developing countries, includ-
ing such questions as preferences for their manu-
factures in the markets of more advanced countries,
access to those markets for other products, the
relaxation of certain GATT rules for the benefit
of developing countries and the relation between
the latter’s trade prospects and their development
plans

While the actual expansion of world trade has
been as vigorous as ever and activity designed to give
additional stimulus in the longer run has been par-
ticularly intensive, the immediate outlook is distinctly
less promising. The gross domestic product forecasts
of many of the major trading countries suggest that
the over-all demand for imports is likely to slacken
as the year advances.!® The demand for a number of
agricultural imports will aimost certainly be lower in
1965 in the wake of the improved domestic harvests
of wheat, barley and sugar-beets in Europe and a
recovery in the output of livestock products. The

18 See chapter 2 for a more detailed examination of the
outlook for 1965 in the developed market cconomies

demand for inventories may also fall away, not only
becanse of a possible slackening in industrial ab-
sorption and in the wake of a somewhat larger build-
up in 1964 but also because primary product prices
have been slipping downwards. The price index of
all primary commodities entering international trade
was 5 per cent lower in the first quarter of 1965 than
in the corresponding period in 1964, and to judge by
past experience there may be some tendency to run
down stocks in anticipation of a further decline.

Apart from the widespread expectation of decelera-
tion in growth—associated in many countries with
official efforts to maintain or improve the state of
internal baiance—there is also a possibility that the
external imbalances that emerged or intensified in
1964 will have a negative effect on trade in 1965.
Most important in this context is the pay-
ments disequilibrium of the reserve currency coun-
tries, Though this reflects difficulties in the capital
account rather than in the current account—entirely
5o in the United States, partly so in the United
Kingdom—the urgent need to take action to reduce
the external deficit will almost inevitably have un-
favourable repercussions on trade. The most obvious
of the effects will he those of the surcharge on im-
ports imposed in the United Kingdom and those of
the efforts of the United States to reduce the outflow
of dollars in government and tourist purchases?
But restraints on capital outflows and on overseas
activities of corporations will also probably tend to
inhibit the trade that has often been closely associated
with such outflows,

Payments difficulties may also bring about some
deceleration in the rise in imports into the primary
exporting countries in the course of 1965. Though
lquidity increased substantially between 1962 and
1964 as the upswing in export earnings ran ahead
of the response of imports, it is likely to be reduced
again in 1963 as export earnings slow down and
imports overtake them, Restrainis on imports are
likely to become more common as the year progresses
and indeed some of the developing countries—Colom-
bia, Ghana, India, Indenesia, Iran, Moroceo, Paki-
stan, Syria and Tunisia, for example—have already
taken defensive action which will tend to inhibit the
expansion of trade.

That trade is likely to be less buoyant in 1965 than
in 1964 has already been foreshadowed by the results
for the first quarter of the year. Almost all regions
registered a substantially smalier growth in exports
in the first quarter of 1965 than in the first quarter

19 Action taken by the United Kingdom and the United
States to sirengthen their current accounts is discussed in
chapter 2
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of 1964—relative in each case to the corresponding
portion of the preceding year. The most dramatic
change was in North America, where 1964 shipments
were swelled by the grain sales referred to earlier in
this chapter and 1965 shipments were adversely
affected by dock strikes. But the exports of the other
industrial countries also registered an appreciably
smaller increase in 1965 and, to judge by a much less
adequate coverage of developing countries, exports
from Latin America were down in value, more or
less offsetting gains in Asia and Alfrica. These
changes are confirmed by a comparable deceleration
on the import side: imports into the developed mar-
ket economies rose by about 7 per cent in the first
quarter of 1965 compared with 19 per cent in the
first quarter of 1964, and the rate of increase in im-
ports into the developing countries also fell off—

17:

_ from 8 per cent to somewhere around 6 per cent.*®

(See table 1-7.)

This impending deceleration in the growth of
world trade threatens to remove one of the most
dynamic elements of demand in recent years, This
possibility lends new importance to the Kennedy
round negotiations and to actions that might be taken
to ease some of the problems on the agenda of the
United Nations Conference on Trade and Develop-
ment. It also serves to emphasize the interdepend-
ence of the world trading community and the inter-
national significance of maintaining domestic demand
in the major trading countries.

20 These comparisons are made on the basis of preliminary
trade statistics. The coverage is comprehensive for the
developed market coonomies but only partial for the develop-
ing countries: fifty-one countries are included, accounting
in 1064 for about 70 per cent of the total trade of the
developing countries.

Table 1.7, Weorld Trade: Indices of Recent Changes, First Quarter of 1964 and 1965

{Corresponding quarter of preceding year = 100)

Feepion Exports Tmports

1964 1pasn 1964 1965

World 117 105 116 106
North America 122 93 112 107
Western Europe 117 112 120 107
Other industrial countriest 120 115 127 107
Latin America® 111 (118) 96 104 (97) 105
Africat 124 (127) 101 110 (118) 107
Asiae 107 (113) 106 109 (11) 106

Source: International Monetary Fund, Inser-
national  Financial  Statistics  (Washington,
D.CY.

o Preliminary ; based, in several regions, on
partial returns

b Australia, Japan, New Zealand and South
Africa
¢ Including West Indies (seventeen countries

covered; the 1954 index for these countries is
given in parcnthesis).

4 Txcluding South Africa {eighteen countries
covered; the 1964 index for these countries is
given in parenthesis).

D_Exciudingwmain]and China, Fapan, Mon-
golia, North Koerea and North Viet-Nam (six-
teen countries covered; the 1964 index for these
countries is given in parenthesis)
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Annex

Table 1A-1, Centrally Planned Economies: Livestock Numbers, 1960-1964

(Thousands, at end of year)

Conntry and livestock 1960 1961 1962 1943 1954

Bulgaria

Cattle : o 1,452 1,582 1,582 1,492 1,390

Pigs .. , . 2,553 2,331 2,066 2,097 2,130

Sheep o e 9,333 10,161 10,107 10,308 16,500
Ceechoslovakia

Cattle . 4,387 4,518 4,507 4,480 4,436

Pigs . . S 5,692 5,895 6,633 5,845 6,139

Sheep e 646 603 529 527 568
Eastern Germaony

Caitle 4,675 4,548 4,508 4,614 4,682

Pips . ‘ o 8,316 B,864 8,045 9,280 8,759

Sheep . 2,015 1,930 1,792 1,889 1,872
Hungary

Cattle . 1,971 1,957 1,987 1,906 1,883

Pigs 5,356 5,921 6,400 5428 6,358

Sheep . . e e 2,381 2,643 2,850 3,043 3,305
Poland

Cattie 8,695 9,168 9,500 9,841 9,940

Pigs 12,615 13,434 13,617 11,653 12,823

Sheep 3,662 3,494 3,251 3,056 292
Romania

Cattle . 4,450 4,530 4,707 4,566 4,637

Pigs ' _ 4,300 4,300 4,665 4,518 4,638

Sheep | 11,200 11,500 12,285 12,168 12,400
USSR

Cattle 75,800 82,100 87,000 85,500 87,1400

Pigs 58,700 66,700 70,000 406,900 52,800

Sheep and goats oo H0,300 144,500 146,400 139,560 130,600

Sowurce: National statistical yearbooks and plan fuifilment reports.
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Table 1A-2. Centrally Planned Economies: Changes in Gross Agricultural Output,
1960-1964

(Percentage change from preceding year)

Country and stem 1969 1961 1962 1963 1964
Bulgaria
Total . . Lo 35 —35 4.2 26 86
Crops : 18 .3 88 46 72
Anpimal products o 64 84 3.7 —11 114
sechoslovakio
Total 5.4 — —7 6 73 05
Crops . 96 —29 ~120 150 —44
Animal products : 16 29 —3.2 04 57
Eastern Germany
Totale : 6.3 —15 —25 1.0 35
Hungary
Total . —49 07 16 58 20
Crops w3 —3.9 39 80
Animal products —351 6.4 —03 18
Poland
Total 54 104 —8.3 g 07
Crops 79 116 —143 113 —02
Animal products ‘ 1.9 86 09 —6.1 23
Romania
Total 16 80 —%0 33 02b
Crops ~17 34 —100 100
Animal products 94 187 —81 —75
USSR
Total 23 26 13 —75 12.0
Crops o 36 20 — —89 272
Animal products —10 45 25 —0.1 —&5
Yugoslavia
Total o w101 —28 29 103 4.0
Animal products —0.9 —09 w36 6.5 30
Source: National statistical yearbooks and which has been estimated [rom the physical
plan fulfilment reports. output of hasic commodities,
b Estimated on the basis of statemenis con-
8 In current prices, except the 1961 figure cerning the average increase during 1960-1964
which is based on official statements concerning over the preceding Ave years, and of data for

the plan and its fulflment, and the 1964 Agare 1960-1663
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Table 1A-3. Centrally Planned Economies: Changes in Industrial Production,
1961-1964

(Percentage change from preceding year)

Conntry and indusiry? 1961 1942 143 1944

Bulgaria
Total 12 11 10 it
Light 14 9 9 6
Heavy o 8 15 12 19

Crechoslovakia

Total 9 6 -1 4
Light 7 4 — 2
Heavy 10 7 -1 5

Eastern Germany

Total 6 6 ] 7
Light 4 2
Heavy . 7 8 6

Hungary

Tatal 11 8 7 g
Light 10 7 8 it
Heavy . . 12 9 7 8

Poland

Total 10 5 6
Light 7 4 1
Heavy 13 12 g 11
Consumer goods . 8 6 2 8
Producer goods . 12 10 8 10

Romania

Total 18 15 13 14
Light . 12 10 8 11
THeavy o 18 16 14 16
Consumer goods B 14 10 10 11
Producer goods . 16 18 15 16

USSR

Total . 9 10 8 7
Consumer goods 7 7 5 4
Producer goods . 11 11 9 8

Yugoslavia
Total o 7 7 15 16

Sotrce: Bureau of General Economic Research and Policies of the United Nations Secretariat,
based on national statistical yearbooks and plan fulfilment reports

a Light industry includes food-stuffs,




CHArTER 1. RECENT TRENDS IN FHE WORLD ECONOMY

21

Table 1A-4. Changes in Industrial Production in Selected Countries, 1964-1965

{Percentage change from eorresponding quarter in preceding year)

1064 1968,
Country - — Eivst quurter
First quarter  Second quarler Third quarter  Fourth quarter

Austript ‘ . i 8 8 7 5
Butgarial o o 15 12 16 10 8
Canada 10 9 8 8 7
Eastern Germanyt 4 3 4 7
Finland 9 9 7 8
France . 14 7 4 1 v ]
Germany (Federal Republic) 11 7 8 7 )
Greece 12 13 10 0 11
Hungary 12 o 8 7 6
Tsraeld 12 17 L 12 12
Italy 8 — —2 -3 —32
Japan 21 20 16 12 8
Luxemboury 10 12 9 10 3
Netherlands . 11 ] 10 7
Norway 5 14 7 7 12
Poland . . . e 10 7 9 10 12
Republic of Koreat 3 10 8 12 13
Rhodesia Y 8 10 11 8
Romania 17 15 15 13 14
Semth Africal 10 19 15 11 4
Swedent! 9 5 6 3 4
USSR 8 8 8 7 g
United Kingdomh 11 9 6 [+] 3
United States 5 7 6 &

Yugoslavia o o 19 16 13 i4 13

Sourec: United Nations, Monildy Bulletin ¢ Excluding manufactured gas.
of Stafisiics, September 1904 and June 1065 f Manufacturing only.

v Fxcluding gas. e ' . o
b Including logging ; excluding publishing # Including fishing, legging and waterworks;

¢ Including fishing excluding publishing
¢ IIxcluding clectricity and manufactured gas i Tnelading construction



CURRENT ECONOMIL DEVELOPMENTS

Pazt 11

22

Lot 05 - — £01— £9¢ 6z £EE I b9t
I'te ¥6e £01 1] gl 82 62 gel e TTEg6]
c1eaf snotadad
weolr  afusye ofwjuadiag
06g 123 6t 0ot 058 99 041 g or'y T 2961 Ul 9nITA
D{puopnpie ) psy o)
¥Ss L8 g1l 9y 69 Fi LRAY gL FAY! g9 T © P96l
20t 0’51 9L 't 6L 88 ¥91 201 §¢1 gL o T E96L
1aead snotaaxd
w4y AFuEY  2FwIusasad
ock kg 14 q8s 0£9 AND ovl 089'E 96 08451 TUTTTUUUUUZGAT Ut AMTA
qFGOLNTT WAZISDI PHE S5}
94 U4 0ZZ oz 6t 6¢ £91 S 6E1 L T $O61
901 891 91e ¥ 9'86 o8t ve I8 +'8 ¥el Tt £961
c1eaf snotaaxd
wesy  afueyy  odwiundiag
0241 A 9% e 3] 41 L4 £¥o A LEE'T 0gcqa T e €967 Wt OmETA
2SHHIGHOID
Joyamu padojaasp 0430
6'q R FA &9 (A L8 I+l ey 66 g1 et o6l
&y 4] &6 08— 621 0 iF1 e e i) i £961
Dxead snotanad
wosy  afuEyo  28wiNoeding
05v2 0£T'Z §49't 0r9'e GET 1354 059z (66'SE 09€'s 056°L8 oo T961 Ut STIEA
G2 OANTT LIS 4
£y Uil 8'0¢ 141 gt 1921 61 LSt I+l LFl oo 61
98T (U A 90 ree— 401 802 68 8¢ ig R £961
sazaf snotaaxd
wioll 2fueyp afejuodng
6£2'C £06 FLL 0Lt 01 891 1562 0942 092°L gsefse T ZO6F U SMITA
DILINLET IO N
A4 31 A el | A3 ¥é ST Lel 201 12 S S B 4]
0l Lo A P ¥ £ 1oz £l s 68 T [ 4133
raead snotasid
woi1  sfueys  afwuading
0866 0EY'y B 0018 05t oFe's1 0£5'9 0£E't9 oRe'te 098°0FE T TUE96T U AMEA
wPl40.41
oL L EEIVEIS (prprsaom) qafoang un“wﬂw_hnuu qadoansy IR
Mﬁﬂﬂmﬁﬁhmw PP L “yeyr oHLyg) : nhw_,W%Mb uﬂﬂmﬂ%uu _AITT 3] $iaoN =PI 41 wags pup worfas Sutiodyy

{20ppusaad sappop jo Suoyie w IHID 1)

$960 pue g96l ‘efuwy) sfmiusolsg puE g6l ‘ON[EA UCHTUISA(] PUP IIUEUIA0L Aq ‘suodxy proay '$*VI 9[9eL



23

HAPTER 1, RECENT TRENDS IN THE WORLD ECONOMY

-
i

PHQRday qery payuny oy pue uepng ayy ‘ziqry ‘eidompyy soid BSY IS9M e HOHEONSSR 10
uoiSaz A PIINGUISIP 3¢ 10U PINoY Yoiym sjiodxs dwos uILuoeT s[eio POy v

‘G961 dun(
I paMu[] B0 paseq ‘JRLITIALGG  SUOERN

BILHY 1PN0G SUIPNioxs | SPUB[ST POIRIIOSST PUB HIDUILOTY

TEOMEY qinog pur puereaz MoN ‘wede[ B[RRSOV o ‘SousDIS jo unayng Kppuofy ‘suone

adomy uis)sem b popnjoul st eiawisodng g POMU[] BY} JO SOIDIjO PUT UDIEasasy] ODHUOUODY [BIDUAN) JO NLIDE 204005
19— psT 601 or 0T Zs £s zt 901 £ R
ot - 4 vi— AN} SRS 4 692 64 Ry <ot T T €961
Jdead snotasad
wol]  23uwyp afwjudling
0zZt'z 092 V1274 8E1 041 ore oro’1 0£0'e 0ze'l govt, T 2961 W anfEA
DISE"
BAISOI-LIHOS DD WSRO C
89 IS £z — 5% 51 652 41 — LSt T el
e ¥ 0ZrI— 0p1— 98 38 T'61 AN oy ger £961
raeaf snorassd
woly  afueye RN g
0y 09s 0sE 001 Fis 0% 089 08 00t oL €961 U SNEA
oS0 21pPUY
Foe ¥ie £el 45T 981 5 S i OFE 84 g T Fo61
L51 20t - 64— 6ty 6'1¢ £er 11 89 ger R 33}
sIeok snotaoxd
wory  adueyd  03RIUadId g
ort Ll £8¢ 8E It 53¢ 041 006°t 88% ooge | OZ96T ur anjEA
H&UmL%w\.
Ll ..1 P9 L0t 0001 £y 05z 69 | T's R & L1
0oe £18 [ 844 9t &ee— ryg— §ee £01 e 1 £961

Jdead snotanad
woly  adueyd odmuanidg

08 62 65 099 0Z1 Sov 6of 010t 048'F 0st's TTTTITITTUTTOZO6T Ut BmTA

NN LT 130T



Chapter 2

RECENT TRENDS IN DEVELOPED MARKET ECONOMIES

The phase of the current economic upswing that
began in 1961 has been distinguished not only by its
duration and steadiness but also by its inclusiveness.
In 1964 znd the first half of 1963, the expansion con-
tinned to be widely based both in terms of the coun-
tries involved and in terms of the various components
of demand and production.

Virtually all the leading industrial countries regis-
tered a greater increase in industrial production and

in total ontput between 1963 and 1964 than in the
previous interval. The result was a remarkably uni-
form expansion in real gross national product of
between 5 per cent and 6 per cent in each of the

principal regions (see table 2-1 and annex table
2A-1).

In the case of the major components of demand,
there was a somewhat greater diversity, but almost
everywhere fixed capital formation and exports regis-

Table 2-1. Developed Market Economies: Industrial Production and Gross National
Product, by Region, 1962-1964

{Percentage change fram preceding yeor)

Percentage share Industrial Grross national
Kegion®s in combined production producty
1943 gross
national product 1962 1963 1964 18462 1963 1964
Developed market economies 100 6 6 7 5 4 5
North America . o 55 7 5 6 6 3 5
Furopean Economic Com-
munity . S 22 6 5 7 5 4 5
European Free Trade As-
sociation . 12 1 4 8 2 4 6
Other western Europe 3 7 8 1z 7 9 6
Japant . L 5 4 16 15 5 12 9
Oceaniad and South Africa 3 2 11 10 3 6 6

Source: Bureau of General Eeonomic Re-
search and Policies of the United Nations Sec-
retariat, based on data from Statistical Office
of the United Nations, Yearbook of National
Agcounts Statistics; Organisation for Economic
Co-operation and Development, Genergl Sta-
tistical Bulletin (Paris}, and eofficial national
SOLIFCES.

tered a greater increase than Detween 1962 and
1963, and public consumption a smaller increase. In
the aggregate, exports were up by about 10 per cent
in volume in 1964 and fixed investmenat by about 8
per cent, while the rate of growth in public consump-
tion again declined (see table 2-2 and anmnex table
2A-2).

In a number of countries, imbalances of varying
degrees of seriousness developed in the course of
1963 or 1964, but in most cases drastic curbs on de-
mand were avoided. The continued high rate of ex-

24

2 For country coverage, see annex table 2A.1.
b At constant prices and 1963 exchange rates,

. ®Fiscal years starting on 1 April of years
indicated.

4 For Australia, fiscal years ending on 30 June
and for New Zealand, fiscal years starting on 1
April of years indicated.

pansion in demand for exports generally helped to
prevent deterioration in the external balance. Never-
theless, various signs of strain emerged, notably in
the supply of skilled labour and in capacity in the
construction industry in western Europe where,
partly as a result of these supply bottle-necks and
partly in response to official disinflationary measures,
there was a marked deceleration in the rise in indus-
trial production and a falling off in the rate of capac-
ity utilization in the course of 1964 (see chart 2-1).
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Table 2.2. Developed Market Economies: Gross National Product and its Main Components, by Region,
1962-1964

(At constant prices and 1963 cxchange rafes; percentage change from preceding vear)

Grass

Forcign trade fn

Regien and years national Pcrmna} Public Fived poods and services . Lhange,
troduct consmption  consumption invesiment in fnventoriest
Exports - Imports
Developed market economies
1562 5 5 6 6 6 7 12
1963 4 5 4 5 7 9 1.0
1964 5 5 2 8 10 9 11
North America
1962 6 5 6 7 6 7 11
1963 3 4 3 4 6 5 07
1964 3 5 1 7 13 8 06
European Economic Community
1962 5 6 7 6 5 11 12
1663 4 & 5 4 8 11 09
1964 5 5 3 5 10 9 14
European Free Trade Association
1962 2 3 4 2 5 5 ¢o
1663 4 4 4 3 6 5 G4
1964 6 4 3 13 6 9 14
Other western Europe
1962 7 5 12 15 8 12 12
1863 . . . 9 19 8 7 7 6
1964 S G 8 3 5 12 9
Japan®
1962 ‘ . 5 8 10 7 16 —1 30
1663 . . o 12 9 11 12 9 24 6.1
1964 . 9 8 9 16 20 8 38
Occaniad and South Africa
1962 . e 3 4 8 —1 8 —8 —04
1964 . o 6 7 5 12 10 16 14

Source: Statistical Office of the United Nations, Year-
book of National Accounts Statistics, and official national
solrces

2 For counlry coverage, sce annex table 2A-2

B At current prices, as percentage of gross national pro-
duct ai current prices.

The most serious of these imbalances was in the
United Kingdom where a levelling off in industrial
output was accompanied by a steep rise in imports
and a decline in the rate of increase in exports
and a resultant deterioration in the external pay-
ments position so sharp as to bring on a grave
sterling crisis. This was met with the aid of mas-
sive financial support from outside and severe
restraining measures inside. But its effect spiiled
over to the other reserve currency, and a large out-
flow of dollars in the last quarter of 1964 exacer-
bated the longer-term: balance of payments problem

¢ Fiseal years starting on 1 April of years indicated

¢ For Australia, fiscal years ending on 30 June and for
New Zealand, fiscal years starting on 1 April of years
indicated.

of the United States and set in motion strenuous new
efforts to curb the outflow of capital.

Internally, the expansion in the United States was
accomplished with singularly little strain. Indeed, a
major concern remained the high rate of unemploy-
ment—affected only slightly by the extraordinary
duration of the upswing. This absence of constraints
on the supply side enabled the Government fo apply
considerable fiscal stimulus to the economy which
served to keep personmal consumption and private
fixed investment rising steadily.
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The expansion in 1964

DeEvELOPMENTS IN DEMAND AND PRODUCTION

North America

In 1964, the level of aggregate production in North
America responded to the coniinuing increase in
demand. Reserves of both labour and product capa-
city remained adequate to accommodate this increase
with little change in prices. The absence of supply
bottle-necks was again an important factor in sus-
taining growth, as it has been throughout the present
upswing.

Chart 2-1. Developed Market Economies: Quar-

terly Indices of Industrial Production, by
Region, 1962-1964*

(Seasonally adjusted; first quarter 1962 = 100)

Index

nsf™ Devoleped market aconomies
110 |~
05—
0 N
150 e e Morth Amerlca
_____ EEC
seravsnnuass EFTA
JRURS——1. 1.1,
AAS pom
1
L350
naf
1osi-
toc i

*
1942 h / 941 1984

Source: Burcan of General Economic Research and Poli-
cies of the United Nations Secretariat, based on datz from
Organisation for Economic Co-operation and Development,
General Statistical Balletin, and official national sources.

a Tor country coverage, se¢ annex table 2A-1

In the United States, real gross national product
increased by about 5 per cent from 1963 to 1964,
significantly more than between 1962 and 1963 (see
annex table 2A-1. As in preceding years, the ad-
vance in output was broadly based, though its precise
shape was strongly influenced by government policy.

The public sector played a dominant part in halt-
ing the recession in the United States in the first
quarter of 1961, and it provided the main driving
force behind the expansion of preduction in the early
stages of the upswing.! More recently its role has
been more subtle, depending less on increases in pub-
He consumption—which were quite small in 1983 and
1964 (see annex table 2A-2)—than on more general
developments in public finance and on shifts in the
allocation of outlays. Thus, although the Federal
Government provided little direct stimulus through
its purchases of goods and services in the years 1962-
1964, it made a major contribution to the expansion
through reductions in the federal tax Habilities of
private persons and corporations.

The tax reduction proposed in 1962 was signed
into law in February 1964, retroactive to the begin-
ning of the year. Personal income-tax liabilities were
cut by $6.7 billion and corporate profits tax liabilities
by $1.7 billion. With further reductions in rates in
1965, the cut in Habilities will amount to an annual
$11 billion for individuals and $3 billion for carpora-
tions, Though the legislation called for a two-step
reduction in taxes on wages and salaries, withhold-
ing rates were actually reduced by the full amount
in 1964—from 18 per cent to the 1965 rate of 14
per cent. This meant that most of the tax reduction
was reflected immediately in consumers’ disposable
income.

Investment has likewise been stimulated by a con-
siderable decline in the proportion of corporate re-
ceipts paid out in federal income-taxes, New guide-
lines for depreciation and a tax credit for investment
outlays became effective in 19622 In 1964, these
measures were supplemented by a revision of the
corporate income-tax rate, involving chiefly a reduc-
tion in the maximum rate, effective in two equal
steps at the beginning of 1964 and at the beginning of
1965, As a result of the initial cut, tax liabilities de-
clined in the first quarter of 1954 even though profits
before taxes rose by 4 per cent, producing a net
effect of a 10 per cent increase in income after taxes.

1 For an analysis of the role of the public sector in the
1960-1961 recession and suhsequent recovery, see United
Nations, World Econpomic Survey, 1931 (Sales No:
6211.C 1), pages 125 to 127.

2 See World Economic Survey, 1963, II. Current Fceo-
nomic Developments (Sales No 1 64.11.C.3), page 13
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The combined effect of the 1962 and 1964 changes in
taxation was a sharp rise in the earnings left at the
disposal of corporations. Between the fourth quarter
of 1961 and the third quarter of 1964, profits before
taxes increased by about a sixth, whereas profits after
taxes increased by nearly a third, The increase in
corporate liquidity resulting from these tax measures
has been an important factor in the steady growth of
husiness fixed capital formation during the curremt
upswing. :

The tax measures resulted in considerable shifts
in the balance of federal receipts and expenditures.
Larpely as a result of the depreciation guide-lines
and the investment incentive legislation adopted in
1962, the budget deficit (measured on a national in-
come account basis} remained at the high 1961 level
of more than $4 biilion, despite a levelling off in the
rate of increase in expenditures. By the latter half of
1963, receipts and expenditures had reached an
approximate balance, and the deficit for the whole
year fell to $1.5 billion. With the tax cut in 1964,
the deficit rose sharply to an annual rate of nearly $8
bitlion: in the second quarter and an average of more
than $5 billion for the year as a whole.

That tax rates were cut in 1964 at 2 time of rising
demand and output reflects a growing awareness of
the gap between potential and actual production im-
plicit in the continued high level of unemployment
and of certain defects in the fiscal structure which,
because of its so-calied “built-in stabilizers”, tended
to exert a progressively severe drag on the economy
as activity and incomes rose. The tax cut, though
enlarging the deficit at the existing rate of resource
utilization, was designed to bring the economy nearer
to a state of full employment which, if attained, would
actually yield a fiscal surplus®

Since 1962, expenditures by the Federal Govern-
ment have represented a decreasing proportion of
total public consumption. The growth in public out-
lays for non-military purposes has been greater at the
state and local level than at the federal level: of the
$6 billlon rise in non-military public consumption be-
tween 1963 and 1964 only about $1 billion is attribu-
table to the Federal Government.

It 1964, personal consumption continued to he the
mainstay of the econemic upswing.! Persomal income
was substantially above the 1963 level and, in the
wake of the tax cut, disposable income increased

4 For a detailed discussion of the concept of “hscal drag”
and “full employment surplus” in connexion with United
States fiscal policy, see Iconemic Repor! of the President
(Washington, DC), January 1062, pages 78 to 84, and
Economic Report of the President, Januvary 1965, papes
62 to G6.

iTor a discussion of the nature of the expansion in
carlier years, see World Economic Swrvey, 1963, IT. Cur-
rent Egonomic Developments, pages 14 and 15

even more sharply. Although there was a consider-
able rise in the ratio of personal saving to dispos-
able income following the tax cut, the rate of increase
in consumption was higher between 1963 and 1964
than in the previous interval.

The rise in consumer demand was broadly based
and this contributed to price stability. The largest
percentage increase was in household durables (see
annex table 2A-3). But for the third consecutive
year there was a major expansion in automobile pur-
chases ; notwithstanding the fact that output was cur-
tailed by strikes towards the end of the year, total
new car sales passed the &-million mark for the first
time,

A steady rise in fixed investment in 1964 extended
the duration of the current investment expansion to
three and one-half vears, and fo judge by planned
capital outlays, a further increase appears assured up
to the end of 1965. The anpual rate of increase in
fixed investment has not been as spectacular in any
single year of the present upswing as it was in 1955
or in 1959, but the current advance has been much
better sustained (see chart 2-2). Because of the
orderly growth of investment, supply conditions in
capital goods industries have remained relatively
easy and since early 1961 capital goods prices have
increased at an average rate of only one per cent a
vear, thus avoiding one of the upward pressures on
costs which characterized the upswing of the mid-
nineteen fifties,

The growth in fxed investment was confined
mainly to manufacturing (see annex table ZA-4},
but the transportation sector, particularly rail trans-
port, showed even higher rates of increase. New
residential construction changed little in volume from
1963 to 1964 During the period 1961-1964, housing
starts totalied about 6 million, almost twice as many
as the net gain in households; hence, despite a rela-
tively high rate of demolition and easy mortgage con-
ditions, it is probable that vacancies increased sig-
nificantly, leaving the housing sector rather a drag on
the economy. Notwithstanding the favourable effect
that the growth of demand and production exerted
on capital utilization ratios and profitability in a num-
her of industries, there were few instances of strain
and for the economy as a whole the expansion of
1964 stifl Ieft a fair margin of capacity over require-
mernts,

Inventory accumulation was moderate in 1964, as
in the preceding year. In the final quarter, however,
it accelerated shightly, reflecting, in part, some pre-
cautionary stockpiling of steel against a possible
strike in the spring of 1965, Moderation in inventory
investment has contributed significantly to the bal-
ance and duration of the current expansion. It has
fluctuated less viotently and with less perverse tim-
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Chart 2-2. Developed Market Economies: Change inExports of Goods and Services and in Gross Domestic

Fixed Capital Formation, 1955-1964

(Percentage of gross national preduct in preceding year)

Ca ndq

nited States

lic)

United Kingdom

Netherlands

5

e

Finland

1955 56 57 5B 59 60 41

. . i
E Change in exparts i] Change in capital formalion 1955 56 57 58 59 60 &1 62 &3 &4

Sounce: See table 2-2
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ing than in earlier post-war expansions. Even the
accumulation of steel in anticipation of a strike was
less than in 1959 i similar conditions, In contrast to
developments in previous upswings, manufacturers’
stocks have not increased as fast as their sales {see
chart 2-3). This reflects the existence of ample
capacity {maintaining generally prompt deliveries),
relatively stable commodity prices (militating against
precautionary or speculative stock building) and im-
provements in inventory management.

Chart 2-3. United States: Ratie of Inventories to
Sales in Manufacturing and Trade, 1954-1964

(Quarteriy; muventorics af end of quarter divided by sales
during guarier)

Rofio

16048

1.50

| NUUU UNNNE NUN NUNON DU VORSOEE UNUOS NGNS WU S
1954 1956 1958 19460 1962 1964

Source: United States Department of Commerce, Surzey
of Current Bustness (Washington, D.C)

Benefiting from a remarkable stability of prices,
United States merchandise exports have risen brisldy
during the current expansion, and considerably more
than imports. In 1964, they rose by no less than 13
per cent in value, while imports of goods increased
by only 9 per cent. The resulting export surplus of
38 billion, the highest since the early post-war years,
corresponds to one-fifth of the rise in gross national
product between 1963 and 1964. However, as part of
the increase stemmed from extraordinary wheat sales
to Europe, drawn largely from stocks, its impact on
the economy was rather less expansive. Except in
the case of iood-stulls—purchases of which increased
very little—the rise in exports and imports was
fairly well distributed, hoth geographically and
among commodity groups.

Notwithstanding their magnitude and their in-
crease, the surpluses on merchandise trade account
it recent years have not been sufficient to improve

substantially the over-all balance of payments position
of the United States. The external deficit remained a
major problem for economic policy at the beginning

of 1965.5

As in the United States, the current expansion
in Canada went into its fifth year in the first quarter
of 1965 and thus surpassed in duration earlier
post-war upswings. Following a vear of slower
growti, the pace of advance accelerated in the
middle of 1963 and production increased vigorously
in the early months of 1964, The acceleration was
closely related to developments in the United States,
but larger wheat sales to the centrally planned
economies were also of importance. Between 1963
and 1964, gross national product increased by 6 per
cent, about as much as in 1962, the first full year
of the expansion

The major feature of demand in 1964 was a sharp
increase in fixed investment. About two-fifths of
this increase took place in manufacturing enter-
prises, a much higher proportion than during the
1954-1957 expansion. Personal consumption in-
creased less than dispesable personal income, prob-
ably because a high proportion of the increase went
to farmers who tend to save more of their income
than do wage and salary earners. As in the two
preceding years, public consumption increased little

in 1964.

Canadian exports, henefiting from the devalaation
of 1962 and the subsequent price stability, have de-
veloped favourably in recent vears. This has per-
mitted a gradual narrowing of the large balance of
payments deficit on current account which was a
feature of the late nineteen ffties. In 1964, mer-
chandise exports at ahout $8.2 billion were 16 per
cent above the 1963 level and 3700 million above
the current rate of imports.

Western Europe

Though there were some sharp contrasts among
the countries of western Turope hoth in respect to
over-all and sectoral rates of growth and in respect
to the state of balance between aggregate demand
and supply, yet there was a fairly widespread ten-
dency for developments during 1964 te be rather
less favourable than might Dbe inferred from a
comparison between averages for 1963 and 1964.
Growth rates tended to slacken as efforts were made
to prevent imbalances from widening.

The BFuropean Lconomic Community (EEC) as
a2 whole experienced a significantly faster growth of
industrial production hetween 1963 and 1964 than
in the two preceding intervals (see table 2-1). On
the supply side the acceleration was in part a result

6 The implications of this for the international monetary
system are discussed in the final two sections of this chapter.
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of fortuitous circumstances: in 1963 the generally
bad weather during the first quarter and the poor
harvests had depressed production and thus pro-
vided a misleadingly low base for comparison with
1964 when the winter was milder and the harvests
considerably better. As can be seen from table 2-2,
internal demand in the Community expanded be-
tween 1963 and 1964 at roughly the same rate as
between 1962 and 1963 but somewhat less than
hetween 1961 and 1962, whereas external demand
accelerated from one interval to the next. Indeed,
along with fixed capital formation, exports of goods
and services provided the main stimulus for ex-
pansion in 1964.

In the course of the year the EEC moved some-
what closer o both external and internal equitibrium.
The balance of trade in goods and services with the
rest of the world was ahout the same as in 1963,
as a result of disinflationary measures to coun-
teract the exchange crisis of early 1963 there was
a dramatic improvement in Ttaly; in the Netherlands,
however, the balance deteriorated sharply. Prices
continued to rise but at a somewhat slower pace
than earlier. Despite the improvement, the primary
objective of short-run economic policy in all member
countries continued to be the maintenance of balance
between supply and demand.

Both industrial productien and gross mnational
product increased more rapidly between 1963 and
1964 in all member couniries except Italy, where
the balance of payments situation forced the Gov-
ernment to pursue a policy of retrenchment. The
gain in output was particularly sharp in Luxembourg
and the Federal Republic of Germany (ree annex
table 2A-1(. In most countries the pattern of growth
during the year was one of rapid expansion in the
first half, followed by some levelling off in the
second half

During the past few years, anti-inflationary policies
in most EEC countries have been cencerned with
limitations in potential supplies as well as with in-
creases in demand pressures, None the less, demand
has tended to exercise a more decisive influence on
production than it did during the upswing in the
mid-mineteen fifties and to some extent in 1960 and
1961 also. Following high rates of growth in fixed
capital formation and the augmentation of labour
by migration, shortages of lahour and productive
capacity have become less sericus. Despite certain
local bottle-necks in some industries and generally
low rates of unemployment, production has been
surprisingly elastic, particularly in the Federal
Republic of Germany and the Netherlands.

The large increase in EEC exports reflects higher
sales to industrial countries, particularly the United
Kingdom and the United States; shipments to de-

veloping areas, including associated overseas coun-
tries and territories, rose relatively little, On the
import side, by contrast, the largest increases were
from developing countries, in the walke of an in-
crease in demand for raw materials and a slowing
down in the rate of growth in the Community’s
demand for manufactured imports, EEC intra-trade
rose by 15 per cent in value between 1963 and 1964
compared with 17 per cent in the previous period,
still at a muach faster rate than exports to non-
member countries, The rise in the share of EEC
producers in the supply of industrial goods within
the area is indicative of easier internal supply con-
ditions as well as increasing tariff diserimination
against outsiders.

The more rapid increase i fixed investment be-
tween 1963 and 1964 was concentrated in Belgium,
the Federal Republic of Germany and the Nether-
lands and, to a less extent, in Luxembourg. In these
countries better capacity utilization, scarcity of Iabour
and a large inflow of foreign funds all helped to
stimulate fixed capital formation. Elsewhere, disin-
flationary policies held down the rate of expansion:
in France, fixed investment increased to much the
same extent as bhetween 1962 and 1963, while in
Ttaly there was a sizable absolute decline

These year-to-year vates of change need to be
interpreted carefully: a small percentage rise from
a high level of investment may indicate a more
favourable development than a large percentage in-
crease from a state of low investment. It has Dbeen
estimated that in the Federal Republic of Germany,
for example, an unchanged absolute level of gross
investment in industry in 1963—that is, a zero rate
of growth between 1962 and 1963-—would have
resulted in an addition to productive capacity of 6
to 7 per cent. After the very high rates of fixed
capital formation in the EEC in the years 1959-1961,
even the declining rates of growth involved sizable
increments in capacity, Nevertheless, with invest-
ment making smaller and smaller contributions to
aggregate demand, exports of goods and services
became the main driving force of the expansion in
this period (see chart 2-2). Only in Italy did ex-
ports constitute a declining share of gross national
product.

Between 1963 and 1964 investment in housing
and other construction works—which had been par-
ticularly affected by the bad weather of the first
quarter of 1963—increased relatively more than
aggregate fixed investment (see annex table 2ZA-4).
Government outlays on equipment increased notably
in Belgium and the Federal Republic of Germany
and also in the Netherlands where exploitation of
natural gas deposits gave rise to important primary
and secondary Investment projects. In France,
where stabilization measures were adopted by the
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authorities in September 1963, the rate of growth
in productive investmeuts by private industry has
been declining since 1962, and, according to surveys
of investment plans, may drop further in 1965. The
mildly deflationary effect of the stabilization pro-
granume as a whole has made for lower than pre-
ferred rates of capacity utilization in some industries,
especially those producing automobiles and textiles.
With wages and salaries still rising rapidly, costs
per unit of output have tended to increase but a
series of measures to prevent the rise in producer
prices and retail margins have inhthited price in-
creases. While the means for self-financing have
thus been constricted, credit restraints have les-
sened the availability of horrowed funds®

Inventory accumulation tended to accelerate in
all member countries in the course of 1964. In part,
the faster rise in stocks was a result of a higher
rate of increase in final demand in the first half of
the year, but in Italy there was also fairly wide-
spread involuntary accumulation in the walke of de-
clining demand for many industrial products. In
Belgium and the Federal Republic of Germany,
pithead stocks of coal rose considerably, while in
most countries the sharp improvement in harvests
resulted in a larger than normal increase in agri-
cultural stocks in the swmmer and autumn

Compared with 1962 and 1963, when it increased
at least as fast as gross national product in all EEC
countries, personal consumption advanced quite
moderately in 1964, There was a fall in its rate of
increase in France and [taly-—where the stabiliza-
tion measures curbed spending on consumer dur-
ables—and also in the Netherlands, while in the
Federal Republic of Germany and Luxembourg,
where the 1963 gain was smailest, it rose Jess than
total production. Nevertheless, household incomes
generally advanced almost as fast as before and, in
absolute terms, per capita levels of consumption rose
materialiy in all countries and particularly in the
Netherlands {see annex table 2A-3).

Largely as a result of the commitment of Govern-
ments to held the growth of eofficial spending helow
5 per cent a year—one clement of the ten-point
programme to halt inflation, adopted in April 1964
public consumption rose very moderately in all TEC
member countries.

In most countries of the European Free Trade As-
sociation (EFTA), the growth of production between
1963 and 1964 exceeded predictions at the beginning
of the year. Fixed investment was generally the most
important force behind the expansion, but exports
also made an important contribution in all countries
except the United Kingdom (see annex table 2ZA-2).

6 On the stabilization plan adopted in September 1963,
see MWorld Economic Survey, 1963, II. Current Econowmic
Dewvelopments, page 2L

The most recent upswing in the United Kingdom
started in the second quarter of 1963: personal con-
sumption was stimulated by tax reductions, and
increased public investment more than compensated
for a decline in private capital expenditure. While
the sfack that had developed earlier was being taken
up, supply conditions were easy. Fairly soon, how-
ever, constraints developed, mainly in the availability
of additional Iabour. The initial upswing in total
demand and production was followed by a sizable
increase in stock building. This began late in 1963
and as a large percentage of stocks in the United
Kingdom consists of imported raw materials and
semi-manufactures, accumulation in the early stage
of the expansion began to strain the balance of pay-
ments. When exports failed to pick up momentum
in 1964, the country’s current account balance de-
teriorated sharply, foreign confidence in the pound
weakened and in the last quarter of the year there
were large speculative and precautionary capital
outflows {from London. As an emergency means of
correcting the imbalance, a 13 per cent surcharge on
imports of most manufactured goods was imposed at
the end of October. One month later, continued
speculation against the pound forced the Govern-
ment to raise the bank rate to the crisis level of
7 per cent.”

The low rate of growth in industrial production
during 1964 was not the result of insufhecient demand,
nor did it refleet marked international price dif-
ferences. Domestic investment was substantially
above the 1963 level and unfilled export orders for
engineering products were increasing throughout
the vear. Although prices of manufactures have been
rising faster in the United Kingdom than in the
United States, they have risen even more rapidly
in continental IFurope. The failure to profit fuily
from the favourable developments in demand seems
to have heen associated with delivery difficulties
arising from increasing strain on capacity and lack
of labour in a number of industries. This seems to
emphasize the significance of the slow rate of growth
in fixed investment in recent years. It also points
to the low level of external reserves which made it
impossible to supplement domestic production with
imports long encugh to allow domestic supply to
catch up with demand in an orderly fashion On
this analysis the vigorous and comtinuing rise in
industrial fixed investment in 1964 and early 1965,
while aggravating the current hmbalances, shouid
contribute to the longer-run improvement in hoth
internal and external equilibrium.

In Denmark, after a period of disinflationary policy
and slow growth, production expanded sharply in

7 The implications of these developments for sterling and
for the international monetary system are discussed in a
later section
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the latter half of 1963 and the first half of 1964 in
response to a rapid increase in fixed investment.
Partly because of a restrictive incomes policy in
1963—only the lowest paid were granted increases
in the March 1963 general agreement on wages,
salaries and other incomes—and partly because of
leener competition in the walke of a substantial in.
crease in imports, labour costs rose little in this
period. Between 1963 and 1964 merchandise imports
rose about 20 per cent by volume-—twice as much
as exports. The resultant turnabout in the balance
of payments—which had shown a small surplus in
1963~~induced a corrective restraint on credit. Wage
settlements in March-April 1964 generally involved
pay increases of only about 2 per cent. Around the
middle of 1964, however, labour shortages began to
emerge and the combination of demand and supply
restrictions resulted in a lower rate of growth in
economic activity in the second half of 1964.

In Norway and Sweden, aggregate production
rose vigorously between 1963 and 1964, and here,
too, most of the gains were in the first half of 1964.
In both countries a continuocusly high rate of growth
in exports of goods and services was the main ex-
pansionary force, while most other sectors con-
tributed more moderately to the increase in demand.
The influence of developments in the United King-
dom economy was particularly important: there was
a vigorous upswing in exports to that country in
the third quarter of 1964 and a levelling off in the
fourth quarter and in the early months of 1965. In
Sweden, an increasing tightness in the labour marlket
(see annex table ZA-5) and a continuing lag in
industrial investment (se¢ annex table 2A-4) tended
to intensify the strain on supply, causing the Gov-
ernment to follow a steadily more stringent monetary
and credit policy.

In Austria, the upswing in economic activity which
had begun in mid-1963 grew steeper in 1964 under
the influence of sharp increases in fixed investment
and to a somewhat less extent in exports of goods
and services. In Switzerland the rise in real gross
national product was slightly higher from 1963 to
1964 than in the preceding interval, despite a slow-
down in the growth of employment, attributable to
measures to curb the immigration of foreign workers.
These measures were intended to reduce the need
for infra-structure investment assoclated with im-
migrants and as part of a continuing and general
disinflationary policy. Notwithstanding some further
tightening of restraints on building and on capital
markets in 1964, fixed investment again constituted
a major dynamic element in economic growth,

Among the less industrialized countries of Europe,
there was a general tendency for the gross national
product to Increase somewhat more between 1963
and 1964 than in the preceding interval. In most

cases the dynamic elements were manufacturing and
exports. In Finland the production of investment
goods rose to a much greater extent than that of
consumer goods, as a major part of the increase in
consumer demand was directed towards imports.
In Ireland there was a sharp rise in capital forma-
tion—bhoth fixed investment and inventory-—and a
somewhat smaller gain in exports. In Portugal, by
contrast, export earnings in 1964 were no less than
a fourth above the 1963 level. In Greece a significant
advance in agriculture also heiped to hoost total
production, whereas in Spain a 10 per cent decline
in agricultural output seriously reduced the over-all
rate of growth. In Turkey, developments in 1964
were adversely affected by the poor harvests of 1963
the resultant reduction in rural incomes and demand
was partly responsible for the failure of total output
to increase as much as had been planned for 1964,

Other developed market economies

Despite the imposition of various restraints in an
effort to improve the country’s external halance,
there was a further vigorous expansion in demand
and production in Japan in 1964 (see table 2-1 and
chart 2-1). The principal impact of a tighter mone-
tary policy—notably the raising of deposit reserve
requirements of commercial banks in December 1963
and of the official discount rate in March 1964
seems to have been on the stock market and on
business failures, especially among small and medium-
sized enterprises. But it also helped to reverse the
effects of the large expansion of imports in 1963,
The decline in the rate of accumulation of inventories
from 1963/64 to 1964/65 accounted for a cut of
more than 2 per cent in gross national product.

In 1964, exports constituted a major expansionary
force and the consequent easing of balance of pay-
ments pressure made it possible, towards the end
of the year, to begin relaxing the monetary restraints.
These had had little effect on investment; indeed,
fixed capital formation—especially in manufacturing
and housing—aas also a leading stimulus of activity
in 1964 and, in the aggregate, fixed investment ac-
tually expanded more vigorously than in either of
the preceding years (see annex table 2A-4)

Australia, New Zealand and South Africa all
registered further sizable gains in 1964 The prin-
cipal expansionary force was investment, but Austra-
Hia and New Zealand also received a notable stimulus
from a further rise in export volume and prices.
In all three countries resources began showing signs
of strain and bottle-necks began to appear in various
sectors, particularly in the construction industry and
meore generally in the supply of skilled fabour

DEVELOPMENTS IN EMPLOYMENT, WAGES AND PRICES

In most developed market economies the increase
in production between 1963 and 1964 was accom-
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panied by a rise in employment. In general, however,
the former exceeded the latter, reflecting a significant
advance in productivity. Differences among countries
in the rate of increase in total civilian employment
stemmed mainly from differences in the supply of
labour. Where manpower was under-utilized or the
growth in labour force relatively fast—as in North
America and Oceania, for example—employment in-
creased markedly in response to higher demand, and
the rate of unemployment contracted correspond-
ingly. In western Europe and in Japan, movements
in employment and unemployment were generally
smaller, in line with the low rate of increase in
working-age population (se¢ annex table ZA-5).

The Benelux countries experienced a decline in
the average rate of unemployment in 1964, whereas
in Ttaly the restrictive economic policy led to a
slight rise in the rate. Immigration of workers con-
tinued to play a vital role in supplementing the
small amnual increment in domestic labour in the
Benelux area, the Federal Republic of Germany and
France. In the Federal Republic of Germany, the
number of foreign workers—continuing to come less
and less from Italy and increasingly from other parts
of southern Furope and the Near Fast—reached
one million, or approximately 4 per cent of the total
civilian labour force. In France, the Federal Republic
of Germany and Italy, the supply of industrial labour
was once again supplemented by movement from
the agricultural sector.

In virtnally all EFTA couniries unemployment
declined hetween 1963 and 1964. The reduction was
quite large in the United Kingdom, bringing the
year-end unemployment rate to the lowest level since
the early post-war years. The limited rise in total
civilian employment in these countries, despite the
brisk demand for labour, reflects both demographic
factors and the reluctance of married women and
other population groups with a low labour force
participation rate to secek gainful employment. In
Sweden there was a fall in unemployment and con-
siderable net immigration of labour, but this was
barely enough to avoid a reduction in the labour
force. In Switzerland, where foreign workers—per-
manent and temporary—number almost a million
and constitute about one-fourth of the lahour force,
difficulties in providing housing and social services
induced the authorities to limit the inflow of man-
power from abroad.

Notwithstanding the notable improvement in the
employment situation in North America, the rate
of unemployment remained obstinately around the
5 per cent level, substantially greater than in any
other industrial region. The sharp contrast between
North America and western Furope in respect of
labour supply is likely to persist. Labour force
projections show considerably higher rates of in-

crease for Canada and the United States than for
any major western European country. Sustained
growth at a high rate is therefore less likely to run
into manpower constraints in North America than
in western Furope,

Farnings continued to increase in almost all de-
veloped market economies in 1964 at approximately
the average rates registered in the years 1960-1963.
As before, the advance in 1964 was much more
moderate in North America than in other regions.
Changes in wages and prices in the course of the
current expansion reveal a strong interdependence,
recognition of which Hes behind a renewed interest
in the formulation of incomes policies.®

Changes in prices have generally been reinforced
by shifts in the expectation of price movements, aned
in this respect there has been a marked difference
in timing between the two principal regions. In
North America the expectatibn of continued infia-
tion that prevailed during the first decade after the
war subsided towards the end of the nineteen fifties
it the face of flagging output and employment. In
the subsequent upswing, the absence of strains on
resources factlitated the continued maintenance of
cost and price stabilitv, which in turn helped o
prolong the expansion. In western FEurope, by con-
trast, most countries reached a relatively high level
of labour and capacity utilization soon after the
upswing got uwnder way in 1958 This made it in-
creasingly easy for workers to secure wage increases,
both contractual and unofficial, from empioyers com-
peting for the available labour and in a position to
pay more. While the resulting increase in labour
cost could be absorbed for a few years by correspond-
ing improvements in productivity or reductions in
profit margins, this became more difficult as the
expansion went on: more and more frequently cost
increases have tended to spill over into price in-
creases. Thus, in 1964, as in the immediately preced-
ing years, prices were relatively stable in North
America and subject to a steady or even accelerating
increase in most other countries (see annex table

2A-6).

In Canada and the United States, only import
prices edged upwards significantly, mainly because
of an upsurge in the prices of non-ferrous hase
metals, There was also a small increase in consumer
prices in both countries, reflecting for the most part
the secular rise in the prices of food products and
services. By contrast, in virtually all western Euro-
pean countries relatively high rates of increase were
registered between 1963 and 1964 in most prices.
Althotugh a rise in the average price of imported
goods was a contributing factor, the main increases
were of internal origin. Fortuitous events played

8 5e¢ below for a discussion of these policies.
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some part in this: in the first half of 1964 the re-
latively poor harvests of the year before began exert-
ing some upward pressure on food prices, though
in the second half of the year the improved agri-
cultural outcome had a stabilizing effect both on
food prices and on the rate of growth in the general
price level. But in most countries the main pressure
on prices came either from the strains of increasing
demand or from upward adjustments in costs.

In the European Fconomic Community, the only
countries that achieved some deceleration in the ad-
vance of prices in 1964 were France and Italy. This
reflects both general deflationary policies and specific
price controls, imposed to alleviate the strains that
had become apparent in the previous vear. The
slowing down of the price rise and, in the case of
Ttaly, the improvement in the trade balance, were
achieved partly at the expense of growth, and the
marked slackening in industrial investment caused
attention to be shifted in the course of the year
away from attempts to reduce demand and towards
the problem of containing costs?®

In Belgium and the Netherlands, the authorities
also intervened directly in price formation in 1964
and, in order to curb consumer demand, the minimum
hire-purchase terms were stiffened. Policies here,
however, were generally less stringent and there
were very large increases in wage rates and in-
dustrial earnings. As a result, the rise in most price
indices was appreciably greater than in 1963

% As the price indices still reflect the incidence of direct
controls, it is impossible to measure the real extent of the
improvement in balancing demand and supply.

Current situation

The expansion of demand and production in the
developed market economies has continued into the
early months of 1965, and most Governments expect
the advance to be maintained throughout the year.
Despite some serious international and domestic
imbalances, the prospects for sustained growth in
this group of countries as a whole remain encourag-
ing.

The need to correct imbalances in international
payments will undoubtedly exert a restraining influ-
ence on the countries concerned ; indeed, some of the
restrictive measures taken earlier have aiready begun
to show their effects, while more recent measures to
curb the outflow of capital from the reserve currency
countries may well have a marked impact on what
has been an important source of expansion in inter-
national liguidity. Furthermore, should the payments

19 Based in part on replies of Governments to the United
Nations questionnaire of December 1964 on economic trends,
problems and policies.

The deterioration in internal ecomomic stability
was significantly less in the Federal Republic of
Germany. Here, mildly restrictive credit and fiscal
policies were followed and some restraints laid on
the inflow of capital; and on the average the rise
in prices was much the same in 1964 as in 1963.

In most members of EFTA the rate of increase
in prices was higher between 1963 and 1964 than
between 1962 and 1963, Only Denmark and Switzer-
land succeeded in reducing the high rates of increase
registered in the earlier interval. In Norway and
the United Kingdom there was a marked accelera-
tion in several price indices, reflecting in part the
supply difficulties stemming from the high level of
capacity utilization.

At the beginning of the current expansion, foreign
trade acted on the whole as a stabilizer of prices:
import prices of raw materials and semi-manufactures
were falling, and the vigorous increase in trade in
industrial goods helped to counteract local tendencies
towards higher prices. In 1963 and 1964, however,
the movement in import prices was much less of a
restraining influence: between the second hali of
1962 and the first half of 1964, primary commodity
prices recovered sharply and the rise in industrial
prices became so widespread that it affected many
export quotations. In a broad sense, foreign trade
may continue to exert a dampening effect on prices
by increasing competition and since commodity prices
began receding again in the second half of 1964,
imports may well resume their stabilizing role

in 1965,

and outlook™

difficuities of leading trading countries prove to be
more intractable than originally envisaged, mare
stringent restrictions would become likely.*

As indicated zbove, domestic imbalances induced
several of the industrial countries to adopt measures
to restrain demand in the course of 1964, While these
measures did help to slow down the rise in prices,
they also tended to hold back the growth of produc-
tion~~particularly in France and Italy. In most of
the western European countries, as well as in Japan,
Oceania and South Africa, the tendency for costs
and prices to increase more rapidly than output re-
mained a major problem, and in the early months of
1965 Governments continued to be extremely cau-
tious in permitting any general easing of existing
demand restrictions. This has served to stimulate the
search for non-deflationary methods with which to
curb excessive increases in prices and costs, especially

11 Some of the problems of the reserve currencies are
discussed later in this chapter,
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in countries with under-utilized productive capacity.
The need to reconcile the often apparently conflicting
objectives of growth and price stability is the reason
for the current interest in incomes policies, one of
the principal aims of which is to keep the rise in
average remuneration within the limits set by the
rise in over-all productivity.!?

In most of the developed market economies gross
national product is expected to increase at a slightly
lower rate between 1964 and 1965 than in the pre-
ceding interval (see table 2A-2).

In the United States, despite uncertainty about
the easing of external payments pressures and
signs that internal prices and costs may not he quite
as stable as hitherto, the generally expansionist
policy is unlikely to be reversed. Indeed, the Gov-
ernment has introduced legislation for substantial
reduction in excise taxes o sustain the current ex-
pansion.

It is more difficult to deduce from current prospects
the economic policies likely to be pursued in western
European countries in the course of 1965. However,
notwithstanding the lowering of the bank rate from
7 per cent to 6 per cent at the beginning of June, the
United Kingdom is almost certain to continue the
restrictive policy adopted towards the end of 1964
and reinforced in the April 1965 budget: the balance
of payments situation leaves little scope for bold ex-
pansionary measures, and the low reserves of capacity
and Iabour also limit the possibilities of growth. The
French and Italian Governments have given a high
priority to stabilization measures and even if this
policy is modified because of its drag on growth, it
is uncertain whether expansion will resume in time
to avoid the widening of the gap between potential
and realized output. In most of the other western
European countries—and particularty in the Federal
Republic of Germany—the extent of expansion in
1965 is likely to be decided primarily by available
productive capacity and less by the extent to which
their economic pelicies may be aimed at containing
increases in costs and prices.

In Japan, the Government expects a slightly lower
rate of economic growth between the 1964 and 1965
fiscal years than in the preceding interval: not only
is official policy still aimed at stabilizing prices and
improving the balance of payments, but the rate of
growth in foreign demand is likely to be lower. In
Australia, New Zealand and South Africa, also,
over-all production is uniikely to expand as rapidly
as it did in the two preceding years: full utilization
of skilled manpower and productive capacity has
placed a resource limitation on the rate of growth

12 The current status of incomes policies is discussed
below.

¥

and official policy has become steadily more restric-
tive of demand in recent months,

NortE AMERICA

At the beginning of 1965 conditions in North
America were favourable for further steady expan-
sion, Capacity utilization was still below preferred
fevels in most industries and there was no general
shortage of manpower. The business sector's expendi-
tures on fixed investments and inventories were in
balance with developments in consumer and export
demand, displaying few symptoms of the over-expan-
sion characteristic of the later stages of previous
upswings. On the other hand, unemployment was
still high, representing a continuing gap between
current and potential output. In this situation, the
economic policy of the North American Governments
is likely to remain expansionary. Not only is it in-
tended to support the current forces of expansion by
means of both general and specific stimulatory meas-
ures, but in the United States steps have been taken
to enable the Government to introduce necessary
legislation and to implement it quickly should an un-
expected recession eceur.

In the United States gross national product is ex-
pected to rise by about 6 per cent (at current prices—
slightly less at constant prices) in 1965, which is
almost as much as it did between 1963 and 1964, As
in preceding vears, the advance seems likely to be
broadly based. Thus, the pattern of balanced growth
which has characterized the expansion so far will
probably be maintained in 1965,

Federal purchases of goods and services are
planned to be only slightly higher than in 1964, State
and Jocal government expenditures, benefiting from
further increases in federal grants-in-aid, are certain
to continue their steady rise, probably exceeding
those of the federal authorities for the first time since
1950.

Business investment in new plant and equipment is
again expected to provide an important source of
increased demand : aggregate outlays are scheduled to
advance by 12 per cent in value,'* but in view of the
vigorous expansion in demand and production during
the first quarter of 1963 it is possible that the pro-
jected level of private fixed investment for the year
as a whole will be surpassed. In each of the official
quarterly surveys of Investment plans conducted in
1964, businessmen reported that they had spent more
than previously planned and that they were revising

. I According to a2 survey of investment plans conducted
jointly by the Department of Commerce and the Securities
and xchange Commission in February 1965 Se¢ United
States Department of Commerce, Swrvey of Curremt
Business, March 1965. A similar survey conducted in April
1965 indicated a slight upward revision in investment plans,
compared with the results of the February survey
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upwards their estimates for coming quarters. The
result of these successive expansions in programmes
was a 14 per cent rise in actual expenditure between
1963 and 1964, in contrast to the 10 per cent rise
that had been planned at the beginning of 1964. How-
ever, the difference between intended and actual out-
lays has become progressively smailer, and the
tendency to surpass planned targets may socn have
spent itself.

Expenditure on new private residential construc-
tion in 1965 is expected to show little change from
the 1964 level. Housing starts in the final quarter of
1964 were below the annual average, and there were
signs of overbuilding of apartments in some localities.

With a rise in demand and output in prospect and
with inventories still low in relation to sales, a con-
tinued accumulation of stocks appears likely during
1965. Because of the threat of a steel strike in May
1965, a rapid rise in steel stocks took place in the
first quarter. The postponement to 1 September of
the deadline for a new labour contract will probably
cause contipued precautionary stockpiling. A settle-
ment, however, will almost certainly be followed by
reductions in stocks of steel.

Personal consumption expenditures are expected
to rise almost as much as in 1964 and slightly more
rapidly than disposable personal income. In 1964
the latter was augmented by the tax cut. In 1965,
less fiscal stimulus is in prospect, but full adjustment
to the tax cut should bring down the saving ratio
from the high figure registered in 1964 and increase
consumption outlays accordingly. A factor which
might tend to restrain consumption expenditures is
the unprecedentedly high ratio of outstanding instal-
ment credit to disposable income. In earlier years a
ratio of 13 per cent was considered by lenders as the
upper limit for such credit. In 1964 the ratio was
around 14 per cent and in the first two months of
1965 it was even higher., This may affect further
growth in sales of new cars and home appliances,
although current indications of credit availability and
consumer intentions continue to be favourable,

The outloak for continued price stability is gen-
erally good. Pressure on supply capabiiities is not
likely to be unduly intensified in the course of 1965:
the available plant capacity and labour force—plus
probable further gains in productivity—should prove
adequate in most industries to meet the prospective
increase in demand. And the Government's wage-
price guide-lines should continue to exert a restrain-
ing infiluence on costs.

Though the average operating rate in manufactur-
ing rose from 85 per cent at the end of 1963 to 88
per cent at the end of 1964, this was still well below
the preferred operating rate of 92 per cent. By De-
cember 1964 only the rubber and textile industries

had exceeded their preferred operating rates. More~
over, most industries have been steadily increasing
capacity, and the planned levels of manufacturing in-
vestment for 1965 point to further rapid expansion.
As a result, available capacity should be sufficient to
produce the expected gains in output without signifi-
cant increases in operating rates. The ease with
which manufacturing industries have been meeting
rising demands is borne out by the relatively mild rise
in the ratio of order backlogs to shipments from
December 1963 to December 1964. Tollowing declines
during 1962 and 1963, this rise left the relationship
between over-all manufacturing backlogs and current
shipments at much the same level as it was at the
end of 1961, On the basis of the prospects of gross
national product, backlogs are not expected o grow
significantly in most industries during 196514

Though the unemployment rate has declined to
the lowest level since 1957, labour supplies remain
ample; this should prevent any general tightuess in
the labour market as well as exert a restraining in-
fluence on wage settlements, Furthermore, relative
stability in prices during 1965 will be benefited by
federal fiscal measures to cut excise taxes and in-
crease the after-tax cash flow in enterprises. It has
been estimated that during 1964 the tax cut con-
tributed to the cash flow in the steel industry, for
example, as much as a 3 per cent increase in steel
prices.!® Tax rates on corporate profits are to be re-
duced a further 2 percentage points in 1965, thus
continuing to strengthen the financial position of
corporations and lessening the need to raise prices.

The forecast of growth with reasonably stable
prices in 1965 is thus not expected to come about
entirely without government action. In addition to
the measures already enacted, the President has de-
clared his intention to propose to Congress legisiation
aimed at counteracting any slackening in the rate of
growth before a recession develops. This is in keep-
ing with the lesson implicit in a comparison of recent
fluctuations in United States growth rates with those
of the more dynamic economies of the Federal Re-
public of Germany and Japan (see chart 2-4). Such
a comparison suggests that the problem in the post-
war period has not lain in the amplitude or frequency
of the swings in United States growth rates—these
have not been significantly different from those ex-
perienced by the Federal Republic of Germany and
Japan—but rather in the fact that declines have not
been reversed in time to prevent growth rates from
becoming negative. The maintenance of a positive rate
of growth makes it much easier for the economy to
effect the adjustments necessitated by changing mar-
et conditions.

W Econpmic Report of the President, January 1965,
pages 89 and 90.
15 Ihid , page 91,
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Chart 2-4. United States, Federal Republic of
Germany and Japan: Change in Quarterly Gross
National Product, 1952-1964

(At consiant prices; perceniage change from corresponding
quarter v the preceding  wyear; three-guarter nmoving
ayerages)
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Source: Bureau of General Feonomic Research and
Policies of the United Nations Secretariat, based on data
from official and unefficial national sources.

The need to reconcile the Government's full em-
ployment objective with conditions of price stability
and improved external balance has dictated the use
of an intricate mix of policy measures for 1965. In
accordance with the Revenue Act of 1964, tax rates
on 1965 incomes are lower than those on 1964 in-
comes. IHowever, as mentioned earlier, withholding
rates were actually reduced to the 1965 level when the
tax cut became effective in March 1964. Hence the
second stage of the personal income-tax cut will
provide little fresh stimulus: it is estimated that only

one-fourth of the full annual consumption effect of
the tax cut remains to be felt in 1965. Further
stimulus is to be provided through three new expan-
sionary measures. First, an excise tax reduction of
$1.75 billion has been proposed, to take effect on 1
July 1965, with another $1.75 billion reduction to
follow on 1 January 1966 and smaller cuts in succeed-
ing years. Second, liberalization in social security
henefits, amounting to more than $1.25 billion a year,
is to be enacted by mid-year but made effective retro-
actively to January 1965. The effect of this liberaliza-
tion is fikely to be largely a short-term one, as a rise
in payroll tax and a revision in the tax base are
scheduled for 1 January 1966 in order to ensure ade-
quate long-term financing of the social security trust
funds. Finally, over and above the social insurance
liberalization, federal outlays are due to rise by $35
billion in 1965. Most of the increase will be in the
form of larger transfer payments and grants-in-aid
to state and local governments rather than in direct
purchases of goods and services.

Expansionary government policies are dictated not
only by current needs but also by developments ex-
pected in the labour force and in productivity, In
recent years a growth rate of real gross national
product of somewhat more than 3.5 per cent has been
required to prevent a rise in the unemployment rate.
The labour force is expected to grow much more
rapidly during the remainder of the current decade
than hitherto. On the assumption of unchanged par-
ticipation rates, the annual increase from 1964 to 1970
will probably average 1.7 per cent, well above the 1.2
per cent recorded in the preceding nine years. Pro-
ductivity increases may also have been accelerating.
The high level of investment, embodying the latest
technology, has probably increased the quality as well
as the quantity of productive capital. The prospects
for growth in labour force and productivity suggest
that the increase in potential gross national product
in 1965-1970 will exceed the 3.5 per cent annual rate
of the 1955-1962 period. It seeins likely to average
about 4 per cent a year, a rate approaching that of
the early post-war years 1®

A number of administration proposals for 1965
aim at improving the scope of timely anti-recession
action. Bills to strengthen the unemployment com-
pensation system are to be submitted to Congress in
the course of the year. As an initial step in a con-
certed effort to avoid recessions, not only in 1965
but also in future years, the possibility of speeding
up congressional action on proposals for cutting taxes
or increasing spending will be reviewed.

During most of the current upswing, monetary
policy has been limited by efforts to correct the hal-
ance of payments deficit. In 1965, fiscal policy must

¥ Ibid, pages 91 and 92
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again make the main contribution to the growth of
demand : monetary peolicy can at most play a support-
ing role through a variety of carefully chosen tech-
niques. The importance of monetary management,
however, is greater than its passive role would sug-
gest The fact that internal monetary and credit mar-
kets have remained relatively easy during more than
four years of expansion is in itself remarkable and
has been an important contributing factor to the gen-
eral expansion. This policy of providing adequate
supply of money and credit to accommodate the eco-
nomic expansion is expected to be continued in 1965.

Canada also expects a continued advance in de-
mand and production. Gross national product at cur-
rent prices is predicted to increase by rather more
than 7 per cent from 1964 to 1965, compared with a
gain of almost 9 per cent between 1963 and 1964,
Governiment action is expected to be a strong expan-
sionary factor in 1965. In April, the Government
proposed a 10 per cent cut in personal income-taxes,
effective 1 July 1965, for the fiscal year that began
1 April 1965 The consequent net reduction in tax
labilities is estimated at Can $175 million. As a
result of the tax cut and increased expenditure for
social purposes, the total deficit for the fiscal year is
expected to be Can $300 million, compared to an
estimated deficit of Can $83 million in the preceding
fiscal year.

WEsiERN EUROPE

In the EEC as a whole the rate of expansion in
aggregate production between 1964 and 1965 is ex-
pected to be slightly lower than that recorded in the
preceding interval, Although this also applies to mem-
ber countries individually, with the possible exception
of Italy, developments in demand and supply condi-
tions are likely to show considerable diversity, For
the EFEC as a whole, personal and public consumption
are expected to maintain the rate of growth registered
between 1963 and 1964, while other components of
demand are likely to increase somewhat less. High
levels of capacity utilization in several industries and
a chronic shortage of labour are expected to be the
main factors holding back the rate of advance in the
Federal Republic of Germany, the Netherlands and,
to some extent, Belgium. In France, the Govern-
ment’s determination to continue the policy of stabili-
zation is expected to result not only in a lower rate of
growth but also in a widening of the gap between
potential and actual output. Italy expects an eco-
nomic revival in 1965, but uncertainty as to when it
will set in has enhanced the difficulty of {orecasting
the ievel of production for the {full year. The very
limited increase in output that is foreseen for Luxem-
bourg reflects fears of a weakening in the external
demand for steel products,

As a slightly lower rate of expansion is expected
in other industrial countries, their demand for goods
and services from the EEC is likely to increase less
hetween 1964 and 1965 than in the previous interval.
There may be little in the way of a compensating
acceleration in shipments to less developed areas, for
although their import capacity increased further in
1964, the rise in foreign exchange holdings was com-
paratively small in Africa, where the EEC share in
total trade is largest.

The growth of domestic fixed capital formation is
also expected to decelerate slightly from the high
1964 rate. The exception is Italy where the sharp
decline in fixed investment that occurred between
1963 and 1964 is likely to be followed by a moderate
advance.

In contrast to the other countries in the Commu-
nity, the Federal Republic of Germany and France
expect fixed investment to advance more than gross
national product in 1965 as it did in 1964 In the
Federal Republic of Germany demand for capital
goods will be stimulated by high capacity utilization,
improved profitability and a relatively ample supply
of credit. Despite idle capacity in important indus-
tries, profit margins are also expected to improve in
France, for on the one hand as wages and salaries
are likely to rise less than output, costs per unit of
output should recede, while in addition the Govern-
ment has lowered corporate taxes in a way intended
to improve the after-tax return on investments. In
view of the need to hold back the rise in costs and
the relatively low level of capacity utilization in most
industries, it is probable that industrial investment in
France will be oriented towards rationalization rather
than enlargement of production potential, Housing
construction, however, is likely to be one of the few
sectors in which the rate of expansion in 1965 will
be determined mainly by available manpower and
capacity,

In Belgium and the Netherlands, total domestic
fixed capital formation increased more than the Com-
munity average between 1963 and 1964; in 1965, by
contrast, the increase is expected to be well below
the average. The reasons for this include the emer-
gence of strong downward pressure on profit margins
exerted by rising labour costs, the introduction of
monetary and credit restrictions to counteract the
overloading of the economy, and, in the Netherlands,
direct intervention by the authorities to stem the rise
in prices. Notwithstanding the probable slowdown in
most areas of investment, outlays on equipment may
continue to expand at a brisk pace because of nearly
full utilization of capacity in a large number of in-
dustries. In ILuxembourg, however, the volume of
fixed Investment is almost certain to decrease during
1965 : the steel industry expects to invest approxi-
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niately as much as in 1964, but the completion of im-
portant projects in other industries will mean a
decline in their capital formation.

In Ttaly, circumstances are favourable for a vigor-
ous recovery in fixed investment in the course of
1965, but as it may begin rather late, the outcome
for the full year is expected to exceed that for 1964
only moderately, Favouring an increase in capital
formation are good prospects for increasing exports,
the necessity of rationalization to cut costs and the
declared intention of the Government to stimulate
investment. The deflationary policy pursued by the
authorities after the 1963 foreign exchange crisis has
continued to inhibit investment in industry; financ-
ing difficulties have prevented various important
projects from being undertaken. The course of indus-
trial investment in 1965 will thus depend o a great
extent on the ability of the authorities to combine
the general policy of restraint with selective stimuli
for expanding investment. In the housing and public
works sectors, which are more directly under official
influence, the Government's efforts to spur activity
began yielding results early in 1963,

In ali EEC countries, except the Federal Republic
of Germany, a sharp reduction in the rate of growth
in inventories is expected to contribute to the slight
slowing down of expansion in 1965 Stocks of raw
materials are generally ample for the current level of
activity, and the weakening in the prices of foods and
fibres may be an incentive for destocking. Past ex-
perience shows that when the rate of increase in final
demand and output slackens, the pace of inventory
aceurnulation usually slows down more than in pro-
portion. Furthermore, the large increases in agricul-
tural stocks resulting froem the good 1964 harvest
are not likely to be repeated.

As was the case in 1964, public consumption in
1965 is expected to increase less than gross national
product in all EEC countries, except Italy Great
efforts were made during 1964 to curb the expansion
of public consumption expenditures, and & continua-
tion of this policy was reflected in the 1965 budgets
of all member countsies. However, as the rate of in-
crease in wages and salaries paid by the authorities
is not likely to subside-—particularly in Belgium,
the Federal Republic of Germany and France—no
further slackening in the advance of public con-
sumption is expected.

Personal consumption expenditures are predicted
to increase somewhat less between 1964 and 1965
than in the preceding interval in the EEXC as a
whole However, if the rise in prices slows down as
expected, real consumption may again advance by
about 5 per cent and thus exceed slightly the rate of
growth in real product An acceleration in the Fed-
eral Republic of Germany-—which accounts for more

than a third of personal consumption in the Commu-
nity—is expected to offset a slight deceleration in
other members. In the Federal Republic of Germany,
personal consumption will be stimulated not only by
the expected high rate of increase in production and
incomes but also by a reduction in income-tax on 1
January 1965, amounting to the equivalent of almost
$500 million a year. In France and the Netherlands,
tax cuts are also expected to stimulate consumption,
but not until the latter half of 1965,

The growth of internal supply of goods and services
between 1964 and 1965 is almost certain to be some-
what lower than in the 1963-1964 interval. The re-
duction in the rate of increase in demand that is
expected in most EEC countries during 1965 will
ease the pressure on prices and weaken incentives fo
expand output. In certain sectors, however, output
may be limited by supply bottle-necks rather than by
decelerating demand. Production difficulties are likely
to be most frequent in the Federal Republic of
Germany, where economic activity is expected to
accelerate in the course of the year, but they may also
oceur to some extent in Belgium and the Netherlands,
while in France, as indicated above, building output
is likely to be determined largely by the availability
of labour and productive capacity. In the manufac-
turing sector, the rate of expansion in investment
goods industries is expected to be much the same as
in the previous interval, whereas in consumer goods
industries, and even more in those producing basic
materials, output is expected to increase less than
between 1963 and 1964, In France a fairly high
level of inventories of finished goods at the beginning
of 1965 was available to meet part of the expected
expansion in final demand and production. Because
agriculturai production increased more than usual
between 1963 and 1964, the rise between 1964 and
1965 1s likely to be smaller. EEC imports from non-
member countries are generally expected to develop
along the same lines as total demand and internal
supply, registering lower rates of growth in 1964
and reflecting lower inventory requirements as well
as the good harvest of 1964. Italy, however, is again
a possible exception, for here the running down of
raw material stocks in 1964 may be followed by a
vigorous expansion in imports.

The strains in the labour market of the EEC are
likely to continue in varying degree during 1965
Some easing in the demand for labour may take
place in Belgium, France and the Netherlands, but
no signs of better balance are discernible in the Fed-
eral Republic of Germany where the labour force is
undergoing an absolute decline. In Italy, where
there was a contraction in the total numier of
hours worked during part of 1964, the prospective
increasle in activity is likely to improve the employ-
ment situation.
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The tendency for the rise in prices to decelerate,
evident in 1964, seems likely to continue in 1965,
except perhaps in the Federal Republic of Germany
where the rates of increase in 1963 and 1964 were
substantially below those registered in most other
EEC countries. The prospects for greater price
stability in 1965 depend largely on developments in
earnings, and it is uncertain whether the decline
in the rate of increase in earnings that is predicted
for 1965 will be sufficient to effect a slowdown in
the rise in unit fabour costs. The only EEC country
in which the rise in wage and salary earnings be-
tween 1964 and 1965 is almost certain to be signifi-
cantly lower than it was between 1963 and 1964 is
the Netherlands, but even there a larger average in-
crease than suggested by the authorities had already
been negotiated before the end of 1964

Government policies for holding down increases
in prices and incomes in 1965 are based on principles
adopted by the EEC Council of Ministers in April
1964,% reaffirmed towards the end of 1964 and
again—though with some modifications—in April
1965, In most of the EEC countries the current
upswing started in 1958 and in recent years there has
been mounting evidence of cost pressures. This ex-
plains why one of the chief economic objectives in
1965 is to limit the growth of domestic demand, par-
ticularly in Belgium, the Federal Republic of Ger-
many and the Netherlands, where a restrictive policy
is likely to be pursued quite vigorously. In Ttaly,
however, where growth faltered seriously in 1964,
the need to avoid a general expansion of internal
demand is tempered by the Government’s intention to
intensify the selective stimulation of economic activ-
ity through measures designed to favour productive
investments and exports. In France, too, where im-
portant sectors of production registered a rather
weale performance in the early months of 1965, au-
thorities are likely to embark on a cautiously expan-
sionary policy. Here, price controls were imposed
earlier and may now be losing some of their dampen-
ing effect, while a further widening of the gap be-
tween demand and resources, caused by the restrictive
policy as a whole, might seriously set back the long-
run growth of the economy.

Y The Governments then committed themselves to sta-
bilizing prices and production costs without limiting the
freedom of foreign trade They agreed to hold the growth
of public spending to not more than 5 per cent a year and
to finance any increase exceeding 5 per cent by higher
taxes. They undertook to restrain the demand for building
and to maintain or tighten the restrictions on credit then
in being and seek the co-operation of labour and manage-
ment in holding wage increases within the limits of pro-
ductivity growth. This short-term programme was supple-
mented by a number of long-term measures designed to
strengthen monetary and financial co-operation among mern-
ber countries. Sce European Fconomic Community Com-
mission, I;,?urapmn Comnnmity, No. 71, May 1964 (Washing-
ton, .

The scope for a rather more restrictive monetary
policy in the EEC has been extended somewhat—
and the unsettling effect of such a policy on partner
countries somewhat reduced-—by the curbs that have
been laid on the movement of capital: both inflow
into the EEC and outflow from the United Kingdom
and the United States are being actively discouraged.

Economic expansion is likely to continue through
1965 in wvirtually all EFTA countries, but the rate
of increase in total production is expected to be lower
between 1964 and 1965 than it was between 1963 and
1964. Nearly full utilization of manpower and pro-
ductive capacity was achieved in most member coun-
tries in 1964, narrowing the scope for further
advance, though in some of the smaller countries a
slight easing of aggregate demand became apparent
in the latter half of 1964,

In the United Kingdom, perhaps the most signifi-
cant development in 1964 was a disappointing export
performance. Despite the consequent disturbance of
external equilibrium, production and employment de-
veloped favourably in 1964, and with a further but
slower fall in unemployment, activity continued to
rise in the early months of 1965. As appears to have
been the case in 1964, the course of expansion in the
rest of 1965 is likely to be determined largely by
available capacity. The 1965/66 budget, introduced in
April, proclaimed as an immediate aim a rise in the
value of exports of 5 per cent a year. Given the
relatively high ratio of exports to total product in
the United Kingdom and the short-run prospects
for investment, public expenditure and personal con-
stmption, it was considered that the country’s re-
sources could not be expected to meet the demand
implicit in such an expansion of exports. The Gov-
ernment therefore decided to reduce the pressure on
domestic resources—chiefly through an increase in
taxation—by the equivalent of £250 million a year.
In addition to a rise in personal income-tax rates
already provided in the November 1964 budget, a
new 30 per cent capital gains tax was introduced, ac-
companied by sharply higher levies on selected con-
sumer goods—chiefly alcoholic beverages, tobacco
and automebiles. A new corporation tax was also in-
troduced: it will replace the income and profits taxes
levied on companies and is designed to encourage
the reinvestment of profits.

The budget also contained measures for reducing
the outflow of long-term capital—by an intended
£100 million. These include tighter exchange con-
trols and new rules affecting the sale of portfolio
assets. In addition, the new corporation tax will
embody provisions designed to reduce the incentive
to invest abroad.

Real gross domestic produet is expected to rise in
line with the increase in manpower and capacity—
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by slightly less than 4 per cent between 1964 and
1965 as against rather more than 5.5 per cent be-
tween 1963 and 1964. There are indications that fixed
investment will continue to rise, but at a diminishing
rate: in the private industrial sector, enterprises plan
to increase their spending less than in 1964 and, be-
cause of capacity limitations, housing investment is
also expected to grow more stowly. The average of
a number of forecasts suggests a rate of expansion
in exports of goods and services between 1964 and
1965 of around 2 per cent in volume, Public con-
sumption seems likely to continue to rise at the rela-
tively low rate characteristic of recent years. Personal
conswmption is likely to increase somewhat less than
between 1963 and 1964, reflecting increases in taxes
mentioned earlier. In general, given full employ-
ment and rising consumer prices, hourly wage rates
may be expected to continue to increase as much as
in 1964, and earnings perhaps even more.

Inventory accumulation, on the other hand, is ex-
pected to be low in 1965 despite the below average
stock-output ratio at the beginning of the year. The
import surcharge will probably lead to a substantial
running down of various imported stocks in the first
haif, and this tendency should be reinforced by credit
stringency and by the expectation of a further fall
in the prices of imported foods and fibres. The effect
of low stockbuilding and reduced current consump-
tion in the wake of the surcharge should be an in-

significant increase in the volume of imports between
1964 and 1965.

Most prices and costs are expected to develop
somewhat more {avourably in 1965 than in 1964 A
fall in import prices of foods is expected more than
to compensate for an acceleration in the rate of in-
crease In other consumer prices. Similarly, an ex-
pected decline in import prices of basic materials may
offset a rise in the labour cost per unit of output that
is likely to be greater than that which occurred he-
tween 1963 and 1964

Along with measures to improve the short-term
ouatlook for the economy, the United Kingdom Gov-
ernment has embarked on certain policies of a longer-
term nature. These include the elaboration of an
incomes policy and machirery to implement it, 2
drive for the modernization and technical improve-
ment of industry and the preparation of an economic
plan covering the period 1964-1970.

Most of the smalier EFTA countries and the rest
of western Europe, being affected strongly and di-

rectly by the course of events in the EEC and the
United Kingdom, also expect to experience a some-
what smaller expansion of total output hetween
1964 and 1965 than in the previous period. Most of
these countries expect fixed investment and exports
to continue to be the most dynamic components of
demand; in Denmark and Sweden, however, public
consumption may increase even more, while in the
countries of southern Europe the outturn of the 1965
harvest will also exercise a considerable influence
over the performance of the economy.

Orasr DEVELOPED MARKET ECONOMIES

In Japan, as elsewhere, the Government expects
the gross national product to increase slightly less
between the fiscal years 1964 and 1965 than in the
preceding interval. The deceleration is expected to
stem in part from external demand—in line with a
probable slackening of growth in otler countries and
in world trade—but its principal impact will be on
fixed investment. Because of the vulnerable balance
of payments situation, however, the Government pro-
poses to comtinue its export promotion efforts. Do-
mestically, the prime objectives of economic policy
will he to check the rise in prices and to hasten the
modernization of the less developed sectors of the
economy, particularly agriculture and small-scale in-
dustrial enterprises.

In Australia and New Zealand, resource lmita-
tions—especially in manpower—are likely to hold
down the gain in output in 1965, probably to less
than the previous increase. Favourable export devel-
opments during the current upswing have built up
reserves—particularly in Australia—to a degree that
should make possible the supplementing of domestic
supplies on a considerable scale. The continuing
growth of demand is thereflore likely to result in a
further Jarge expansion in imports, though possibly
in a farther rise in prices as well.

South Africa also faces serious constraints on the
supply side: the rate of expansion in building and
manufacturing had already slackened appreciably by
carly 1965, Notwithstanding an official policy of re-
straint—both monetary and fiscal—demand has con-
tinued to rise, and the rest of the year is expected
to see not only a further expansion in imports, with
a consequent increase in the current account deficit,
but also some intensification of inflationary pressures,

Recent developments in incomes policy formulation and practice

The desire to maintain economie stability without
sacrificing fuli employment or an adequate 1ate of
growth has led to a widening interest in ways and

means of influencing demand and costs with minimum
risk of inhibiting production. The result has been a
good deal of experimentation with what has come to
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be called “incomes policies”. Supplementing the more
familiar instruments of monetary and fiscal policies,
these income policies have sought, as their main objec-
tive, to hold the growth of incomes in line with the
growth of output. Their principal element has in
most cases been a norm or guide-line for wages and
prices, designed to infiuence the rate of increase and
keep the average wage advance within limits dictated
by gains in productivity.

The effectiveness of incomes policies has varied
widely and it has become clear that in a market
economy it depends very largely on the degree of
acceptance that the policy meets with, particularly
among the parties directly affected but also by the
public as a whole, For this reason considerable care
has to be taken—and be seen to be taken—in both
formulation and implementation and in respect of
elements of the policy that might seem at first glance
to be of only marginal importance to the main pur-
pose. Recent experience suggests, indeed, that while
the effectiveness of an incomes policy depends on its
acceptability, acceptability depends largely on equity.
And in an economy in which the pattern of income
distribution at any given moment may contain more
or less fortuitous and ephemeral anomalies, the pui-
suit of equity in income changes may conflict at many
points with the pursuit of restraint in the interest of
stability. This conflict cannot be resolved by any
simple universal formula; it has to be faced anew in
each situation with all its complexities.

NATIONAL MACHINERY AND PRACIICE

Among the first countries to practise an official
incomes policy was the Netherlands, During the post-
war recovery period it was an integral part of the
echanism for short-term economic planning, and
in 1951, in the face of a balance of payments crisis,
the degree of co-operation among Government,
workers and management was close enough to effect
an absolute cut in real wages. As the economy passed
from the recovery phase to a period of more normal
economic growth, however, the role of the Govern-
ment with respect to wage increases began to wane.
In 1958, the previous system of periodicaily prescrib-
ing more or less uniform increases in wages through-
out the economy was replaced by a system of differ-
ential increases based on relative sectoral improve-
ments in productivity. The latter was in turn aban-
doned in 1962 when anomalies developed among the
incomes in various industries. In terms of a new
arrangement, responsibility for fixing wages was
placed in the hands of labour and management, under
the general guidance of norms set in a half-yearly
report of an official Social and Economic Council.
Partly as a resuit of these procedures, a significant
disparity developed between wage levels in the
Netherlands and those in neighbouring countries and

in 1964, in the face of a relatively tight labour situa-
tion, a relaxation in wage restraints resulted in a
sudden upsurge in wage rates, averaging about 15
per cent. This suggests the need for countries that
have close economic ties—especially in respect of
the movement of labour——to co-ordinate their in-
comes policies.

In the Scandinavian countries wage negotiations
have taken place on a national level for many years.
In Sweden, for example, central “frame” agreements
have been designed to moderate the rise in wages.
Since actnal wage settlements are negotiated at the
local and plant level, however, there have often been
fairly wide divergences between national agreements
and individual negotiated wages.

The spread of interest in incomes policies, how-
ever, has been an outcome of the current economic
upswing which, because of its length and coverage,
has tended to bring into sharper focus the problem of
maintaining stability during long periods of con-
tinuous growth.

In the United States a “wage-price guide-post”
was introduced in 1962 It related to the economy as
a whole and was based on an over-all productivity
trend, No formal machinery was created to imple-
ment the policy and the subsequent operation of the
guide-post has been by persuasion and publicity,
brought to bear particularly on key industries re-
garded as leaders in respect of wage and price
changes.

Fisewhere, other mechanisms have been used. In
Austria, for example, where a watch on wage in-
creases has been maintained by a Price-wage Com-
mission ever since 1957, an Fconomic and Social
Council was set up by the Government in 1963 to
advise on genera! economic policy and specifically to
provide data to serve as the basis for incomes policy
In the Federal Republic of Germany, economic re-
ports presented to Parliament by the Government in
1963 suggested guide-lines for increases in money
wages in that year and the next, and early in 1964 a
group of independent experts was appointed to pre-
pare annual reports on the subject. In March 1963,
the Danish Government introduced legislation calling
for a pause in the rise of wages and prices during the
next two years. A procedure was then worked out
for preliminary national agreement on general wage
increases, to be followed by special negotiations at a
more detailed level. In Norway, a breakdown in wage
negotiations in April 1964 prompted the Govern-
ment to refer the dispute to the official arbitration
court whose decision is legally binding A court of
this nature has been used more frequently in Aus-
tralia, though until recently without reference to
any explicitly formulated national incomes policy.
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In France an attempt to influence general wage
trends by restraining wages in the public sector gave
rise to widening disparities as the upswing in eco-
nomic activity continued. In 1963 the Government
appointed a group of experts to examine the situa-
tion, and among its recommendations—subsequently
adopted by the Government—was the creation in each
public enterprise of a joint management-labour board,
under an independent chairman, for the technical
study of wages. In the meantime, the Conumnissariaf
di Plan had convened a conference of employers, em-
ployees and government officials, for a broad discus-
sion of the problems involved in an incomes policy.
1t was generally agreed that the fifth plan should pro-
vide for projections of at least major categories of
money incomes and the balance among them, that the
Government should specify in the annual national
budget a desirable rate of increase for each category
of income, and that a body of independent persons he
set up to advise the Government on the rate.

In the United Kingdom, a pause in the upward
movement of wages, salaries and dividends was re-
quested by the Government in mid-1961 in order to
relieve mounting economic strains, hoth mternal and
external, and a White Paper was issued setting forth
principles which should govern increases in incomes
after the pause. The safe rate was judged to be less
than the 2 to 25 per cent per annum by which na-
tional production per head had been rising This
figure was subsequently raised to 3 to 35 per cent,
which was considered to be the rate necessary for
productivity to improve if the annual target rate of
growth of 4 per cent in aggregate production was to
be realized. In 1962, a National Incomes Commis-
ston was set up as an independent body to advise on
actual or proposed wage increases. It was hoped that
the findings of the Commission would influence pih-
lic opinion in this regard. In the event, however, the
Commission only examined, retrospectively, cases
referred to it by the Govermment. Towards the end
of 1964, in the face of a renewed sterling crisis, an
attempt was made to reinvigorate the policy: repre-
sentatives of employers and employees were brought
together and persuaded to adopt a *Joint Statement
of Intent” with regard to productivity, prices and in-
comes, and the parties pledged, among other things,
to keep increases in income in line with increases in
productivity The National Economic Development
Council was made responsible for a general and con-
tinuous review of prices and incomes. Farly in 1965,
a National Board for Prices and Incomes was set up
(in place of the National Incomes Commission) to
examine particular cases in order to advise whether
changes in prices or incomes were in the national
interest. A nmorm of 3-35 per cent was prescribed
for the average rate of annual increase of money in-
comes per head Tt was emphasized that increases

above the norm should be confined to exceptional
cases, the number of which should be kept to a
minimum, bearing in mind that such increases would
need to be balanced by lower than average increases
for other groups if the norm for the average was not
to he exceeded.

THE PROBLEM OF SETTING WAGE NORMS

In so far as an incomes policy refies on the per-
suasive effect of an official wage guide-line, its suc-
cess is likely to depend in the first instance or the
support that can be won for the norms set for wage
increases. In the absence of a national emergency or
of other compelling circumstances, such support has
to be won by the sheer reasonableness of the norms.
In setting norms that are likely to be generally ac-
knowledged as reasonable, two groups of problems
have to be faced~-one concerned with criteria for
non-inflationary wage increases, guided by produc-
tivity, average and differential, and the other con-
cerned with possible divergences between negotiated
wage rates and actual earnings.

There is an obvious advantage in setting a norm
that corresponds to some readily calculable average
increase in over-all productivity such as may be ob-
tained by comparing, over a given period, the growth
in aggregate production and the rise in the gainfully
occupied population (or in the number of man-hours
worked). Such a crude measure needs to be used
with caution, however, in order to ensure that sys-
tematic structural changes—such as the progressive
commercialization of particular activities (domestic
service, for example) or the continuous relative ex-
pansion of a high productivity sector (as might hap-
pen in the course of rapid industrialization) or the
steady improvement in the quality of inputs (during
a period of rapid technological advance, lor instance)
—are taken into account in using the average produc-
tivity figure.

As the productivity change with which an incomes
policy is concerned is a probable future one, such
past trends have been used in some countries only as
a background against which to make a forecast of
the change in the forthcoming year. This has been
common where the incomes policy is an integral part
of an indicative planning process. The advantage of
making independent estimates of likely change lies
in the scope it provides for taking into account all
the immediate and expected circumstances, including
the state of employment and investment and current
or intended policy influences. This advantage is
hought at the price of a certain loss in determinate-
ness and hence of enlargement of the area of dispute
and controversy in the process of wage hargaining.

While reaching a generally accepted norm is an
essential first step in an incomes policy, such a single
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productivity allowance can hardly be mechanically
or universally applied. If the over-all productivity
rule were applied equally and strictly to all incomes
and in all industries and occupations, general stability
could be achieved only if it were accompanied by
upward price adjustments in sectors with below-
average improvements in productivity and downward
adjustments in sectors with high productivity gains
Prices of many services, for example, might have to
rise, while prices of commodities produced in indus-
tries with relatively high rates of increase in produc-
tivity would have to decline. Clearly, if downward
flexibility were lacking, price stability might be im-
paired. So might it be if the upward and downward
adjustments of prices—duly weighted to allow for
the changes induced in sectoral output by the income
and price movenents in question—did not exactly
offset each other.

There would seem to be no strong reason why an
incomes policy should seek to preserve the precise
structure of incomes and prices actually prevailing
when the policy was formulated. And in fact most
incomes policies have recognized-—implicitly or ex-
plicitly-—the essentially transient nature of the exist-
ing pattern of income and price relationship. Even
within the wage structure itself temporary factors—
such as the current pattern of demand, the current
distribution of education and training, the current
bargaining strength of individual trade unions and
so on—niay predominate as determinants of existing
incomes. No incomes policy which attempted to
freeze the particular structure existing when it was
applied could hope to succeed.

The need or the desire to change the income struc-
ture may indeed play a significant part in shaping an
incomes policy. As indicated above, the problem
posed by the lag in remuneration in the public sector
has helped to shape recent policy in France. One of
the latest formulations of an incomes policy—that
of the United Kingdom—explicitly recognizes four
situations in which wage adjustments might depart
from the specified norm: (a) to workers making a
direct and special contribution to higher productivity ;
() where such differences will result in a desirable
redeployment of manpower; (¢) in order to main-
tain a minimum wage level that is socially acceptable,
and (d) in order to adjust rates that are generally
acknowledged to have fallen out of line, if this is in
the national interest.

It is clear that recognizing that over-all norms are
not necessarily applicable to each individual income
adjustment does not in itself provide an alternative
formula. Attempts to link wage movements to pro-
ductivity changes industry by industry, for example,
have met with great difficulties. In the Netherlands,
where this was attempted between 1958 and 1962,

it soon became apparent that short-term changes in
productivity differ widely from industry to industry.
Moreover, such differences cannot be attributed to
differential contributions of any single factor of
production, such as labour, but are a function of a
large complex of influences and conditions including,
in particular, capital investment, technological im-~
provements and the effectiveness of organization
within the industry. A mechanical formula {or allow-
ing for differential movements in productivity might
result in gross inequities in payment received for
similar work in different industries.

Comparable to the difficulty of adopting the norm
in a manner consonant with changes n sectoral or
industrial productivity is the problem of applying the
norm in a manner that takes due account of current
concepts of distributive justice. Increases at the
lower end of the wage scale may be justified on social
grounds rather than on the basis of economic or
productivity criteria. And in dealing with wages that,
for whatever reason, have been lagging behind na-
tional averages, the norm is very likely to be
exceeded.

Considerations such as these help to explain why,
in practice, guide-lines have not been rigidly applied
either uniformly in the various sectors or differenti-
ally in accordance with particular sectoral or indus-
trial formulas. The indicative nature of official
guide-lines has been recognized explicitly in the
United Kingdom and the United States. In the Scan-
dinavian countries the guide-lines have generally
been applied to national wage levels, while at the
industry and plant levels detailed negotiations have
from time to time resulted m marked deviations from
the national level.

It is thus clear that guide-lines have not been re-
garded as a substitute for detailed negotiations
among the parties concerned. It is also clear that the
guide-lines do not in themselves ensure that the
actual rise in incomes will be non-inflationary. For,
in general, in so far as guide-lines are set for wage
increases, they are intended to refer to negotiated
rates, and wage carnings may diverge significantly
from wage rates. This difference has become known
as “‘wage drift”, and inasmuch as earnings rather than
rates are the relevant variable for incomes policies,
the causes and probable extent of wage drift need to
be taken into account in the fixing of norms for wage
rates.

In making allowance for different sources of wage
drift, it should be notad that some of the drift may
be related to increases in productivity and thus may
not add to unit cost, although in practice a precise
evaluation of the implications of the different sources
may be extremely difficult.
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One of the known sources of wage drift is over-
time work, paid for at above standard rates. Even if
the latter remain unchanged, an increase in the
amount of overtime worked will result in an increase
in earnings. As the amount of overtime work de-
pends on the supply of labour and the level of eco-
noimic activity, its contribution to the drift is likely to
vary from year to year (see table 2-3). To some ex-

tent, overtime pay has come to be regarded as an
integral part of normal earnings: effective {as
against nominal) wage rates—and hence earnings—
are often increased by reductions in the standard
work week, which may result in a higher proportion
of the work being done at premium rates. To the
extent that overtime reduces other costs, notably
overhead, the cost effect may be less than suggested

Table 2-3. United Kingdom: Effect of Overtime on Wage Drift, 1960-1964

(Percentage change from preceding year)n

Tem 1860 1061 1842 1963 1964

1. Average hourly wage earnings 81 70 41 41 8z
2. Average hourly wage earnings, ex-

cluding overtime 73 69 4.4 30 81

3 Average hourly wage rates S 55 04 42 23 57

4 Wage drift, including overtime (1-3) 26 0.6 -0 1 18 25

5 Wage drift, excluding overtime (2-3) 18 G5 02 13 24

5 Effect of overtime on wage drift {4-5) 0.8 01 —0.3 03 01

Source: United Kingdom Treasury, Economic Report on 1964 (London, 1965).
2 Change between October in the indicated year and October of the preceding year

by the premium rate. On the other hand, to the
extent that the overtime has been accompanied by
a deterioration in the efficiency in normal hours the
cost effect may be greater than indicated by the
premium pay alone.

Another source of wage drift is an upgrading of
employment, particularly in sectors in which hasic
wage rates are controlled. This source may reflect an
indirect means of raising wages rather than a change
in the nature of work.

For the economy as a whole, drift may arise simply
as a result of changes in the pattern of employment
to the extent that there is a shift from low paid to
high paid industries, a given percentage rise (uni-
form or on the average weighted by the existing
structure) in negotiated rates implies a higher per-
centage rise in actual carnings. This type of drift,
however, is one that carries with it a corresponding
increase in the value of output per man and does not
involve an increase in unit costs. Likewise, where the
method of payment is by piece-rate rather than by
time-rate, earnings rise automatically with produc-
tivity without any change in negotiated rates—and
without necessarily adding to unit costs.

All these forms of drift may be entirely in accord-
ance with the terms of wage contracts. Where the
labour market is particularly tight, however, drift
may also occur as a result of concessions made by
employers to hold or attract workers. Recent experi-
ence has shown that wage guide-lines tend to be
ineffective in situations in which the pressure of
demand has significantly lowered employers’ resist-
ance to wage claims.

As revealed by published statistics, the over-all
contribution of wage drift—however caused—to
recorded increases in earnings differs quite sharply
from country to country (see annex table 2A-7Y. In
recent years, for example, it has accounted for be-
tween a fourth and a half of the total increase in the
Scandinavian countries, for between an eighth and a
fourth in the Federal Republic of Germany and the
United Kingdom, but for hardly any of the increase
in the United States. The high figure for the Scan-
dinavian countries stems from the {act that, there,
actual carnings are compared not with negotiated
settlements at the plant level-—as they are in the
United States—but with the generally lower wage
settlements at the national level. Despite such lack
of comparability and refinement, these differences
may aiso reflect differences in the employment
situation,

In the setting of norms it is necessary to make
due allowance not only for possible wage drift but
also for various kinds of wage supplements, “fringe
benefits” or social security-type payments, which in
some cases may constitute a substantial proportion
of gross earnings and wage costs (see chart 2-5).

The problem of allowing for wage supplements in
the fixing of guide-lines for rates of increase in in-
come arises partly from the difficulty of translating
some of the benefits into pecuniary equivalent and
partly from the fact that, even where this can be dome
in principle, the money valae as assessed by em-
ployees may differ from that as assessed by em-
ployers. It is clear that the allowances that are made
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Churt 2-5. Indireet Wage Cost as Percentage of Direct Wages, and its Composition in Selected Countries,
Average 1958-1963°
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for the non-monetary benefits are likely to be some-
what arbitrary. A further problem arises when part
of the supplement is financed by the state as well as
(or instead of) the employer. As they do not enter
into cost, social transfer payments financed from
general tax revenue are not usually counted as part of
the supplement to wages to be allowed for in the
determination of non-inflationary norms. This means,
however, that expected changes in the social security
system--—costs and benefits alike, whatever the source
of finance—have to be taken into account in he
shaping of incomes policy and the setting of wage
guide-lines.

RESTRAINING NON-WAGE INCOMES

Recause wages constitute the major component of
incomes—around two-thirds of the national income
of most industrial countries—and because wages
enter directly into costs, wage guide-lines are neces-
sarily the principal element in an incomes policy. The
potential importance of a wage guide-line is enhanced
by contemporary institutional structures and prac-
tices, particularly the size and operations of the or-
ganizations that engage in collective bargaining and
the coverage and influence of many of the settle-
ments negotiated at a national level

None the less, wages are not the whole of income
and the very acceptability of a guide-line for wages
often hinges on the measures taken simultaneously
to impose comparable restraints upon other forms of
income. An incomes policy that is likely to depend to
a large extent on persuasion must be seen to be
equitable if it is to achieve any success in promoting
stability during periods of rapid growth. The recent
introduction of new guide-lines in the United King-
dom, for example, was accompanied by a number of
other measures—including taxation of capital gams
and stricter rules concerning the deduction of busi-
ness expenses for tax purposes—designed to spread
the policy of constraint over incomes not normally
subject to guide-lines.

Non-wage income is derived from many sources,
and it is difficult to subject it to direct controls, par-
ticularly in the case of profits which are by nature
liable to wide Auctuations. Txcess profits taxes, com-
mion in wartime, are not applicable in times in which
profit differentials may be deemed to be a useful
stimulant of dynamic growth. None the less, several
countries have introduced controis over profit mar-
gins in recent years: though leaving incomes from
profits to move with turnover, such controls—along
with other measures designed to stabilize unit costs
of production—are aimed at holding the price line,
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A more common method of holding the price line
is by regulating individual prices themselves. Most
widespread is the fixing of agricultural prices, though
the motivation here has generally been the mainte-
nance of incomes in a weak sector rather than the
stabilization of the economy as a whole. Controls
over rents have also been widespread and again the
purpose has been chiefly a social one——to protect
the real incomes of tenants. With the overcoming of
the wartime legacy of housing shortages, however,
rent controls have gradually been relaxed in many
countries, though in the interest of price stability the
process of relaxation has, from time to time, been
slowed down or halted.

Apart from actual controls of this nature, the
mere possibility of government intervention is itself
a constraining influence. In the United States, for
example, the prices ol steel products have undoubt-
edly been influenced by the knowledge of the Gov-
ernment’s interest in them as key clements in indus-
trial costs (In 1963, indeed, an increase in steel
prices was rescinded as a result of the President’s
intervention ) In the United Kingdom, formal
machinery has recently been established for review-
ing prices, and in recognition of the dual nature of
the problem, the new stabilization effort has been
officially labelled a “prices and incomes policy” .18
This parallels the official United States designation
of wage-price guide-posts.

As part of the campaign against price increases
during periods of rapid economic expansion, govern-
ments have also sought to stimulate competition
among producers, most notably by action against
monopolistic tendencies and by the liberalization of
mmports. Encouragement ol imports 2s a means of
holding down internal prices has been practised by
a number of countries in recent years, particularly
in cases in which the trade balance was active In
the context of stabilization, such action is designed
to ensure that restraint achieved in the field of wages
contributes not to the enhancement of profit but to
the moderation of price movements. Measures of this
nature have the advantage of being in the interest not
only of present stability but also of longer-term
growth, without introducing the sort of rigidity that
is often associated with direct controls.

THE PRESENT STATUS OF INCOMES POLICIES

In one form or another, incomes policies are now
practised in most of the developed market economies,
Various methods of keeping the rise of incomes under

18 The first price review cascs were referred to the
Natioral Board for Prices and Incomes early in May 1065:
they related to Aour and bread, soap and detergents and road
haulage-~items whose prices have risen sharply in recent
years

control have been adopted, and the resultant incomes
policy is accepted as one of the components of the
complex of measures and policies by means of which
the goals of growth and stability are simultaneously
pursued. The adoption of incomes policies has not
been limited to the countries experiencing acute
disequilibrium, whether through domestic inflation or
through balance of payments pressure. Nor have
such policies been confined to countries engaged in
one or other type of economic planning. Rather have
they come to be regarded as another weapon in the
regular armoury, to be used, together with others—
mostly fiscal and monetary—of longer standing, in
whatever combination seems appropriate in the pre-
vailing circumstances.

-This interdependence of policies and their joint
use in most cases make it difficult if not impossible
either to ascribe particular results to particular meas-
ures or to appraise in a definitive fashion the effec-
tiveness of any specific action. Deviations of negoti-
ated wage settlements from official guide-lines for
increases, for example, cannot by themselves be inter-
preted as evidence of the failure of an incomes policy
For, as indicated above, much of the reported in-
Crease may represent the consolidation of advances
that had already occurred as drift. Similarly, devia-
tions of actual increases in earnings from official
norms may reflect changes in industrial structure, in
methods of payment or in overtime practices rather
than non-compliance on the part of employers and
employees. For the same reasons and because of
variations in reporting systems, differences hetween
countries in the extent of deviations from stated
guide-lines are by no means a reliable meastire of
relative success in implementing incomes policies.

While precise measurement of effectiveness is
likely to remain elusive, experience has served to
emphasize some elements in incomes policy as of
strategic importance for its successful deployment as
a stabilizing instrument.

Perhaps most important is the extent of its accept-
ance by the parties most directly concerned. Such
acceptance, in turn, implies broad agreement ahout
objectives and about the reasonableness of the official
norms in the light both of past statistics and of pres-
ent and emerging circumstances, As this involves g
process of education, it is probable that the usefulness
of incomes policy will grow over time as its purpose
and content come to be better understood, both by
those who formulate and administer it and those
whose earnings are likely to be affected most directly
by it,

Given the dynamic, ever-changing nature of the
economy, the guide-lines that are Iaid down must
necessarily be of a general nature: the rules of an
incomes policy can be neither rigid nor detailed.
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Partly as a result of this, it has been found useful to
have available some machinery for review, however
informal, so that the special cases for which the
guide-lines, for reasons of public interest or of dis-
tributive justice, cannot be applied can be generally
recognized as such and not regarded as examples of
non-compliance tending to bring the whole policy
into disrepute.

The number of exceptional cases depends in part
upon the structure of wages and incomes actually in
existence when the policy comes to be implemented:
provision needs to be made for dealing with historical
anomalies. But it also depends in part on the mutual
interdependence of all the various elements of eco-
nomic policy: attemipts to hold an income and price
line caunot be separated, for example, from general
fiscal and monetary measures designed to influence
demand.

While it has been impracticable, and perhaps unim-
portant, to provide in the guide-line for the smaller
fringe industries—in which wages and earnings are
well ahead or far behind the average—it has been
siiown to be essential to cater carefully to the large
pace-setting industries. The more closely wage set-
tlements in such industries conform to safe, within-
the-norm rates of increase, the more likely is it that
the guide-lines will be respected in other industries.

In general, and particularly in the case of the
strategic industries, it has proved desirable to direct
attention not only to the wage rates that are the sub-
ject of collective bargaining but also to all the other
variables—hours of work and overtime, fringe bene-
fits and the like—that determine actual earnings.
The length of the contract that is negotiated is also
relevant, especiaily in an economy that is already
experiencing inflationary pressures, for the more fre-
quent the adjustments the more likely are they to
exert a destabilizing effect.

There is little evidence so far that the introduction
of an incomes policy by government has endangered
the institution of free collective bargaining. Even in
the absence of such a policy, the bargaining tales
place in circumstances in which the broad public
interest and the potential impact of the settlement
on the economy as a whole are recognized as relevant

factors to be taken into account. Awareness of public
involvement has, indeed, tended to increase with the
expansion in the size and influence of trade unions
and with the growing tendency for hargaining to be
considered on an industry-wide basis and at the na-
tional level. There is, moreover, a fairly broadly
based common interest in avoiding inflation: trade
unions are showing increasing concern in preventing
the gains they negotiate in money terms from being
eroded by price increases.

In such a sitwation the introduction of an official
incomes policy tends to strengthen the forces of
moderation. It stiffens the resistance of employer
groups to unduly high claims by the unions but
simuitaneously weakens their capacity to recover by
way of price increases the full extent of their con-
cessions to labour. The more effective its enforce-
ment, the less likely is the outcome of collective bar-
gaining to be inflationary.

Effective enforcement, however, remains largely
at the experimental stage. Most guide-lines have so
far been of a voluntary nature even when backed by
the sanction of public disapproval of breaches. The
need for flexibility in applying such guide-lines will
continue to rule out any mechanical means of enforce-
ment: review boards for wage settlements may help,
but much will continue to depend on the success in
stimulating public awareness of the facts and prin-
ciples involved. And in the last analysis, the effec-
tiveness of an incomes policy will depend upon the
effectiveness of other devices operating in the fiscal
or monetary fields to promote growth and stability,
or stimulate competition and technological improve-
ment.

Like the various measures with which it has to be
associated or combined, an incomes policy has to
operate in an international context. On the one hand,
it may help to keep a country’s price structure in
line and hence prove a useful auxiliary in maintain-
ing external balance. On the other hand, it cannot
be expected to succeed in the face of incompatible
policies in partner countries, particularly when there
is a more or less free movement of factors of produc-
tion between them. To keep such countries in line
during a period of vigorous economic growth requires
the harmonization of incomes policies.

The reserve currencies and the international monetary system

The external disequilibrium of the United King-
dom and United States economies has initiated a
wide-ranging re-examination not only of the position

of the pound and the dollar—the so-called reserve
currencies—and the role they have been playing in
providing international liquidity but of the whole
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mongetary system as it has developed since the Second
World War.*®

The problems that are under discussion are closely
interconnected and solutions to them cannot be pur-
sued independently. The relationship Dbetween the
payments difficulties of the reserve currency countries
and the volume of international liquidity is direct and
obvious. In recent years the dollar and the pound
have together accounted for over two-fifths of the
monetary reserves of the rest of the world (other
than the centrally planned economies) and between
1957 and 1964, chiefly through payments deficits of
the United States, they provided almost one-third of
the growth of international liquidity at the disposal
of other countries (see table 2-4). If these deficits
can no fonger be tolerated, an alternative source of
growth of world liquidity will have to be found.

The relationship between the reserve cuarrencies
and the international monetary system is also clear.
The present system is usuaily referred to as a gold-
exchange standard and it is built on the expectation
that any monetary authority may present dollars for
conversion into gold at a fixed price and that the ex-
change value of sterling relative to the doflar will be
maintained within narrow margins, making holdings

1% In the United Nations the most explicit statements of
current interest in international monetary issues were made
in the context of the 1964 Conference ¢n Trade and
Development.  Recommendation A.JV 19 adopled by the
Conference cailed for the convening of 2 group of experts
“lo consider the international menetary issues relating to
problems of trade and development” Such a group is
scheduled to meet later in 1965, See Proccedings of the
United Nations Conference on Trade and Development,
Volume I, Final Act and Report {Sales No.: 6411 B.11),
page 53

of the reserve currencies practically as good as gold.
It is evident that the system would break down if
confidence in the ability of the reserve currencies
to maintain gold convertibility were shaken by per-
sistent payments deficits and sharp declines in the
reserves held at the centre to meet potential claims.

Notwithstanding these close interrelationships, it
is analytically useful to look separately at the position
of the reserve currencies and the nature of the world
monetary system, in the light of international liquid-
ity requirements. The payments problems of the
Teserve currency countries are not necessarily rooted
in the imadequacy of international liquidity; for
while an increase in international liguidity would cer-
tainly ease the payments problems of these countries,
it could conceivably embarrass the surplus countries
and perhaps unduly postpone appropriate adjust-
ments in the deficit countries. Nor does the solution
of the payments problems of the reserve currency
countries necessarily involve the complete overhaul
of the international monetary system. Hven if such
an overhau! is needed, negotiations towards this end
are likely to be more feasible and stand a hetter
chance of success if hasic reforms are not confused
with emergency measures.

THE PROBLEM OF THE RESERVE CURRENCIES

The world-wide implications of recent develop-
ments affecting the dollar and the pound arise from
their special position in the interpational monetary
system. Their status as reserve currencies has been
attained more through evolution of practice than hy
deliberate design.

Table 2-4. World Monetary Reserves, 1958-1964

(Billions of dollars, at the end of yeor)

Totiel regeryes®

(Fold

Farcign vvchange

Egtimated Estimated
Yegr Warld Excliusive of TV ortd Exclusive of I orld Ewxchiusize of dullor sterking
United States United States Linited States rescrvest reserpesd
and United Kingdom and United Kinpdom and United Kingdom
1958 57.82 3218 3803 14 64 1724 1694 963 670
1950 57 71 3341 3788 15 86 16 58 16 36 1066 697
1960 6070 3762 3806 17.46 19.06 1863 Ii 64 708
1061 6274 4067 3880 1968 1970 18 53 1230 710
1962 63 16 1263 3927 2063 2609 1977 1311 0622
1963 G6 65 46 66 40 23 2215 2248 2210 1365 653
1064 68 97 40.08 40 86 2325 2393 2334 14 35 6 85
Source:  International Monctary  Fund, [Inécruational cluding short-term liabilities and foreign holdings of mar-

Financial Statistics (Washington, D.C)

8 Excluding  centrally planned cconomies
Yugoslavia) and Cubz after 1960

b Gold, foreign exchange and reserve position in the
International Monetary Fund (IMF).

¢ United States extermal liabilities to official holders, in-

{other than

ketable United States Government bonds.

119581961 : net overseas sterling holdings of central banlk
and official funds; 1962-1964: external sterling liabilities to
central monetary institutions and United Kingdom Govern-
ment and government-guaranteed stacks  These Liabilities,
net of United Kingdom claims, were $61, $64 and $6.7
billion in 1962, 1963 and 1964, respectively
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Sterling assumed pre-eminence as an international
currency in the nineteenth century, when the United
Kingdom was the foremost industrial power engag-
ing in world trade and finance and when London
served as the centre for international settiements.
The status of sterling as a reserve currency was
confirmed in 1925 with the re-establishment of the
gold standard under which sterling provided the
link hetween gold and the currencies backed by
sterting. It was reaffirmed when the gold standard
was suspended in 1931, as the currencies of the
sterling system chose to be linked with sterling rather
than with gold.

Throughout the nineteen thirties the growth of
sterling liabilities was more than covered by a corre-
sponding growth of the gold reserves held in London
The war ended this relationship, however, and by the

end of the nineteen forties sterling liabilities amounted
to over six times the United Kingdom gold reserves.
Under such conditions, any significant deficit in the
balance of payments of the United Kingdom almost
inevitably developed into a crisis in sterling.

Although, with the relative decline in the impor-
tance of the pound as a reserve currency, sterling
liabilities ceased to expand and the reserve cover
improved in the course of the nineteen fifties, these
crises tended to grow in intensity: the crisis in 1964
was more severe than that in 1960-1961 and that in
turn was worse than the one in 1955. Fach was
characterized by marked deterioration in the current
account from a positive balance to a deficit, which
became progressively larger: it was less than half a
billion dollars in 1955 but more than a billion in 1964
(see table 2-5). In each crisis the behaviour of the

Table 2-5. United Kingdom: Selected Items in the Balance of Payments, 1958-1964
{Billions of dollars)

Selected balanees 1958 1959 1960 1941 1962 1963 1964
Balance on current account;
(i) including reinvested earnings 097 043 —0.72 _— 0.32 032 —]1 14n
(i} excluding reinvested earnings 0388 0.38 —0.77 w3 11 022 023 —1 250
Balance on long-term capital account:
(i) including reinvested earnings w3 54 —{}.52 —0.42 ~0 03 -—0.25 3 39 —1070
(ii) excluding reinvested earnings . ~} 45 .47 —0.37 —008 v} 15 —030 ). OHD
Balance on current and long-term capital
account . 0.43 —0.09 o] 15 —003 007 —0.08 —2.21
Commercial 118 069 wl).18 118 133 130 -0 58
Non-commercial ). 75 —078 w(} 97 —121 w126 —1.37 ] B3
Balance on short-term capital accouat:®
(i) including changes in short-term
Liabilities to foreign private holdersd 0.68 001 206 —113 082 —0.35 02
(if) excluding changes in short-term
liabilities to foreign private holders —1133 —113%
Balance on current and capital account:
(i) including changes in short-term
liabilities to foreign private holders i —0 07 691 w1 16 0838 —{ 42 190
(i) excluding changes in short-term
Kabililies to foreign private holders —140 3 60
Tinancing of deficit:
Financing by official and private trans-
actions oo . 140 160
Finaneing by changes in short-term
Liabilities to foreign private holders . .. - .. o 098 161
Financing by official transactions —111 a7 —0 6t 1.16 —088 042 199
Special transactions w—n -} 21 —0.10 0.17 —(.04 -f} 04 012
Changes in reserves —111 (.28 —0 81 099 —{) 84 046 187

Sonrce: Annex table 2A-0
a Including—$89 6 mitlion interest on the United States
and Canadian loans due but waived

b Including—$84 miilion repayment of United States and
Canadian loans due but waived

e Including errors and otuissions.

4 1958-1962: miscellaneous capital movements, including
changes in net overseas sterling holdings other than official
and IMF.

¢ Short-term: capital movements, excluding misceliancous
capital and changes in sterling and other currency Habilities
to private foreign holders and international organizations
(other than the IMF).
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exchange and the gold markets and the movement of
“hot” money indicated widespread expectation of a
devaluation of the pound, leading to action generally
construed as an “attack”,

The status of the dollar as a reserve currency is
of more recent origin. The United States emerged
from the Second World War as the only country
capabie of supplying the rest of the world with mate-
rial and equipment for reconstruction and hence as
the world's foremost trader and banker, As a result,
the dollar became readily acceptable in international
settlements and it soon replaced sterling as the mos
important reserve currency. Though, as in the case of
sterling, the status of the dollar grew out of practice
rather than by arrangement, it was given formal
recognition as the central pillar of the post-war inter-
national monetary system, anchored in the Articles
of Agreement of the International Monetary Fund

While, unlike sterling, the doilar has not been sub-
ject to periodic erises, it had not been immune from

attack. The pressure began building up at the begin-
ning of the nineteen sixties even before earlier fears
of a permanent dollar shortage had quite subsided.
It took several more years of persistent external
deficit—of the order of $3 billion annually—to reveal
fully the vulnerability of the dollar.

This vulnerability does not reflect the sort of bal-
ance of payments weakness that has undermined the
position of sterling., The underlying strength of the
United States’ external balance is stiil formidable.
Despite the resurgence of Europe and Japan as com-
petitors in world markets, the surplus on the United
States current account has amounted to about $3
billion in recent years {see table 2-6). And in con-
trast to the deterioration in the United Kingdom,
there was a further dramatic improvement, to over
$5 billion in 1964. Moreover, the payments deficit as
reported by the United States is much larger than it
would be if reckoned in the manner generally used

Table 2-6, United States: Selected Items in the Balance of Payments, 1958-1964
(Billions of dollars)

Selected bolances 1858 1959 1060 1961 a2 1963 1964
Balance on current account :
(i) including reinvested carnings 072 —133 261 385 340 420 6.52
{ii) excluding reinvested earnings —013 —229 152 303 241 206 547
Balance on long-term capital account:
(1) inciuding reinvested ecarnings i B3 —208 —370 —428 —i. 90 —6.02 —6.68
(i) excluding reinvested earnings —318 202 270 346 400 —469 563
Balance on current and long-term: capital accounts 332  —431 118 043 —159 172 —016
Commercial . 240 354 214 157 100
Non-commercial —3 58 —3197 -373 —330 316
Balance on short-term capitai account:a
(1) inciuding changes in short-term liabilities to for-
eign private holdersd . 029 159 w2 45 —1.56 —180 -0 04 —138
(it} excluding changes in shori-term liabilities to for-
eigm private holderst —021 013 —274 —264 ~2.02 —1.54 —289
Balance on current and capital account:
(i) including changes in short-term liabilities o
foreign private holderse o —303 —272 —3.63 —100 —339 —267 —1.54
{i1) excluding changes in short-term labilities to
foreign private holdersd -3 53 —4 18 -302 —3.07 -3 61 —326 —305
Financing the deficit:
Financing by official and private transactions 353 418 3oz 307 36} 3.26 305
Financing by changes in short-term liabilities to for-
cign private holders ¢.50 i 46 029 1.08 021 059 1.52
Financing by official transactions 303 272 363 199 339 267 154
Special transactions — 044 004 070 140 132 067
Changes in reserves® 3.03 228 3.59 129 199 135 0.87

Soterce: Annex table 2A-10

¢ Including errors and omissions.

b Shori-term  banking Habilities and marketable United
States Goverament bonds and notes o private lrolders, in-
cluding international organizations (except the International
Monetary Fund).

¢This is sometimes referred to as “exchange market
balance'.

4 This is the same as United States Department of Com-
merce "balance on regular transactions” (excluding receipts
from special government transactions)

* Including changes in United States official holdings of
gold, convertible curreney, reserve position in the later-
national Monetary Fund and changes in United States
lizbilities to foreign official holders
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in Furopean countries.® As a result of continuous
accumulation, the creditor position of the United
States has reached almost $100 billion and aggregate
foreign assets, including gold, amount to over $110
billion. These are impressive amounts when com-
pared with total United States liabilities to foreigners
{namely $56 billion) or with the corresponding posi-
tion of the United Kingdom which has about $42
billion of foreign assets as against about $34 billion
of foreign liabilities (see table 2-7). The income
derived by the United States from its accumulated
assets has risen from less than $2 billion at the end
of the nineteen ffties to over $3 billion in 1964, and
is almost certain to increase steadily even if the pace
of foreign investment should slacken. Irl addition,
United States gold reserves amount to almost $15
billion—ahout two-fifths of the world total—and its
total reserves are appreciably higher in relation to
merchandise imports than in most other countries

Nevertheless, the dollar is not just another cur-
rency. It is the only currency which may be converted
into gold on demand by any central monetary institu-
tion. And, notwithstanding all these manifestations
of strength, the fact remains that sustained deficits in
the balance of payments and the ensuing loss of re-
serves have weakened the United States liquidity
position. The ratio of reserves to short-term liabilities
has declined {rom more than 3 to 1 in the immediate
post-war years to less than 3 to 5 at the end of 1964.
While the ratio is still far more comfortable than the
slim cover of one-sixth on which the United King-
dom now operates, any further reduction arising
from payments imbalances or speculative attacks
might easily become cumulative.

Both the reserve currencies have thus reached a
position in which unquestioned faith in their im-
pregnability is no longer being taken for granted. If
this position is not entirely new for sterling, it is
certainly without precedent for the dollar. Moreover,
the fact that both the pound and the dollar have be-
come vulperable is in itself a new element in the
situation, adding significantly to the difficulties of

20 A major difference between the reported payments bal-
ance (deficit) of the United States and that in European
countries stems from the disparate treatment of short-term
tiabilities to foreign private holders In the United States,
while increases in short-term ciaims apainst foreigners zre
reported as capital outflow in the same way as in other
countries, increases in short-term liabilities to foreign private
holders are—in contrast to the practice in other countries—
not recorded as “short-term capital inflow” but considered
as one of the sources for financing the deficit. In 1964 about
kalf of the reported deficit was “fAnanced” by this means so
that if the deficit had been calculated as in other countries,
it would have heen about halved. Partly because of this
asymmetry in reporting, the deficit of the United States is
not always offset by a corresponding surplus in other
countries, so that for the world as a whole the reported
deficit frequently exceeds the reported surplus. For alter-
native statements of “balance of payments deficit”, see
tables 2-5 and 2-6 and annex tables 2A-9 and 2A-10

management of either currency. Measures to defend
the one have to be selected with the greatest care in
order to minimize the danger of embarrassing the
other. And, as the 1964 crisis clearly showed, the
problems encountered by one of the currencies can
have significant repercussions on the other.

The defence of sterling and the dollar

The increasing need to defend the pound and the
dollar in recent years has called forth a considerable

Tahle 2-7. United States and United Kingdom:
Foreign Assets and Liabilities, end of 1964

{Billions of dollars}

Tten: Sred ko
Total assets {inciuding goid) 1135 415
Short-term 304 107
Official . 201 23
Total reservest 167 23
Private 10.3 84
Long-term 831 308
Offcial 188 28
Private 64 3 28.8
Total Habilities 564 &
Short-term 262 151
Official 88 47
Private 17 4 104
Long-term . 0z .d
Officiale 55 109
Private . . 247 t
Liquid liabilitigse 200 177
To official institutionsh . 154 7.6t
To private and international or-
ganizations . . 145 101

Source: U.nitcgi States Department of Commerce, Survey
of Cirrent Business; Board of Governors of the Federal
Reserve System, Federal Reserve Bulletin {Washington,
DC); Bank of England, Quarterly Bulletin (London).

8 Inctuding gold, reserve position in the Fund, and con-
vertible currencies.

b Including international government loans, other official
leading and holdings of non-sterling securities

¢ Fstimated at about $34 billion.

d Fstimated at about $19 billion

¢The United States figure includes marketable, non-
marleetable, convertible znd non-convertible United States
Government Treasury bonds and notes with an original
maturity of one year or more, and increases in government
liabilitles associated with specific transactions, The United
Kingdom fHgure is composed of intergovernmental loans to
the United Kingdom, total overseas holdings of government
stocks and overseas holdings of United Kingdom local
authority mortgages.

T At the end of 1962, private long-term liabilities were
$7.9 billion,

& Short-term  liabilities to foreign centrzl banks, other
baqlcs, other officizl instititions and international organi-
zations,

b Tncluding the International Menetary Fund,

tncluding $021 billion in non-sterling currency liabilities
resuiting from central back assistance and $0.52 billion in
liabifities to the International Monetary Fund .

1 Inciuding an estimated $0 94 bitlion in United States cur-

rency held abroad (which is not included in estimates of
United States foreign liabilities above).
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array of policy measures. In the United Kingdom
defensive action has inciuded the raising of the hank
rate to the crisis level of 7 per cent on three sepa-
rate occasions, the imposition of a 15 per cent sur-
charge on most imports in October 1964, the
subsequent emergency mobilization of a very large
international credit, and the adoption of an austerity
budget in April 1965. Although the measures intro-
duced in the United States have not borne the same
stamp of crisis, a growing sense of urgency is dis-
cernible. The balance of payments programme began
in the early nineteen sixties with efforts to reduce the
Government’s own contribution to the deficit: these
included closer scrutiny of military outlays abroad
and the tying of more foreign aid expenditures.
Efforts to promote exports included the provision of
export credit facilities and the containment of do-
mestic costs by wage-price policies. In co-operation
with foreign central banks, new techniques have been
developed to deal with temporary disturbances in the
foreign exchange markets. These measures were
reinforeed by an interest equalization tax, first pro-
posed in the President’s message to Congress in July
1963. A further strengthening of the programme,
detailed in the President’s message on balance of
payments in February 1965, included a broadening
of the scope of application of the interest equalization
tax and a request for voluntary curbs on capital
outflow from banks and business.

In evaluating the measures adopted in defence of
the pound and the dollar, it shonld be remembered
that while it is probably true that a much smaller
effort would have been needed if the disequilibrium
had Dbeen tackled earlier, vet the fact remains that
the balance of payments is only a residual which may
undergo major changes in response to relatively
minor measures. The turnabout from a seemingly
permanent dollar shortage to a dollar surplus is in
itself a telling example of reversibility. The trans-
formation of the French {franc from a position of
persistent weakness to one of considerable strength
is another recent example of a quick turnabout. Tt is
not impossible, therefore, for a balance of payments
policy to over-correct a tendency towards imbalance.
Nor can the measures taken to ensure external
equilibrum be judged in isclation: 2 sound halance
of payments is only one of the aims of economic
policy. Had the reserve currency countries assigned a
fower priority to the liberalization of trade and
capital flows, or been less generous with international
aid, the task of correcting payments imbalances would
have been altogether different. It is because the con-
siderations entering into the formulation of payments
policies in the reserve currency countries have heen
varied and complex that a cautious approach has
generally had to be followed.

Improving the current balance

Perhaps the most obvious way of strengthening
the external payments position is by direct stimulus
to exports and curtailment of imports. The degree of
freedom in introducing such direct measures—as dis-
tinguished from the more general measures of do-
mestic restraint and operations on the money and
foreign exchange markets—has been circumscribed
by mternational obligations and the long-run interest
in promoting trade liberalization. These considera-
tions have, however, been put aside on occasion by
the need for speed.

As indicated above, in contrast to the large posi-
tive trade balance of the United States, a lag in the
current account surplus has been a notable feature
of the halance of payments of the United Kingdom,
and the crisis of 1964 was characterized by the de-
terioration of the current account into deficit. It is
not surprising, therefore, that one of the first steps
taken by the United Kingdom to ease the external
strain was an attempt to reduce import expenditure.

For this purpose the need for speed outweighed
other considerations. Hence, instead of quantitative
restrictions {which are permissible under the Gen-
eral Agreement on Tariffs and Trade (GATT) if
imposed for balance of payments purposes) or ad-
vance deposits (which have never been effectively
challenged under the GATT), a flat rate of sur-
charge was imposed on mest imports, other than
food and raw materials. This was clearly inconsistent
with existing international commitments under the
GATT and, since the flat rate implies a larger per-
centage increase on goods subject to preferential
entry, at variance with trade arrangements with the
Commonwealth and the Furopean Free Trade
Association.

The surcharge was avowedly of a temporary nature
and in fact was reduced from 15 per cent to 10 per
cent in April 1965, As this reduction was announced
two months in advance, it probably served to enhance
the incentive to postpone imports. Such a postpone-
ment is likely to have been concentrated in the first
quarter of 1963 for which preliminary trade returns
indicate a marked slowdown of imports,

In the United States, efforts to improve the cur-
rent account have been concentrated largely in the
government sector. Thus, though external military
and cconomic assistance have both increased in re-
cent years, less of it has been used to buy goods and
services abroad and hence the associated outflow of
dollars has declined. Net military expenditures abroad
have been reduced from $2.7 biltion in 1960 to $2 1
billion in 1964 and over the same period, the dollar
component of economic assistance programmes has
declined from $1.1 billion to $0.7 billion. Tied aid,
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which links the outward transfer of funds directly
with exports, now accounts for about 90 per cent of
the total.

Some restraint on private imports has also been
exerted by a cut in the value of goods which a re-
turning resident is permitted to bring into the United
States duty free. Some reduction in foreign pur-
chases may also flow from the recent request to
corporations to contribute to the improvement of the
country's balance of payments.

As far as the general promotion of exports is con-
cerned, both the United Kingdom and the United
States have relied chiefly on policies for growth,
modernization and price stability. Nevertheless, vari-
ous specific export drives have also been mounted to
stimulate business. These have included overseas
fairs and exhibitions and other forms of publicity as
well as assistance with the mechanics of the export
business, including market research and the system-
atic collection of information about current overseas
requirements.

Probably the more significant, however, has been
the provision of finance and insurance. Early in 1965
the United Kingdom widened the scope of official
export finance machinery, lowering the minimum
value of eligible consignments to £ 50,000 (from
£100,000) and the minimum length of the credit to
three years (from five years) and the rate of interest
to 5.5 per cent (from 6.5 per cent). The credits are
financed wholly by the commercial banks, but up to
30 per cent of their lending may be discounted at the
Rank of England and therefore regarded as a liquid
asset. The immediate effect of this measure is lim-
ited by the smallness of the proportion of exports
hitherto sold under the indicated credit terms At
the same time the United Kingdom has made ar-
rangements for rebates of indirect taxes to exporters
as a specific form of encouragement. These rebates
are similar in principle to the remission of turnover
taxes practised by a number of continental European
countries, but owing to the relatively small weight of
indirect taxes in the United Kingdom tax system,
are likely to prove far less important as a stimulus
to exports.

Capital market measures

Even a cursory glance at the balance of payments
statements of the United Kingdom and the United
States reveals the preponderant importance of capital
flows. In both countries a fractional reduction of the
outflow of long-term capital over the years could
have eliminated the entire deficit. To meet the im-
balances brought about by the outflow of long-term
capital, both countries have had to resort to short-
term borrowing. Such short-term borrowing, how-
ever, has not always offset the long-term outflow,

particularly in periods of low confidence when the
flight of private capital has resulted in a net outflow
of short-term capital, thus accentuating the effects of
the long-term lending FEven allowing for the fact
that individual items in the balance of payments can-
not legitimately be viewed in isolation, that capital
outfow has been intimately related to the growth of
investment income and exports, and that much of the
outflow stems from broad considerations of national
policy—such as the desire to transfer resources to
the developing countries——it is clear that the continua-
tion of the practice of “lending long and borrowing
short” has exacerbated the payments problem.

The most obvious method of curtailing the outflow
of long-term capital would be by direct controls.
While, despite gradual liberalization since 1958,
such controls are still widely practised in European
countries, the United States has not resorted to
them, partly because of the difficulty of making them
sufficiently comprehensive to be effective and partly
on the ground that their imposition would in itself
tend to shake confidence in the dollar. As an
alternative, the United States has chosen to work
chiefly through the market mechanism, first by the
elimination of certain tax advantages previously ac-
corded to nationals with investments abroad and
then by the imposition of an interest equalization
tax. The Revenue Act of 1962 aimed to remove
the incentive to seek tax havens abroad, while a
subsequent series of measures liberalizing deprecia-
tion allowances and reducing corporate taxes have
had the effect of making domestic investment more
attractive, The interest equalization tax--which
would impose on foreign sellers of new or out-
standing foreign securities the equivalent of one
percentage point in additional interest costs—was
announced in July 1963 and enacted in September
1964 It was mainly designed to discourage capital
outflow to western Europe and Japan; capital moving
to developing countries and to international organiza-
tions was exempt, as were new issues of Canada, on
the understanding that capital would not be im-
ported for the purpose of accumulating reserves.

The immediate effect of the interest equalization
tax was a significant drop in the outflow of capital
to the countries affected (see chart 2-6). It soon
became apparent, however, that the effect of restraint
placed on one form of capital flow could easily be
neutralized by expansion in other forms. Thus, the
reduction in the long-term capital outflow in stocks
and bonds to countries subject to the tax was more
than offset by increases in long-term bank loans.
Part of the increase in capital outflow undoubtedly
reflected anticipation of future requirements in view
of the possibility of further capital control measures.

Such measures actually materialized in February
1965 with the President’s message to Congress on
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Chart 2-6. United States: Long-term Capital Outflow Before and After Announcement of the Interest
Equalization Tax, July 1963
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the balance of payments. Long-term bank loans to
foreigners were brought under the interest equaliza-
tion tax although, in addition to the original exemp-
tions, mew securities issued or guaranteed by the
Government of Japan were exempted up to $100
million—to avoid disrupting the Japanese economy.
In order to end discrimination between bank and
non-bank lending, the interest equalization tax was
made applicable to non-bank loans also. And over
and above this enlargement of the tax disincentive,
the business community was called upon to under-
take voluntary restraint of capital outflow.

In March 1965 the Federal Reserve System re-
quested banks and financial institutions to hold
outstanding loans made to foreigners in 1965 to a
level mot more than § per cent above the end-1964
figure. (In cases where the target had already been
exceeded, a reduction to the target level within a
year was called for.) In the same month, the De-
partment of Commerce asked corporations with
substantial interest in foreign business to report on
their individual balance of payments in 1964 and
on the improvements they intended to make in 1965
The intention was to intensify efforts to increase
both exports and dividend remittances and to reduce
foreign lending even if profit considerations dictated
otherwise, 2! The business community was warned
that if these voluntary measures should prove in-
effective, more stringent measures might have to
be introduced.

Tt is as yet too early to assess the success of the
new measures. The firming of Euro-dollar rates
after the balance of payments message suggests that
the voluntary programme was already making dollars
less abundant in FEurope. The first report submitted
by corporations, in April 1965, envisaged an im-
provement of over $1 billion in their combined halance
of payments, and a significant decline in bank loans
to foreigners has taken place in recent months, At
the same time, the mobility of capital in the well-
developed United States market provides plenty of
scope for evasion and leakage. The experience of
capital flows following the interest equalization tax
points to the possibility of substitution between
capital market issues, long-term and short-term bank
loans and other credit provided by financial and
even non-financial institutions. The coverage of a
voluntary programme is by nature uncertain More-
over, the effectiveness of the interest equalization
tax depends not only on the differential in the cost

21 Tt was at first generally assumed that the veluntary
orogramme might induce business to give special preference
to domestic supplers of goods In response to an inguiry
by the United Kingdom, however, the United States Gov-
ernment explained that the programme was not intended to
result in import restrictions which would be inconsistent
with the gencral goal of trade liberalization.

of issue but also on the availability of credit; and
this has not been materially altered.

Whike the interest equalization tax relies primarily
on the market mechanism, the implicit assumption
behind the voluntary programme is that market con-
siderations may be overruled. In the case of the
limitation on bank loans, the co-operation of the
hanks may be ensured by the broad power that the
Federal Reserve System exercises over them, as
well as by the pressure of public opinion. The in-
fluence of the Department of Cominerce aver cerpo-
rations in general is much weaker and the extent
to which business can be persuaded to forgo profit
possibilities in the public interest remains to be
demonstrated. Yet the alternative poses formidable
difficulties : direct control over the foreign investment
of corporations would undoubtedly impair efficient
operations if it took the form of across-the-board
quantitative limitation while, if it took the form of
licensing after detailed evaluation of every project,
it would tend to involve the substitution of govern-
ment directive for business decision.

Similar problems have arisen in the United King-
dom: where, though the sums involved are much
smaller, the history of capital export is much longer
and the institutional arrangements no less sensitive
and complex. Here, however, some control machinery
has remained in being since the war, and one of the
measures introduced with the budget of April 1965
was a general tightening up of exchange regulations.
Some discouragement of capital outflow was also
provided by a number of tax changes designed to
remove the differential treatment that previously
tended to favour overseas investment. As in the
United States, these market measures were supple-
mented by moral suasion, private business being
asked to refrain from actions Hkely to be detrimental
in the short-run to the country’s balance of payments.

Monetary policies

Another method that has heen suggested for
curbing the outflow of capital is the reduction of
internal liquidity. This would entail more general
restrictions on economic activity which, as indicated
in the following section, may not necessarily be
appropriate for dealing with the problems of the
carrent external account. Even in the context of
capital movements, however, the virtues of a tight
money policy are far from obvious and simple.

The influence of short-term interest rates on in-
ternational monetary movements is much smaller
now than it once was; the present situation differs
sharply from that which prevailed in the heyday
of the gold standard, when a relatively moderate
adjustment in the discount rate of the Bank of
England was sufficient to induce a sizable flow of
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short-term capital. Short-term Dbills no longer play
the same pivotal role in international finance, nor
can the present financinl capitals compare with
London in market sensitivity and effectiveness at
the international level. Nevertheless, since the re-
storation of convertibility after 1958, there has heen
a considerable increase in the movements of capital
between countries, and short-term interest rates
have again come to exercise a significant influence
on such movements.

Notwithstanding this increase in the international
mobility of capital, there are still tremendous inter-
country differences in the levels of interest charged
by lenders and in the availability of credit. These
reflect not only basic differences in the structure of
the banking system and the capital market hut also
the sharp contrast between the preoccupation with
inflationary conditions that have tended to emerge in
western Furope and the continued concern about
below-capacity operations in the United States In
order to deal with the capital that may flow in
response to these differences by means of a general
credit policy, therefore, the magnitude of the in-
terest adjustments would have to be extremely large,
especially if the deficit countries acted alone® Nor
is it certain that offsetting movements in other
markets might not neutralize all or part of the
effect.® Furthermore, many Turepean countries
have imposed Hmitations on the quantity of local
credit, so that even il the interest cost of foreign
credit were made less attractive, the incentive to
horrow abroad might not be entirely removed.

It is in this context that the reluctance of the
United States to rely on general monetary policies
for rectifying the payments balance has to be viewed.
Monetary policy has been geared primarily to the
needs of the domestic economy, even though subject
increasingly to the imperatives of the external im-
balance. Short-term rates of interest--judged to
have a direct effect on the international movements
of short-term capital—have been raised as far as
deemed practicable without seriously affecting either
the availability of credit or long-term rates of interest
(and through them the level of domestic investment).
Though the current expansion thus began with in-
terest rates significantly higher than in the case of
earlier upswings, the absence of major domestic
strain enabled them to be held much steadier than
on previous occasions (see chart 2-7). This steadi-
ness reflects the continued availability of domestic

22 Interest charged by Japanese banks has heen about
twice as high as that of United States banks The incentive
to Japsnese entreprencurs to seek bank credit from the
United States cannot be climinated by a minor adjustment
of United States rates

23 In November 1964, for example, when ihe maximum
rate on ninety-day deposits in New York was increased
from 4 to 45 per cent, the three-month Furo-dollar deposit
rate was immediately raised by exactly the same margin

credit, managed in large measure by means of the
open market policy of the Federal Reserve System,
as a result of which the commercial banks were able
to avoid the precipitous decline in their “free” re-
serves that has characterized previous expansions
(see chart 2-8).

As indicated above, the United Kingdom has
been less inhibited about adopting a tight money
policy in an effort to restore equilibrium, although
the most recent crisis bank rate of 7 per cent—an-
nounced in November 1964 when earlier actions had
proved to be insufficient—appears to have been in-
tended more as a demonstration of the will to adopt
drastic measures against a speculative attack than
as a curly on domestic economic activity or even as
a means of attracting short-term capital from
abroad. Tt is a measure of the severity of the crisis
and the persistence of the attack on sterling that the
rate was held at this high level for much longer
than on previous occasions. It was not lowered until
the beginning of June 1965--and then only to 6
per cent.

The question of general economiic restraint

Where external imbalance is a direct consequence
of internal imbalance, general economic restraints
may alleviate the former by reducing the demand
pressures that are drawing in imports and discourag-
ing exports. The conclusion, foreshadowed ahove,
that measures. for general restraint on domestic
economic activities are not necessarily the most ap-
propriate for use in the defence of the reserve
currencies stems in part from the pivotal importance
of the reserve currency countries in the world
economy—and the danger that policies of general
restraint in these countries could trigger a cumula-
tive contraction in other parts of the world—and in
part from the inefficiency of general restraint as an
instrument for effecting balance of payments ad-
justments. In the United States, moreover, the deficit
in the balance of payments has not been accompanied
by an excessively high level of demand or strain on
resources; indeed, the average level of unemployment
has remained around 5 per cent Because of the
relatively minor role that foreign trade plays in the
United States economy, a reduction of imports of
one billion dollars would require a sacrifice of over
$20 billion of domestic product.?! Furthermore, in
view of the substantial current account surplus of
the United States, serious doubts might be raised
whether an even larger surplus is appropriate or,
obversely, whether the country’s trading partners
would willingly accept a larger deficit on their
current account with the United States.

_ %4 Recent experience in the United States suggests that
it is safe to assume that the income elasticity of imports is
generally less than unity.
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Chart 2-7. United States: Interest Rates in Three Periods of Expansion
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Although in the United Kingdom the share of
foreign trade in the total economy is far greater
than in the United States, and conditions of full em-
ployment have generally prevailed, the possibility of
solving the payments problems by general restraint
on economic activity has also been looked upon
with doubt and misgiving Here the question is less
whether general restraint can effectively correct the
payments deficit than whether the result is likely
to be lasting, For past experience has indicated that
improvements in payments have come largely through
reductions in imports—mostly for inventories, the

import content of which is relatively high—which
are temporary in nature and have to be made good
when external balance is restored and economic ac-
tivities resume their upward movement. The stimulus
given to exports by domestic restraint has never
been more than a minor one. This method of
dealing with the payments problem has therefore
yielded what has come to be known as a “stop-
and-go” pattern of economic activity that has not
prevented the re-emergence of external disequili-
brium. Furthermore, the slowing down in the rate
of economic growth implcit in periodic deflation
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Chart 2.8, United States: Free Reserves in Three
Periods of Expansion
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may in turn be a nwmjor cause of Tack of competi-
tiveness in world markets in the longer run. It is
significant, therefore, that even the austerity budget
of April 1965, introduced in the midst of the most
recent payments crisis, has not aimed at a deliberate
dampening of the rate of growth in total economic
activity : the resources released by domestic restraint
are intended to be absorbed hy activities that will
holster the balance of payments.

The argument for the use of general restraint is
based in part on the henefit that would accrue to
the balance of payments through a reduction of
inflationary pressures and a more favourable develop-
ment of prices. This would not enhance its appli-
cability to the United Kingdom or the United
States, neither of which has experienced a rise in
prices more rapid than elsewhere in recent years.
Indeed, in the past six years the United States
has experienced relatively stable prices as compared
with other industrial countries.

This is not to say thaf an even more favourable
development of prices would not have improved the
payments situation. The question is the manner in
which this is to be brought about. I the favourable
price development were occasioned by gains in
productivity and restraints on the growth of incomes,

the resuit would undoubtedly be a net improvement
in the international competitive position. In con-
trast, post-war experience indicates that prices are
not necessarily responsive to general economic
restraints: on the one hand, gains in produectivity
tend to be positively associated with the growth
of activity, while on the other hand, wage claims
may be influenced more hy trend rates of growth
than by current rates. Furthermore, even if im-
provement in the competitive position in interna-
tional markets through favourable price develop-
ments could be achieved by a policy of restraint, the
advantage might well be offset by the lack of capacity
and dynamism that tends to characterize a slow-
growing econoniy.

Nor is there any assurance that the adoption of
general economic yestraint as a long-run policy would
ease the payments situation—by reducing domestic
demand and improving competitiveness~without
impairing the over-all rate of growth. Such a policy
could hardly apply to the United States where
capacity has not been under strain and unemployment
has remained at around 5 per cent of the work
force. And in the United Kingdom, where unemploy-
ment has seldom risen above 2 per cent in recent
years, it is far from certain that a 5 per cent rate
of unemployment would be either socially tolerable
or economically successful in simultaneously reduc-
ing inflationary pressures, improving external bal-
ance and maintaining an adequate rate of growth
Even without such prolonged deflationary action,
the United Kingdom has ranked low in the iist of
industrial countries in respect of post-war growth
in output and productivity

While a policy of general economic restraint
cannot be counted on to effect a significant im-
provement i the current account of the balance of
payments, it is even less likely to succeed in bring-
ing about desirable changes in the capital account
As far as long-term capital is concerned, indeed, the
experience of the United States suggests that re-
straint may tend to induce outflows For capital is
attracted by profit possibilities, and deflationary
forces at home are typically accompanied by a poor
outlook for profits and hence tend to drive capital
to countries with better prospects Likewise, in so
far as the security markets are affected, a decline
in the prices of equities relative to those in other
financial centres may also tend to induce an outflow
of capital.

Foreign evchange market policies

Central to the management of reserve currencies
is the maintenance of confidence This involves not
only the assurance of long-range sclvency through
proper relationship bhetween assets and liabilities
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but also the holding of a position of adeguate
liquidity. During recent years of external imbalance,
the United Kingdom and the United States have
found it necessary to build up a network of defensive
devices, both to bolster general confidence and to
withstand the massive selling of pounds or dollars
in times of crisis.

Inasmuch as a free gold market exists in London,
a speculative attack against the pound or the dollar
may also be reflected in the price of gold. Official
holdings of dollars are redeemable in the United

States at a fixed selling price; and the fact that
the rate between the dollar and the pound is fixed
within a narrow margin places an upper limit on
the price at which official purchases are likely to be
made on the free gold market, Yet, in periods of
doubt about the strength of sterling, the free market
price of gold, responding to large private purchases,
has advanced well beyond this upper limit. In the
second half of 1960, for example, the monthly aver-
age of the daily price was consistently above the
exchange range (see chart 2-9).

Chart 2.9. Price of Gold in the London Market, 1960-1965
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An out-of-range gold price is a public manifesta-
tion of lack of confidence in the reserve currencies
and it was against this background that a “gold
pool” was established in 1961 to share the burden
of official intervention on the London gold market
to keep the price within bounds. The pool was an
informal arrangement and it was joined by the
central banks of Belgium, the Federal Republic of
Germany, France, Ttaly, the Netherlands, Switzer-
land, the United Kingdom and the United States.

Notwithstanding the subsequent weakness in the
balance of payments of the reserve currency coun-
tries, the free gold price has remained relatively
stable. The pool has absorbed the gold that was
offered, chiefly from South Africa and the Soviet
Union-—distributing it among members—and pro-
vided gold when the demand for private hoards
exceeded current new supply. Tven the recent
sterling crisis induced ouly mild fluctuations in the
gold price, though it has jumped from time to time,
particularly when large amounts of dollars were
officially presented to the United States for conver-
sion into gold.

The present system of fixed exchange rates is
supported by official operations on the spot exchange
market. The maximum margin of fluctuation for
these spot quotations has been fixed at one per cent
on either side of parity with the dollar, and in
practice at 0.75 per cent for most western Furopean
countries. Forward rates, however, may fluctuate
freely, according to market conditions. Thus, the
attack on sterling towards the end of 1964 was ac-
companied by a sharp discount on forward sterling.
Becanse of the potential impact of such a discount
upon public confidence, the central hanks have lve-
come increasingly active in forward dealings: a peg
in the forward market when the currency is under
speculative attack has Dbeen considered useful to
allay fears of further weakness.

Apart from the confidence factor, the official
supply of forward foreign exchange has tended to
lessen the demand for foreign exchange in the spot
market and the consequent drain on the official re-
serve. Though such forward sales represent a future
commitment of foreign exchange and must be made
good in a few months, a commitment of this nature
is unlikely to be a fresh source of embarrassment.
For, to the extent that the forward sales of foreign
exchange meet demand arising from short sales of
currency, the official forward commitment will he
matched by the commitment of the short seller to
cover npon maturity. And in so far as the forward
sales meet the anticipated requirements of ex-
porters or importers or of foreign corporations for
the remittance of dividends, the operation merely
provides a form of insurance to the buyers and does

not add to the foreign exchange payment, which
has to be made anyway.

THE INTERNATIONAL CO-ORDINATION OF MEASURES

The various measures adopted in defence of the
dollar and the pound have testified to the high level
of co-operation existing within the international
financial community, especially in times of crisis.
Yet, most of these measures have consisted essen-
tially of emergency restraints by the deficit coun-
tries and temporary financing by the surplus coun-
tries. Steps to improve the longer-run balance have
inevitably proved more elusive, and the extent to
which it has been possible to ensure appropriately
co-ordinated action in ereditor countries and debtor
countries is still rather modest in relation to the
gravity of the problem.

In the absence of a mechanism for automatic ad-
justment, domestic considerations have dominated
major economic policies, not only in the deficit
countries but even more in the surplus countries,
where there is no impelling reason to halt the
accumulation of reserves. Measures deliberately per-
mitting domestic inflation as a means of correcting
the balance of payments could hardly he entertained
by any of the surplus countries, especially those with
earlier experience of run-away prices. Moreover, in
some of the surplus countries—notably France—a
payments surplus has been accompanied by a substan-
tial deficit on the current account, particularly in
trade with the United States. In such cases an
increase in the current account deficit would hardly
be welcome,

Perhaps the most important attempts to co-
ordinate balance of payments policies have been in
measures affecting the foreign exchange and capital
marlkets.

Purposeful intervention in the foreign exchange
market, for example, has been facilitated by the mu-
tual holding of currencies. This practice is relatively
new for the United States and its evolution has been
accompanied by the parailel development of new
techniques of international financial co-operation. By
the end of 1964, the United States had negotiated
with various countries a series of currency “swaps”
to an outstanding mmount of more than $2 billion
(sec annex table 2A-7). These swaps have heen de-
signed to serve short-term foreign exchange needs,
and since, when activated, they count as reserves,
they have the effect of creating international liquidity.

¥or longer-term credit the United States has at the
same time arranged {or a number of central banks,
principally in western European countries, to hold
non-marketable United States bonds. These bondgw
which at the end of 1964 amourited to over one billion
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dollars—are denominated in the currencies of the
countries holding them and in most cases are con-
vertible into short-term obligations. Designed to
absorb official dollar holdings which might otherwise
be converted into gold, they give the holder the ad-
vantage of earning interest as well as a virtual guar-
antee against exchiange depreciation.

In 1962 international co-operation to maintain
liquidity was strengthened by the negotiation of a
system of General Arrangements to Borrow {(GAB).
This embraced the Group of Ten—Belgium, Canada,
the Federal Republic of Germany, France, Italy,
Japan, the Netherlands, Sweden, the United King-
dom and the United States—plus Switzeriand, and it
instituted stand-by machinery for organizing specific
mutual currency support. It was activated for the first
time during the sterling crisis in 1964, This amount
of credit, mobitized almost overnight from the central
banks and the IMF, amounted to the equivalent of
$4 billion, of which $405 million was obtained from
the GAB. A further drawing from the Fund by the
United Kingdom in May 1965, amounting to $1,400
million, involved the borrowing of §525 million from
the GAB.

Notwithstanding the speed and magnitude of this
act of credit mobilization, however, there can be no
presumption that it could readily be institutionalized
or even repeated. The central bank credit, like the
swap arrangements, was essentially an ad hoc ar-
rangement. Though it reflects the general anxiety to
avoid a world currency crisis, it cannot be construed
as an automatic system of support for the reserve
currencies, The creditor countries, indeed, have
shown increasing reluctance to go on increasing their
holdings of the reserve currencies. France has al-
ready converted sizable amounts of doliars into gold
and, in present circumstances, countries that possess
relatively large reserves may be prepared to pay the
cost of holding a greater proportion in the form of
non-interest-bearing gold.

Nor, given the present dimensions of the problem,
is there an adequate or automatic source of credit
in the International Monetary Fund. Since early 1964
when the Fund’s holdings of dollars exceeded the
currency subscription of the United States quota, it
has not been able to accept dollars for repayment. In
order to avoid a possible drain of gold by countries
converting dollars so as to be able to repay the Fund,
the United States began in 1964 to withdraw foreign
currencies from the Fund for resale to such countries.
It is true that the Fund was able to provide $24
billion of support to sterling in 1964 and 1965, but
almost $1 billion of this was drawn, by arrangement,
from the creditor countries participating in the GAB
and a further $650 million involved sales of the
Fund's gold.

Thus, despite the impressive innovations that have
been made in the techniques of international co-
operation and the dramatic demonstration of the
solidarity of the financial centres in meeting the most
recent crisis, there is nothing in the present system
which assures automatic financing of the deficit of
the reserve currency countries. However successful
the foreign exchange policies have been in maintain-
ing parities while providing the finance for a rapidly
expanding volume of international trade, they are
likely to continue to be of an ad hoc, improvised
nature until the more fundamental imbatances have
been reduced.

In France, the Federal Republic of Germany and
Switzerland, foreign deposits have been discouraged
by the lowering or prohibiting of interest payments,
or by special deposit requirements with the central
bank, and this has resalted in a substantial reduction
in the inflow of non-resident bank deposits—firom
$150 million in 1963 to $77 million in 1964 in the
Federal Republic of Germany, for example.

In a number of countries—such as France, the
Netherlands and Switzerland—the foreign liahilities
of domestic borrowers have been subject to govern-
ment control or quantitative Hmitation. In announc-
ing a tighter money policy in April 1965, the Swedish
authorities warned the commercial banks against
drawing short-term money from abroad. A similar
warning was made by Denmark in connexion with an
understanding between the central bank and the
commercial banks, while in Norway, the Government
has indicated that full control over short-term money
movements would be introduced in new banking laws.
In the Federal Republic of Germany, the Bundes-
bank has provided forward cover at a favourable rate
for domestic credit institutions with money in the
United States, thereby inducing them to hold their
dollar assets and avoiding further pressure on the
doilar in the forward market.

While the measures with respect to foreign de-
posits and foreign borrowing have affected chiefly
the inflow of shori-term capital, a number of coun-
tries have taken specific steps to discourage the inflow
of long-term capital. In France, loans from abroad
of more than two-years’ maturity require authoriza-
tion by the Bank of France. There have been frequent
expressions of concern by public authorities with
regard to foreign direct investment, especially by
United States interests, and early in 1965 the Gov-
ernment indicated that foreign investment for pur-
poses of taking over local companies would no longer
be authorized. In March 1964, the Government of
the Federal Republic of Germany announced its in-
tention to introduce legislation impesing a 25 per
cent withholding tax on income from fixed interest-
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bearing securities. Although the Dbill was not passed
untif early 1965 and is not scheduled to go into effect
until July 1965, it has already had an impact: net
purchases of domestic fixed-interest securities by
foreigners declined from almost $500 million in 1963
to $1.25 million in 1964, In Switzerland, the invest-
ment of foreign funds in Swiss securities, janded
property or morigages has been forbidden.

Fo the extent that the upsurge in the movement of
capital to western Europe has reflected, on the one
hand, the desire of United Kingdom and United
States industry to acquire or establish facilities inside
the tariff wall being erected around the EXEC and,
on the other hand, the relatively under-developed
state of Buropean capital markets from an interna-
tional peint of view, a significant change in the out-
Iook for such flow would require fundamental
changes in institutional arrangements. The first of
these forces would be weakened by reductions in the
common external tarifl and therein lies one of the
important possibilities implicit in the so-called Ken-
nedy round of negotiations now proceeding within the
framework of GATT. The second requires both the
enlargement and the opening up of European capital
markets.

Relative to the capital markets that exist in Lon-
don and New York, those of continental Furope tend
to be thin and costly. Mareover, the access of foreign
borrowers to these markets has often been restricted.
It has not been uncommon for business concerns in
the surplus countries to seek capital resources from
the deficit countries. The capital market in the
Netherlands is still virtually closed to foreigners. In
Switzeriand, although the cost of capital is among the
lowest, the export of capital has long been regulated
in the light of domestic needs, and in recent years
the controls have tended to become more stringent

Measures for strengthening the local capital mar-
ket have been urged upon the continental European
countries from time to time, and more recently the
introduction of the interest equalization tax in the
United States has acted as a stimulus to this end
While there are still many impediments to foreign
flotations, some of these markets have begun to open.
Thus, in the Federal Republic of Germany, foreign
issues rose from DM 25 million in 1962 to DM 40
millicn in 1963 and DM 225 million in 1964, and a
further increase is expected as a result of the aboli-
tion in July 1965 of the 2.5 per cent tax on security
issues and the exemption of foreign issues in
Deutsche marks from the 25 per cent withholding
tax on income. In France, the first step for the
reopening of the capital market to foreign borrowers
was taken in 1963 with the authorization of a $12
million flotation by the European Coal and Steel
Community. And 1965 will see the International Bank

for Reconstruction and Development (IBRD) bor-
rowing substantial amounts in Europe, thus reducing
traditional refiance on the New York market.

1f economic forces were left free to work them-
selves out, there can be little doubt that many of the
disparities that have induced long-term capital to
move from the deficit countries to the surplus coun-
tries would gradually be eliminated. And, in fact,
there has been a discernible narrowing of the differ-
ential between western Furope and the United States
in respect not only of capital market development but
also of such important economic variables as market
potential (as measured by per capite ownership of
consumer durables and the degree of mechanization
of industry, both of which have been catching up in
Europe) and even over-all rates of economic growth
(which have picked up in the United States and
slowed down in Europe). This equalizing process has
been assisted by the fact that in recent years prices
and wages have heen rising more rapidly in western
Europe than in the United States. And corresponding
to the eastward flow of capital has been an increasing
westward flow of investment income, helping to
close the payments gap.

Cutting across these forces is the fact that the needs
of domestic policy have from time to time conflicted
with the requirements of external policy as dictated
by the state of balance. This has happened no less
in the surplus countries than in the deficit countries.
Indeed, in the surplus countries the dJomestic impera-
tives are inevitably stronger and the external needs
less urgent than in the deficit countries.

Yet the fact remains that the international dis-
equilibrium can be lessened more readily if it is ap-
proached from both sides than if it is left entirely for
the deficit countries to remedy. There are patterns
of behaviour appropriate to surplus positions just
as there are for deficit positions, and it is in the global
interest if they can be adhered to. To make this ad-
herence easier has been one of the objectives of the
search for new forms of international monetary co-
operation. It is clear that the situation of the reserve
currencies is not merely a matter of concern to the
United Kingdom and the United States: it raises
basic questions about the whole monetary system as
it has evolved in the post-war period.

Re-gxAasNaTioN OF THE
MONETARY SYSTEM

INTERNATIONAL

The problems besetting the reserve currency coun-
tries, discussed above, have highlighted importasnt
weaknesses in the existing international mionetary
system. It is true that the post-war economic frend
has on the whole compared favourably with earlier
developments under a different international mone-



64

Parr II. CURRENT ECONOMIC DEVELOPMENTS

tary régime: trade and payments have been progres-
sively liberalized and imbalances have, by and large,
been corrected without inducing the sort of cumaula-
tive deflationary effects which brought about dis-
integration of the international order in the inter-war
period. But the slowness with which the payments
imbalance of the United States is being redressed
and the increasing gravity of the crises in sterling
have caused widespread concern and weakened the
traditional resistance to change.

In the United Kingdom and the United States,
serious doubts have arisen as to whether the role of
the reserve centre does not entail an inordinately
heavy constraint on domestic policies. These coun-
tries—and especially the United States in the most
recent period—have had to adjust not only to their
own payments imbalances but also to the changing
dollar-gold preferences of foreign central bankers.
And in dealing with their payments imbalances, their
choice of weapens is circumscribed by the necessities
of their reserve currency role. In the surplus coun-
tries, on the other hand, the measures taken to sup-
port these currencies have been widely questioned—
partly because of doubt as to whether other currencies
could count on similar support and partly because of
concern lest such action merely postpone the making
of essentinl adjustments while at the same time
providing the wherewithal for the continuation of
direct investment by the deficit countries in the sur-
plus countries.

‘The combination of a dangerously low level of
reserves at the centre and growing uncertainty about
the willingness of the surplus countries to accumu-
late reserve currencies has placed a considerable
strain on the monetary system and posed a potential
threat to world economic growth, in the developing
conntries as well as in the developed areas. As long
as the gold-exchange standard is maintained, the sup-
ply of liguidity depends on fluctuations in the pay-
ments situation of the reserve currency countries and
changes in the world supply of gold, arising from
new production, from sales by the Soviet Union and
from changes in private hoards. If the imbalance of
the reserve currencies is speedily corrected, one of the
principal sources of international liquidity will have
dried up and an alternative source will have to be
found in order to obviate deflationary pressure on
the world economy. As long as the worid reserve is
built largely on one or two national currencies, the
monetary system will remain inherently vulnerable
to crises of confidence.

It is against this background that various proposals
have been made for reform. They range from a com-
plete overhaul of the international menetary system
to specific remedies for indicated shortcomings in
present arrangements. These proposals often reflect

differences in approach to economic problems in gen-
eral. Proponents of a return to the gold standard,
for example, emphasize the automaticity and speed
of adjustment to payments imbalances and the dis-
cipline implied by the system. Advocates of flexible
exchange rates likewise stress automaticity and speed
in adjustment but seels the key to the adjustment
process in the exchanges rather than in domestic
economic activities or prices. Architects of a world
central bank, on the other hand, distrust mechanistic
rules and insist on the need for conscious manage-
ment of world liquidity as is already commeon practice
in national central banking. Those responsible for
the working of the existing system tend to stress the
immense risk in experimenting with any new and
untried system and favour an evolutionary and prag-
matic approach in dealing with problems as they are
encountered. Within each of these approaches there
is room for a multitude of variations. In the present
context it seems desirable to limit the discussion to
the general nature of the major alternatives that are
the subject of current debate,

A return to the gold standard

Those who recommended a return to the gold stand-
ard recognize the central role played by geold in the
existing system but deplore its dilution by the reserve
currencies. Gold, it is argued, has been valued for
its own sake throughout history, while the value of a
particular national currency is cbviously subject to
fluctuations in response to internal economic develop-
ments as well as to changing external relations. The
rise of reserve currencies thus introduces an unstable
influence into the system, something quite inappro-
priate to a standard of international values.

In its extreme form, a retwrn to the gold standard
would mean internal as well as external convertibility
to pold of all currencies. Under such a régime any
change in the over-all balance of payments would be
automatically and speedily reflected in the domestic
mosey supply. Equilibrating adjustient would then
take the form of changes in domestic economic ac-
tivity and prices or in short-term capital movements
in response to interest differentials,

It is not difficult to see that the present stock of
gold is quite inadequate to meet the requirements of
internal convertibility. Even in the eleven countries
in which the bulk of the world’s monetary gold is
concentrated-—the Group of Ten and Switzerland—
the reserve of $35 billion of pold constitutes only
about an ecighth of the total money supply. Unless
gold were revalued upwards several times, the ability
of the monetary authorities to honour convertibility
would be open to doubt, and severe deflationary
pressure might set in. On the other hand, an abrupt
revaluation of such a magnitude would unleash power-
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ful inflationary forces running counter to the de-
clared objectives of stability and discipline, and dis-
tribute windfall gains in a very uneven fashion to a
few countries richly endowed with gold.

The dangers of inflationary or deflationary pres-
sures would not be, by any means, a once-for-all
matter. To judge by past experience, the long-term
rate of growth in the supply of gold has been around
2 per cenf a year, while the growth of world income
and trade has been two to three times as fast. Though
money supply need not be linked with either income
or trade in a one-to-one relationship, persistent lag
of money is likely to exert a deflationary influence,
In order to overcome such a bias, it might be neces-
sary to arrange periodic devaluations. Apart from the
secular lag in the supply of gold, history supgests
that there would aiso be a good deal of short-term
arbitrariness in the supply as a result of discoveries
of new sources, and technological and other develop-
ments in the major gold producing countries.

In view of these supply problems, the gold stand-
ard might be applied only in respect of external
convertibility. A monetary régime of this nature
would differ from the present system in two principal
respects. First, convertibility would become an inde-
pendent undertaking for ecach national currency
rather than through the link with the reserve cur-
rencies, as in the present system, and second, unless
the buying and selling margin of each currency were
deliberately widened, the system would imply a nar-
rower margin between the currencies than now
exists.

The immediate requirement for direct multiple
external convertibility would be more gold. For, as
indicated earlier, the gold reserves of most countries
are far from adequate for this purpose, and the fun-
damental liquid asset-lability position of many coun-
tries is much weaker than that of the United States
or even the United Kingdom. The transition from the
existing system to one of external gold convertibility
of all major currencies would thus precipitate a
scramble for goid and a severe contraction of inter-
national credit. Hence, such a régime would hardly
be feasible without a revaluation of gold. This sug-
gests something of a paradox: the severe discipline
involved in exclusive reliance on gold for the settle-
ment of international indebtedness would need to be
introduced by a major increase in the price of gold,
with ali that such a strong inflationary injection
would involve for the world economy.

Whether it is based on complete convertibility or
merely on external convertibility, the simplest and
most important merit of the gold standard Hes in the
automatic mechanism of adjustment that it implies
Yet, the working of this automatic mechanism would

depend in the final analysis on the willingness of na-
tional authorities to abide strictly by the rules of the
game. As to the prospects for this, history is far
from reassuring: even in the heyday of the gold
standard, with London at the financial centre, sterling
was used to supplement gold as a means of inter-
national payments, and the rules of the game were
not always observed. The transmission of expansion-
ary or contractionary forces from the external sector
to the internal sector were often neutralized or tem-
pered by deliberate action on the part of mone-
tary authorities—through sterilization measures or
through the pyramiding effect of the credit base—
or by the less prediciable responses of the market-
place. When the economy was threatened with severe
inflationary or deflationary forces, the arguments
for resisting the dictates of the mechanical rule often
proved irresistible. Once started, moreover, the
breakdown in compliance tended to cumulate, since
the burden imposed on countries which intended to
base their policy on the rules became all the more
unbearable when compensatory action was not forth-
coming from partner countries in the interdependent
world. As the extent and intensity of management of
the domestic economy is much greater and more gen-
eral now than ever before, and as many governments
are committed to specific goals in respect of employ-
ment or growth, the chance that precedence would be
given to the influences emanating from abroad seems
rather slim. The functioning of the gold standard re-
quires a far more homogeneous and united world
than now exists,

Flexible exchange rates

Despite the alleged automaticity of gold standard
rules, it is clear that the system could not function
without close co-operation among national authorities,
prepared whenever necessary to take action that runs
counter to immediate national interests. Moreover,
inasmuch as the system entails a fixed exchange re-
lationship, decisions with regard to the appropriate
rate must be made by the authorities; and the fixing
of the par value of currencies also involves periodic
review of the appropriateness of the price of gold
Once the gold price and currency parities are fixed,
however, any deviation between the gold standard
rates and equilibrium rates would require adjust-
ments to be made through changes in the domestic
levels of activity and prices.

An alternative system: is conceivable in which ad-
justments to changes in the rest of the world are
made through the external value of the currency in-
stead of through domestic activity. In such an alterna-
tive régime of flexible exchange rates, a persistent
external deficit would be met not by domestic de-
flation but by currency devaluation; conversely, an
upward movement in the rate of exchange, and not
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internal inflation, would be the response te a pay-
ments surplus.

The present gold-exchange system is not without
provision for some flexibility in rates of exchange.
The Articles of Agreement of the International
Monetary Fund permit a one per cent margin on
either side of par values, and 2 2 per cent spread in
spot exchange transactions, and since par values may
be, and in practice have been, expressed in terms of
dollars, this actually permits a 2 per cent margin or
a 4 per cent spread between two currencies other
than the dollar. Moreover, a unilateral exchange
rate adjustment of up to 10 per cent of the initial
par value may be effected without authorization by
the Fund. And in case of “fundamental disequi-
librium,” more drastic changes in the par value are
allowed, with the concurrence of the Fund.

There is, however, a basic difference between the
existing system of an “adjustable peg” and a régime
of flexible exchange rates. Under the existing sys-
tem, exchange rates are normally fixed, and signifi-
cant adjustments are to be made only by deliberate
action. The régime of flexible rates, by contrast, is
designed to give full play to market forces in the
determination of parities, thus avoiding the difficulty
of finding the appropriate initial rate and allowing
prompt adjustment when the rate falls out of line.
Such continuous adjustment obviates the need for
any large or abrupt move, such as the devaluation of
sterling in 1949, which in practice may tend to be
too late and too drastic—too late because the authori-
ties are naturally reluctant to make such a move until
impelled by crisis, and too drastic because of the
tendency to play safe when action is finally taken
and to make allowance for possible offsetting factors
in order to avoid the need for further adjustment.

By harnessing the powerful market mechanism,
the régime of flexible rates, it is argued, would not
only eliminate the need for deliberate management of
the exchanges but would also tend to minimize the
need for reserves or infernational liquidity. As a re-
sult, neither gold nor any reserve currencies would
need to play any special role in such an international
monetary system,

Offsetting these palpable advantages, however, are
a number of serious objections arising in part from
the fact that, as in the case of the gold standard, the
rules implicit in a flexible rate régime wouid prob-
ably prove extremely difficult to follow, One prob-
lem would be to ensure non-interference with the
exchange market by governments. If an exchange
rate adjustrrent were brought about by government
decision, it might be followed by deliberate offsetting
moves in a manner reminiscent of competitive devalu-
ation, The flexibility of the system would cbviously be
completely frustrated if a rate adjustment to a2 major

currency were to lead in this way to corresponding
changes in other major currencies. The practical
difficulty is enhanced, moreover, by the fact that the
non-interference principle is by no means simple or
unambiguous. It would not be easy to draw the line
between direct interference with the exchange mar-
ket and policies affecting the market. The financial
anthorities might refrain from operations in the spot
and forward exchange markets, but would they also
be expected to refrain from managing interest rates,
timing debt repayments, tying aid and engaging in
all the various measures by which the balance of pay-
ments may be influenced ? Given the enormous weight
of government in all modern economies, it is unreal-
istic to pretend that the exchange market could not
be directly or indirectly influenced by many means
that would be virtually impossible to outlaw.

Another basic assumption of the flexible exchange
régime is that the rates as determined by the market
will be the “correct’” rates. In actual practice, how-
ever, the market rate may be strongly influenced by
temporary speculative forces, which might indeed
be encouraged by the very uncertainty of the régime.
Moreover, to the extent that the market rate is influ-
enced by large-scale capital movements, for whatever
reason, it is likely to fluctuate widely in the short
run and deviate from a sustainable average in the
longer run.

The impact of such exaggerated fluctuations in an
exchange rate depends on the response mechanisin
within the domestic economy. Since the exchange
rate is not just the price of another single commodity,
but a pivotal price affecting the entire range of prices,
fluctuations in the rate cannot but be transmitted to
domestic prices. Instability of the exchange rate
might thus frequently induce instability of domestic
prices, Such instability is likely to introduce a further
hazard, for experience suggests that in a modern
economy there is more resistance to downward move-
ments than to upward movements and that therefore
flexible rates might well tend to impart a built-in
inflationary bias to world prices. The tendency for
prices to rise in the depreciating countries would not
necessarily be matched by a compensating fall of
prices in the appreciating countries,

Nor can it be assumed that the developments in
economic activity that would take place in respouse
to changes in exchange rates would always be of an
equilibrating nature. The response pattern is likely to
be particularly uncertain in view of the unpredict-
ability of the future course of relative prices under a
flexible exchange régime For example, the realiza-
tion of the ephemeral nature of the relative price ad-
vantage that would follow a depreciation of the ex-
change rate and the consequent rise in the domestic
price of exports might well deter any shift of re-
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sources into export industries. And even if resources
did actually move in the desired direction, it is far
from certain that the switch would be readily re-
versible when the exchange rate appreciated. Nor
would such back and forth movement be without real
social costs, for the tacit assumption of perfect mo-
bility of resources that would maximize the advan-
tages of such a régime may not have its counterpart
in the workaday world.

In view of the unsettling effect on the domestic
economy of completely fexible exchange rates, it
might seem worth while to explore the possibilities
of a régime based on a more limited flexibility of
exchange rates Thus, the margin within which ex-
change rates may freely fluctuate might be widened
considerably, even though changes in the initial par
values could be made only in case of “fundamental
disequilibrium”. To the extent that speculative
and random influences are considered disruptive,
governments would be permitted to operate in the
market and exert a stabilizing influence. Such a
régime would be basically the same as the adjustable
peg system except that margins would he wider.

As long as fluctuations in the rate were interpreted
as temporary deviations from long-run equilibrium
rates, the widening of the margin would encourage
equilibrating capital movements. On the other hand,
if the change were assumed to be longer lasting, it
might well induce large-scale flight from {or into) a
currency whose rate was falling (or rising) It is pre-
cisely for this reason that the monetary authorities
have not invoked the right to adjust rates more often
under the existing system, especially in the case of the
FESErve currencies.

From a long-run international point of view, more-
over, a flexible rate régime would probably tend to
exert a divisive rather than an integrating influence
on the world economy by raising the risk and cost of
inter-currency transactions. It is no accident that
such a régime has never been suggested as a solution
of the problem of regional disparities within a given
economy. Indeed, where individual economies are
integrating they have always moved toward a fixed-
exchange régime. Most recently, in the case of the
European Economic Community, for example, the
agreement on the level of internal agricultural prices,
expressed in comnion units of account, would seem
to have significantly lessened the possibilty of dif-
ferential exchange rate movements in  member
countries.

Horld central bank

If the world cconomy were viewed as truly in-
tegrated, the logic of applying the experience of
national economies would be inescapable. At the

country level, the problem of long-run supply of
liquidity has been satisfactorily solved by central
banking. The modern central banking system has,
moreover, been established on a credit basis which
is virtually independent of gold, even though rules
governing credit or currency issue often continue to
have a symbolic link with gold. Alterations in these
links—such as the receat removal of the gold cover
requirement for central bank deposit money in the
United States—have no effect on the course of real
economic activity,

A world central hank would presumably operate
much like a2 national central bank. It would he the
sole bank of issue and the sole authority for regulat-
ing liquidity through interest and open market poli-
cies It would provide the system with both the
discipline and the flexibility associated with the gold
standard and the free-exchange rate régimes, with-
out the need to impose intolerable automatic rules
It would not necessarily replace national central
banks but would tend to he the banker's bank, ac-
cepting their deposits and creating the credit which
would in effect serve as their foreign exchange re-
serves. It could conceivably be used as an instrument
to extend ecredit and transfer resources to the de-
veloping cowstries.

It is clear that the less automatic the functioning
of such world central banks, the greater is the area
of potential conflict with national policies. At the
limit, indeed, the endowment of the hank with full
discretionary powers would involve an abrogation
of national sovereignty in the economic feld If a
world central bank were obliged to extend credit
more or less automatically, it would have to be
empowered to hokl investments in weak currencies
and obtain funds from the surplus countries. In these
cireumstances, thus, the surplus countries would, in
effect, be cailed upon to make transfers of real re-
sources to the deficit countries through the bank.
It was essentially this feature to which the United
States objected in the world central bank scheme of
the Keynes plan put forward at Bretton Woods in
the carliest post-war monetary negotiations. On
the other hand, if the bank were empowered to
impose discipline on the borrowers while at the same
time enjoying virtually unlimited access to individual
national resources, memhers would have surrendered
to it an important component of their economic
sovereignty 2

A further problem is the acceptability of the inter-
national eredit created by a world central bank. Ii
gold could not be demonetized, it might have to
continue te play a pivetal role in the international

257t should be noted that while the International Mone-
tary Fund may attach conditions fo loans beyond the gold
tranche, it does not have unlimited access to the resources
of particular countries through open market operations.
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monetary system?® If gold were internationalized,
in the manner in which it has been naticnalized in
many countries, the gold backing of the world
central bank credit might be of no more than
symholic significance, without effect on the bank’s
operational rules; such action, however, would
depend on the readiness of countries to surrender
their entire gold stock. In so far as national central
banks continued to hold gold as part of their re-
serves, there would always be a danger that gold
might be preferred above other reserve assets. And
in view of the almost inevitable difference between
the rate of growth of world central bank credit and
the rise in the supply of gold, the bank would then
be placed in a position similar to that facing the
reserve currency countries today, with potential
claims on its gold exceeding its holdings. It was
for this reason that the Keynes plan postulated one-
way convertibility of gold, with the world central
bank undertaking to buy gold but not to sefl. Under
such an arrangement, however, gold would almost
certainly become superior to world central bank
credit: there would be a powerful incentive to hold
the former rather than the latter and it would be
difficult for the bank to gain any gold except through
ohligatory quota subscriptions.

Measures to strengthen the present system

This brief review of the three main types of
international monetary régimes, and the sort of
difficulties attendant on each, serves to explain why
no consensus has emerged with regard to the solu-
tion of current problemms. The fact remains, however,
that the existing gold-exchange system is faced with
a fundamental dilemma: while, on the one hand, a
continuation of the large deficit of the reserve cur-
rency countries can no longer be tolerated, on the
other hand, the elimination of this deficit implies a
potential drying up of an important source of in-
ternational liquidity. If the existing system is to
survive, measures to resolve this dilemma must he
found.

Tt is perhaps misleading to refer to “the existing
system”, as if it were something of a static nature,
when in fact important evolutionary changes have
constantly been taking place, especially in recent
years. Some of these changes, indeed, may point to
ways in which the system operating in 1965 might
be further modified so as not only to deal with the
present problem but also to avoid the difficulties

26 Alternatively, a commodity base might be considered
preferable. For a recent proposal for such a commadity
reserve currency, see “The Case for an International Com-
modity Reserve Currency”, a paper submitted to the United
Nations Conference on Trade and Deveiopment by A. G
Hart, N. Kaldor and J. Tinbergen, reproduced in volume
%H sof the Proceedings (Sales No.: 64I11B.13), pages
22-54

assaciated with alternative methods of assuring and
organizing the requisite supply of an internationally
acceptable means of exchange.

One of these evolutionary developments has been
in the functioning of the International Monetary
Fund. The Fund was set up after the war as the
institutional heart of the world monetary system,
and its resources have been increased significantly
by periodic enlargement of members’ quotas. QQuotas
now total altnost twice as much as at the beginning
of the nineteen fifties and a further 25 per cent
increase—and selectively larger increases for coun-
tries which have fallen out of line—was recoms-
mended in the latest five-year review and approved
by the Fund early in 1965. This will bring the
over-all level of guotas to $21 billion.

Within this quota total, the role of gold has not
been a rigid and limiting one. Measures have been
worked out to economize the use of gold without
increasing the use of the reserve currencies. Thus,
$800 million of Fund gold has been sold to the
United States in exchange for government securi-
ties, and the recently agreed increase in quotas pro-
vides special procedures by which the loss of gold
by the reserve currency couniries on account of gold
subscriptions—not only their own but also those of
others who may have to convert dollars into gold—
will be minimized or partly offset. A subtle change
in the relationship among the reserve currencies,
Fund quotas and gold is thus taking shape.

Furthermore, the role of the Fund as the bank
of the central banks has tended to expand. Inasmuch
as drawing from the Fund within the gold tranche
is automatic, the practice of including the reserve
position with the Fund in the reserves of each mem-
ber country has gained widespread support. The
special considerations given to credit needs for
offsetting temporary fluctuations in primary com-
modity trade, while mainly intended for developing
countries, have pointed a way to a more liberal
interpretation of conditional credit. In addition, the
Fund’s potential resources have been expanded by
such flexible devices as the General Arrangements
to Borrow, negotiated with the Group of Ten and
Switzerland.

The expansion of International Monetary Fund
resources, with various degrees of liquidity, has been
matched by bilateral extensions of credit between
central banks. As pointed out earlier in the discus-
sion, these credits have the effect of creating inter-
national reserves and enlarging the potential supply
of Hquidity. While alleviating pressure on the re-
serve currencies, they have also had the effect of
activating a number of other currencies in the opera-
tion of the international monetary system.
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At the same time, however, these arrangements
—which have been largely of an ad hoc nature—have
encountered growing resistance from the surplus
countries. For, in the final analysis, their net effect
is to transfer resources from the surplus countries
to the reserve currency countries, for the financing
of the latter's deficit. It is clear that, until the
external position of the reserve currency countries
is fundamentally changed, the system will remain
extremely vulnerable.

Among the many ideas for strengthening the
present monetary mechanism in a way in which the
interests of the surplus countries as well as those
of the deficit countries are taken fully into account
some involve the possibility of systematizing and
multilateralizing the various ad hoc measures al-
ready adopted. Doubts about the convertibility of
reserve currencies and fears of their devaluation
might in principle be removed by gold guarantees,
In its simplest form, however, such a guarantee
might be suspect when the potential liabilities added
up to something clearly larger than the stock of
gold. Nor could the guarantee be effectively limited
to official holdings, since, in the face of weakness
in the reserve currencies, private holders could
easily dispose of their foreign exchange claims which
would wind up in official institutions, The guarantee
might be more successfully limited to a special
deposit account established with the International
Monetary Fund. Such a deposit would be more
attractive than the reserve currencies because of the
gold guarantee, and more attractive than gold if
it were made an interest-earning asset. Its attrac-
tion, indeed, might be so great that it would induce
so much switching from the reserve currencies into
the special deposits that the gold cover wouid be-
come inadequate. However it is organized, the effec-
tiveness of a gold guarantee is necessarily limited
by the amount of gold available to back it up.

From this standpoint, there might be more scope
in an exchange guarantee than in a gold guarantee.
Formalization of a system of exchange guarantees
would be essentially an extension of the technique
of swaps of currency and non-marketable conver-
tible bonds worked out in a number of ad hoc bila-
teral arrangements. However, if such a system were
multilateralized—through the International Monetary
Fund, for example—ithe exchange rate structure
might tend to become even less flexible than it is
under the adjustable peg system.

The multilateralization of reserve currencies, it
has been suggested, might also be achieved through
the creation of a composite reserve unit. To start
with, the unit might consist of the major currencies
of the world-—say, those of the Group of Ten and
Switzerland—in fixed proportions. Fixing this ratio

is intended to minimize the amount of switching
from one currency to another. Such a new reserve
unit could. be handled either as an adjunct to a form
of gold standard or as the currency of a world
central bank,

In terms of the first approach, international settle.
ments would be effected by a new “bundle”, pri-
marily in gold, supplemented by the new reserve
unit (which thus perform the function now carried
out by the reserve currencies). Thé proportion be-
tween gold and the new unit in the “bundle” would
be the same as that between the aggregate of par-
ticipating couniries’ gold holdings®? and the amount
of the new unit created; and the management of the
new unit would rest with these countries rather
than with the reserve currency countries or with
the International Monetary Fund, In contrast to
present practice, gold would constitute an indispens-
able part of any settlement. Thus, even if the
amount of the newly created unit were as large as
present reserve currency hoeldings, control over
liquidity would be more stringent. An assessment
of the liquidity situation would be undertaken from
time to time and if necessary an adjustment made
in the composition of the reserve unit and in its
ratio fo gold. Actual liquidity would tend to reflect
the way in which the latent conflict of views between
deficit and surplus countries was resolved in negotia-
tion. As the system would involve the replacement
of the reserve currencies by the new unit, there
might be some risk of impairing—at least tem-
porarily-—the functioning of financial markets when
the central banks were no longer able to supply the
business community with the customary currencies.

In terms of the second approach, the new reserve
unit would be created by an appropriate central
institution. Proponents of this approach have thought
of the International Monetary Fund, suitably ex-
panded, as fulfilling this role. As long as it was
agreed that the new unit could be used for all in-
ternational settlements and that the central Fund
was alone empowered to issue it, it would not
matier whether the unit was expressed in terms of
national currencies or gold or given a new name.
If need be, such a unit could have all the attributes
of central bank money; its creation by the central
Fund would presumably be subject to various limita-
tions, ensuring, for example, that international li-
quidity would expand only within certain maximum
limits, perhaps no faster than the average annual
rate of growth of world production or trade. Since,
as in the case of domestic credit creation, there is
really no foolproof formula which would guard

27 Presumably each country would pool its existing gold
holdings but, to prevent a prior scramble for gold, its alloca-
tion of reserve units would probably have to be based on
some historical average of its holdings of pold.
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against excesses or deficiencies, the creation of in-
ternational reserves would alinost certainly have to
be a2 matter of deliberate decision.

While ideas are fairly clear in regard to many of
the desirable attributes of an international monetary
system, there are still wide divergencies of opinion
in regard to the precise nature of the machinery
likely to serve the purpose most adequately. Institu-
tional innovations will have to be painstakingly
negotiated if confidence in international financial
innovations is to be cultivated, and negotiations will
have to take into account the various views and
reservations of individual countries. The result will
probably be the progressive moderation of extreme
positions, especially in the shaping of interim
measures.

The international monetary system is a delicate
mechanism and untried régimes inevitably involve
large risks Nevertheless, the need for reform has
been universaily recognized, and wide-ranging studies
have been instituted by the Group of Ten, as well
as by the Tnternational Monetary Fund, the Orga-
nisation for Economic Co-operation and Develop-
ment (QECD)} and the EEC, and these should
pave the way for the necessary negotiations regard-
ing the future shape of the international monetary
system. "8

2% As far back as 1953 the International Monetary Fund
was asked by the United Nations Economic and Social
Council to report on the adequacy of international reserves,
and ir 1058 the Fund published another study, Fateriational
Reserves and Liquidily, carried out at the request of its
own members [n response to the growing interest and
concern—some of it expressed at the annual meeting in
1963 — the LFund published the results of further inquiry
in its 1964 dnunal Report. This and other studies {mentioned
beaw} were discussed at the annual meeting in Sepiember
1964,

The problem was also under investigation in other
interested hodics In 1961 the finance ministers of FIEC
countries, acting through the EEC Monetary Committee,
appointed a group of experts representing member central
banks to examine the question of international liquidity and
the various proposals that had been made for the reform
of the international monetary system. The experts’ repost
on Current Problews of International Liguidity was endorsed
and presented in summary form in the Fonrth Repor! on
the Activity of the Monctary Connmitter in March 1962
The EEC Monctary Commiftee has pursued the problem
further in its subsequent annual reports, the latest {seventh)
of which was published in February 1965

Immediately after the annual meefing of the IMF i
1963, the finance ministers and central bank governors of
the Group of Ten directed their deputies to undertake
“a thorough examination” of the international monctary
system The resulting report was endorsed in June 1964 in

If such negotiations come to be conducted under
the shadow of the current imbalances, it would he
important not to let the apparent conflicts of in-
terest between present deficit and surplus countries
obscure the longer-term perspective, and hamper
the evolution of a monetary régime that would be
flexibie enough to provide for periodic transforma-
tions in the payments balances hetween countries,
Whatever its flexibility, however, no system can
ensure comtinuous smooth working. In the final
analysis, in a régime of sovereign national govern-
ments, it will be the decisions of these governments
that will determine the success or failure of the
international monetary system. Willingness fo co-
operate and a concern for the international repercus-
sions of domestic measures on the part of individual
countries could compensate for the short-comings of
any system. Conversely, even an ideal system will
not function properly in the absence of appropriate
responses from its participants.

The working of the monetary system caniot be
separated from the general problem of international
co-operation, not only in matters of obvious inter-
country concern (as in the case of commercial policy
and aid policy and so on} but also in matters often
regarded as more strictly domestic (such as fiscal
policies, monetary policies and incomes policies).
From this point of view, the principle of “multi-
lateral surveillance” for balance of paymenis pur-
poses enunciated at the annual meeting of the IMF
in 1964 is a significant and useful first step. Whether
this beginning will point the way towards broader
and closer co-operation and co-ordination not only
among the central bankers but also among the finance
ministries, planning agencies and other economic
policy making bodies will determine the nature of
the framework within which an international mone-
tary system must work,

a Ministorigl Stetement in which it was published as an
annex The ministers also approved “the arrangements made
by their deputies for a study group to cxamine various
proposals regarding ihe creation of reserve assets” ‘This
proup—Iinown affer its chairman as the Ossola Com-
mittee—was due to report in mid-1965.

In order to carry out the multifateral surveillance agreed
to by the Group of Ten, the Bank of International Settle-
ments and Working Party 3 of OECD have been provided
with confidential data bearing on international balances of
payments Working Party 3 has also been invited by the
Group of Ten to study measures for “the smooth function-
ing of the intermaticnal monetary system” through the
“avoidance of major and persistent international imbalances”
and “the cffective use of appropriate policies hy national
governments”
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Annex

Table 2A-1. Developed Market Economies: Industrial Production and Gross National
Product, by Country, 1962-1964

(Percentage change from preceding vear)

Gross nativnal product

Industrial production fat constant prices)
Region and country 1962 1963 1964 1942 1963 1964
North America
Canada 8 5 9 b 5 6
United States 8 5 6 6 3 5
European Zconontic ¢ onnnunity
Belgium i} 7 7 4 4 3
France . 6 4 8 7 4 5
Germany (Federal Republic) 3 4 9 4 3 6
Italy 10 8 1 ] 5 3
Luxembourg —4 1 0 —1 1 G
Netherlands & 5 9 3 4 6
Lwrapean Free Trade Association
Austria 2 4 8 2 4 6
Denmark 5 2 7
Norway 5 5 7 3 5 6
Portugal 3 9 9 7 5
Sweden 1 3 6 4 4 &
Switzerland § 3 5
United Kingdom H 5 7 1 4 6
Other western Europe
Finland 7 8 3 4 5
(ireece f 5 12 3 9 9
Teeland . 8 7 i)
Treland ¢ 7 9 3 4 4
Spain 7 11 13 19 12 8
Turkey 7 8 6 7 5
Japann 4 16 15 5 12 O]
Australiab —_ 10 7 1 15} 5
New Zealandn 3 5 7 1 4
South  Africa 7¢ 14 14¢ 8 8 8
Sonrce: Burcau of General Economic Re- ® Fiscal years starting on 1 April of years
search and Policies of the United Nations Sce- indicated.
retariat, based on data from Statistical Office . .
of the United Nations, Yearbook of National . PFiscal years ending on 30 Jume of years
Aeccounty Statistics; Qrganisation for Economit indicated.

Co-vperation and Development, Griteral Statisti-
cal Bulicfin, and official national sources. ¢ Manufacturing oaly.
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Table 2A 2. Developed Market Economies: Gross National Produet and its Main Components, by Country,
Actual 1962-1964 and Forecast for 1965

(At consiant prices; percentage change from preceding year)

Region, couniry and year MBGE'EZ-:S.LI Personal Public. | Fized gf:g‘f::;zf;i’;;; Cl:g:ge
product consimftion constempiion invesiment inventoriesh
Exports Imports
North America
Canada
1962 6 4 1 3 5 2 1.3
1963 5 4 — 4 g 2 10
1064 6 6 4 14 12 1 08
1965% 5 10 . e
United States
1962 6 5 6 8 7 9 il
1963 3 4 3 4 6 6 09
1964 5 5 1 6 13 7 06
19650 4 5 — 4
European Economic Community
Belgium
1962 4 4 5 4 9 3 03
1663 4 5 7 2 7 B 02
1964 5 5 2 10 10 11 04
1965 3.5 4 2 3 75 7
France
1962 7 7 4 7 3 9 16
1963 4 6 2 6 8 12 11
1964 . 5 5 2 6 8 1z 15
1565 3.5 4.5 3 5 8 7.5
Germany {Federal Republic)
1962 | ‘ S 4 6 12 6 4 12 11
1963 3 3 7 2 10 8 09
1964 6 4 4 9 10 8 13
1965 5 5 3 6 5.5 6.5
Italy
1962 6 7 4 9 11 15 12
1963 5 10 5 6 7 21 0638
1964 3 2 4 —7 11 3
1965 3 3 4 3 10 11
Luxembourg
1962 - —1 o
1963 . 1 1 1 1 1
1964 6 6 4 12
Netherlands
1962 3 5 7 3 6 8 15
19063 4 7 3 4 6 10 13
1964 6 6 e 15 10 14 27
1563 35 35 1 3 7.5 5 14
European Free Trade
Association
Austria
1962 2 5 2 —2 7 9 25
1963 4 5 5 i 9 4 15
1964 6 4 6 g 8 9
1965 5 4 4 8
Denmark
14962 3 7 12 8 5 14 24
1963 . 2 1 7 —d 11 —1 —
1954 o 7 6 5 15 8 13 20
1965 o 4 3 12 3 7 6
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Table 2A-2. Developed Market Kconomies: Gross National Product and its Main Components, by Country,
Actual 1962-1964 and Forecast for 19653 (continued)

(At constant prices; percentage change from preceding year)

Forei .
Region, eountry and yeor Mct';:g;':,; Personal Public . Fived no:a;:' g:d‘;ﬂfgi::?: Ch?,:’”
product consumpiion  consumption invesiment inventories
Exports Tmports
European Free Trade Association
{continued)
Norway
1962 3 3 7 6 6 6 0.5
1963 5 4 6 8 11 10 05
1964 G 3 6 4 10 7 0.3
1965 5 3 6 7 6 8 .
Portugal
1962 7 -1 7 1 26 ) 23
1963 5 12 —_2 9 4 11 —1.3
Sweden
1962 4 4 8 4 7 6 0.7
1963 4 5 5 7 7 7 0.3
1964 6 4 4 8 9 9 0.5
1955 4 25 7 5 5.5 7
Switzerland
1962 5 7 G 1l 6 10 25
1963 5 6 6 6 5 5 14
1064 5 6 n 7 10
United Kingdom
1962 1 2 2 -] 3 2 03
1963 4 4 3 2 5 4 04
1964 6 4 3 16 4 8 16
1965 3.5 25 3 85 2 1
Other westerns Enyrope
Finland
1962 3 4 10 —1 7 6 05
1963 4 3 8 1 3 —1 15
1964 5 4 4 14 8 17
1965 5 6 4 5 7 7
Greece
1962 3 4 5 -8 12 —3 21
1963 9 9 ~0 13 —3 24
1964 9 . . .
1965 8
Iceland
1962 8 10 8 17 22 20 —10
1963 7 8 3 30 5 18 —10
1964 6 6 4 1¢ 7 12
Ireland
1062 3 3 5 15 -1 6 13
1963 4 5 6 iz 7 10 07
1964 4 4 4 14 3 9 15
1665 4 4 2 10 6 .
Spain
1962 . ‘ 10 5 20 35 12 32
1963 . 12 12 12 15 7 17
1964 . 8 8 2 3 21 10
Japane
1962 . e 5 8 10 7 16 ] 30
1963 . . 12 9 11 12 9 24 6.1
1964 . ‘ 9 8 9 16 20 8 18
1865 . 75 8 7 8 1} 10
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Table 2A-2. Developed Market Economies: Gross National Product and its Main Components, by Country,
Actual 1962-1964 and Forecast for 1965 (continued)

{At constant prices; percentage change from preceding year)

Forcign trade i :
Region, country and yedr ,,ﬁ’;‘;;‘;‘; Persona! Public . Fixed goggg’g::‘u’ '.;‘:.-r:u':;cl‘s Ch?,:sac
product consumplion constimplion investment inventoricss
Exports Twports

Australiad

1662 1 3 5 - 12 —15 —13

1963 6 6 4 7 —1 21 20

1964 5 5 6 10 16 9 i3y
South Africa

1962 8 7 14 o 4 3 a7

1963 8 9 11 15 5 19 17

1964 8 i1 3 16 3 25 19

Source; Bureau of General Economic Research and Poli- b Original official forecasts at cutrent prices have been
cies of the United Nations Secretariat, based on data from deflated on the basis of the assumption that price changes
Statistical Office of the United Nations, Yearbook of between 1964 and 1965 will equal those registered between
National Accounts Statistics, and official national sources. 1963 and 1964

R At curremt prices, as percentage of gross national ¢ Fiscal years starting on 1 April of years indicated

product at current prices, d Fiseal years ending o 30 June of years indicated.
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Table 2A-3. Developed Market Economies: Personal Consumption and its Main
Components, 1962-1964

(At constant firices, percontage change from preceding year)

Region Faod, Parattes
colmfrygm:d' year T otal ilf;g(:i-!:‘n Clothing Darelling Hmrscl;ni’n’ Passenger
poods carse
North America
Canada
1962 4 2 2 3 3 15
1963 4 2 1 8 4 21
1964 6 3 3 4 10 23
United States
1962 5 4 4 5 5 19
1963 4 3 3 5 6 9
1964 5 5 8 5 12 7
Enropean Economic Community
Belgium
1962 4 2 5 - G G
1963 5 2 10 — 8 19
1964 5 i 12 1 11 18
France
1962 7 4 3 0 1l 28
1963 6 4 9 3 11 15
1964 5 i 5 3 i}
Germany (Federal Republic)
1962 ] 4 6 7 3 11
1963 3 2 1 7 w 2
1964 .4 4 6 3 4
Ttaly
1962 7 5 7 3 16 29
1663 10 7 6 2 25 44
1964 2 —13
Netherlands
1662 5 4 6 2 16 20
1963 7 5 8 2 15 25
1964 [i] 3 8 3 12 25
Ewropean Free Trade A ssociation
Austria
1062 5 3 7 1 7
1063 5 3 2 7 5
1664 4 4 3 7 7
Denmark
1962 7 3 7 { 9 28
1963 1 4 3 4 —7 7
1004 i} 4 6 4 9 14
Norway
1062 3 2 6 2 8 —
1963 4 2 3 2 8 13
1964 3 2 1 — 7 10
Sweden
1962 4 3 s 4 —1 10
1963 5 1 6 4 17
1964 4 4 5 4 7 6
United Kingdom
1962 . — — 2 — 6
1063 4 1 4 z 5 29
1964 4 2 3 2 4 19
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Table 2A-3. Developed Matket Economies: Personal Comsumption and its Main
Components, 1962-1964 (continued)

(At constant prices; percentoge change frowm preceding year)

Reai Foad, Durables
mm;a;ﬁym Tatal ti;;:: i.a Clothing  Duwelling ~ gt Passenger
gocas carst
Other western Europe
Finland
1562 S 4 4 2 3 14 48
1963 ... .o esieens 3 5 — 3 —5 27
1964 o e, 4 3 3 3 12 32
Treland
1962 . i enaa .3 2 —_ 1 11 12
1963 . ..o Lo 5 2 9 1 18 16
1964 ... 4 o 11
Japanb
1962 e ... 8 1 3 11 49
1063 U 2 8 7 15
1964 oo 8 5 1 1 3
Australioe
1962 3 4 —1 4 —2 -3
1963 6 4 2 4 9 32
1964 5 3 7 4 3 16
South Africo
1962 7 3 10 1 3 11
1963 R 5 19 3 16 16
1964 U 3 . . 34
Sowrce: As for table 2A-2. e Fiscal years ending on 30 June of years
indicated.

o Repistration of new passenger €ars.

b Fiscal years starting on 1 April of years
indicated,
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Table 2A-4. Developed Market Economies: Gross Domestic Fixed Investment and its
Main Components, 1962-1964

(At constant prices; percentage change from preceding year)

Regi ouniry and year ¢ i ! ; . General
gion, ¢ ¥ Yea Total Housing Manufocturing governments

North America

Canada
1962 . s ennesanaes 3 5
1963 i aeieneean 4 4
1964 ... b neaneenan e e 14 10
United States
962 . ... . o 8 10 7 2
1063 ... .. e 4 4 6 2
o640 L . 6 1 16
European Economic Community
Belgium
1962 . 4 ~-10 4 14
1963 ... ... o 2 —8 6 17
1964 .. L . 10 10 o 24
Franece
1962 7 5 gb 14
1963 e 6 8 3b 11
1964 ‘ e e 6 10 3b )
Germany {Federal Republic)
1962 S 6 2 —6 12
1963 2 3 —3 14
1964 9 15 8 1
Iialy
w62 ... . . . g9 15 ge w12
963 . ... L. . i) 9 7e P
1964 . e e —7 . .
Netherlands
wez 3 —6 6e 8
1963 . . . 4 6 3e 3
1964 . 15 27 15
European Free Trade Association
Austria
1962 . oo . —2 2 g 3
1963 . . U ) 1 —12
1964 ) . 9 -1
Deamark
1962 . . 8 5 8 7
1963 . . i} —4 w4 3
1964 15 28 14
Norway
1962 6 3 11 12
1063 B i 1 4
1964 4 2 4 11
Sweden
1962 4 9 -1 9
1963 7 7 -3 23
1564 g Hi —5 7
United Kingdom
1062 o —1 3 —8 4
1963 . . ‘ 2 3 —10 7
1964 . . 16 26 i3 18
Other western Europe
Finland
1962 . 3 14 3
147i% 1 3 9

1064 . e e 14 —18 13
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Table 2A-4. Developed Market Economies: Gross Domestic Fixed Investment and its
Main Components, 1962-1964 (continued)

(At constant prices; percentage change from preceding year)

Region, coundry and yeur T otal Housing Manufacturing ga'g;c‘;:f;az;t*
Japand

1962 7 23 —-5b 32

1963 12 34 6b 13

1964 16 26 12v

Source: Bureau of General Economic Re-
searcl and Policies of the United Nations Sec-
retarizt, based on data from officisl national
50UrCes

o Excluding government enterprises

b Private enterprises.

¢ Including mining, quarrying, construction,
electricity, gas, water and sanitary services

d Fiscal years starting on 1 April of years
indicated

Table 2A-5. Developed Market Economies: Employment and Unemployment, 1962-1964

(mmnal sverages)

Percentage change from
freeceding year in fotal
civilian empdoynient

Lgtimated civifion

Pereentage unemploved?
tabour force in
1962

Fegion and eoiplry

1ma2 1963 1984
1942 1943 1944
North America 783
Canada . 66 3 2 4 59 55 47
United States 719 2 1 2 56 57 5§72
Furopean Economic Conpmunity 720
Belpium 36 2 1 1 33 27 23
France . R 188 1 2 1 10 09 09
Germany (Federal Republic) 255 1 — e 07 0.8 08
ftaly . 198 5 Ry — 31 25 27
Luxembourg 01 2 Pl KL . . .
Netherlands o 42 2 2 i 08 09 08
European Free Trade Associa-
tion . 415
Austria 3 4e 1 —_— 1 27 29 7
Denmark 213d 2 1 3 33 43 28
Norway 144 1 1 1 14 17 15
Portugal 3.4d ‘
Sweden . 7 1 2 —_ 13 1.4 12
Switzeriand 254 : 1 2 .
United Kingdom 2590 i - 1 21 26 16
Other aesfern Europe 3240
Finland 22 1 wr ] 1 12 15 15
Greece 37¢c 29 19 18
Tceland 1 . . .
Ireland 11e —— — . 57 6.1 57
Spain 11 9 Gl gb kL 68 09 11
Turkey . 13.04 Go 64
Jupan 461 1 i 1 09 09 08
Anstralia 4 2e ke 4 13 10 05
New Zealand 09 2 2 3 — 01 01
Sonth Africa q7¢ 1 2 7 63 59 4.5

Source: Statistical Office of the United Nations, Monthiy
Budletin of Statistics; International Labour Office, Yearbook
of Lubour Statistics, 1964 {Geneva}, and official national

able for hire Percentages are not comparable between coun-
tries, owing to differences in definition.
b Industrial employment only.

SOUrCes ) ) . ¢ 1961,
u Generally the ratio of registered applicants for work or 41960
surteyed unemploymert to the civilian labour force avail- e 1953
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Table 2A-6. Developed Market Economies: Prices and Earnings, 1962-1964

{dnnual gverages; perceniage change from preceding year)

‘s Wage
. - Evport I Tmpl i
Fegion, country and year H";’l}f’?'_flf';:h C'};;—"E:;:M !‘[:':1?‘" "':’fl’ﬁ"‘ Gr’,’g’n’;‘; ,';f(fﬁg:lzrf :-':1,;;::1,:3‘;
value value product Fucturing
North America
Canada
1962 3 1 -3 —1 15 3
1963 2 2 o 3 18 4
1964 1 2 2 3 23 4
United States
1962 — 2 ] R4 09 3
1963 — 1 — 1 1.7 3
1964 — 1 1 3 1.7 3
European Economic
Comnunity
Belgium
1962 i 1 —1 -2 23 4
1903 3 2 e - 35 8
1964 3 5 3 3 33 10
TFrance
1962 3 4 — — 47 §n
1963 4 5 2 _— 54 on
1964 2 3 3 2 Z8 7u
Germany (Federal Republic)
1962 1 3 1 el 46 11
1963 1 3 —1 o 27 7
1964 1 3 1 1 290 9
Italy
1962 3 5 I 58 15
1963 3 7 2 1 8z 17
1964 4 i} 1 3 60 10
Netherlands
1962 1 3 — P 38 10a
1963 2 5 2 1 45 Ga
1964 6 5 3 3 76 14a
Enropean Free Trade
Association
Austria
1862 ] 4 4 —_ 31 6
1963 32 3 —_ — 23 6
1964 6 4 2 37 9
Denmark
1962 3 7 z —1 68 10
1963 3 6 2 2 56 5
1964 3 2 2 1 53
Norway
1962 2 & | —1 38 ]
1963 - 3 —1 } i8 5
1964 5 5 3 1 360 5
Portugal
1962 1 3 -2 5
1963 —— 2 4 -
1964 1 4 6 2
Sweden
1962 2 5 —3 -1 46 11
1963 3 3 - 3 35 8
1964 5 3 4 3 13 6
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Table 2A-6. Developed Market Economies: Prices and Earnings, 1962-1964 (continued)

{ Annugl averages; percentage change from breceding year)

- Wauage
Region, conntry and year nggggi’e Cb;r\}::‘r;er E:f:?tﬂ f'::f::_"" I;’}Pé:_‘;ﬁ;ﬂff&i?"‘ar ﬁ?';:::;:ﬁf
value wvalue product Facturing
European Free Trade
Association {continued)
Switzerland
1962 . 3 4 3 ] 56 7
1963 .. o evieiiieens 4 4 4 3 53 7
1964 . 3 K| 4 2 6
United Kingdom
1962 . e 5 1 el 38 40
1663 2 2 3 4 38 3n
1964 4 3 2 4 27 4a
Other western Europe
Finland
1962 .. .. . 2 5 -] 1 49 6
1963 ... . 3 4 4 2 48 7
1964 8 10 10 11 76 13
Greece
1962 .. .. . - — 2 —1 2.5
1963 ... 6 3 14 — 16
1864 S ‘ 4 1 —1 3
Iceland
1962 . ... ... 11 123
1963 ... 13
{reland
1962 .. 4 5 1 —— 38 12
1963 1 2 2 1 28 3
1964 6 6 7 3 89 12
Spain
ez . . . 5 6 9 -1
1963 . ... .. 4 8 4 1
1964 4 7 e 5
Turkey
1662 5 4
1063 4 10
1964 -1 -1
Japan
1962 —2 7 -3 o} 51 10
1963 2 8 3 3 08 11
1964 Ll e 3 1 1 iz 10
Australio
1962 —3 —_ 1 — 10 28
1963 2 1 12 1 19 1=
1964 3 2 3 1 28 3
New Zcaland
1962 — 3 2 —2 62 2
1963 3 2 9 - 5.0 2
1964 $ 4 9 1 4
South Africa
1962 i 1 ond —1 06
1963 i 1 i 4 18
1964 2 3 6 —1 30

Sowree: Bureau of General Economic Re-
search and Policies of the United Nations Sec-
retaring, based on data from Statistical Office
of the United Nations, Monthly Bulletin of

Statistics; International Monetary Fund, Inter-
nattonal Financiel Statistics, and official na-
tional sources.

1 Wage rates.
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Table 2A-7. Wage Drift in Selected Countries, 1960-1964
(Percentage)
Couniry and ttems 1960 1981 1962 1963 1964 Auverageb
Denmark
Average hourly wage earnings, percentage change from pre-
ceding vear:
1. Actuaic . 68 124 10.5 83 95
2. Negotiated e e ewanecannaaaeaes 11 88 28 49 4.4
Wage drift 57 36 7.7 34 51
Wage drift as percentage of actual 838 20.0 733 410 537
Sweden
Average hourly wage carnings, percentage change from pre-
ceding year:
1. Actual . 70 75 9.5 65 6.0 7.3
2. Negotiatedd 50 50 75 50 4.0 53
Wage drift . 20 25 20 15 20 20
Wape drift as percentage of actual 286 333 210 231 333 274
Norway
Average hourly wage carnings, percentage change from pre-
ceding year:
1 Actoal 60 7.0 105 63 6.6 76
2. Negotiatede 50 85 46 4.7 57
Wapge drift . 20 20 17 19 19
Wage drift as percentage of actual 286 190 270 288 259
United Kingdom
Average houtly wage earnings, percentage change from pre-
ceding year:
1. Actual 81 70 41 4.1 82 63
2. Negotiatedf 58 64 42 23 57 48
Wage drift e 26 06 —01 18 25 15
Wage drift as percentage of actwal .. .. .. ... .. . . ... 321 86 -2 4 439 3035 238
Belgimm
Average hourly wage earnings, percentage change from pre-
ceding year:
1. Actual 38 36 77 84 101 81
2. Negotiated 55 6.9 62
Wage drift o 22 1.5 i8
Wage drift as percentage of actusl . 286 17.9 222
Netherlands
Average hourly wage ecarnings, percentage change from pre-
ceding year:
1. Actual . 9.3 74 88 6.9 1148 g8
2. Negotiated 9.0 26 76 4.4 1238 71
Wage drift 05 48 12 25 -} 98 16
Wage drift as percentage of actual 53 64.9 136 362 —7.98 18.2
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Table 2A-7. Wage Drift in Selected Countries, 1960-1964 (continued)

(Percentage)
Comnstry and ftemt 10640 1961 1962 1963 1844 Average®
Federal Republic of Gerntany

Average hourly wage earnings, percentage change from pre-

ceding year:

1. Actual 0.4 106 11.3 71 84 S

2 Negotiated 69 83 10.4 61 73 78
Wage drift 25 23 09 10 il 16
Wage drift as percentage of actual 26.6 217 80 141 131 170

Sonrce: Bureau of General Egonomic Research and
Policies of the United Nations Secretariat based on data
from Organisation for Economic Co-operation and Develop-
ment, Ecoromic Swrveys (Paris); Banque nationale de
Belgique, Bulletin d'information cf de dociomentation {Brus-
sels); Denmark, Ecanomic Secretariat of the Government,
Economic Survey of Denmark, Department of Statistics,
Sratistishe Lifterretninger {Copenhagen); Federal Republic
of Germany, Statistisches Bundesamt, irtschaft wnd Sta-
Hstip (Stuttpart) ; Netherlands, Central Burean of Statistics,
Sociale  Maandstatistick  {Zeist); Norway, Ministry of
Finance, The National Budget of Norway (Oslo}; Sweden,
National Institute of LFcomomic Research, The Swwedich
Economy (Stockholm); United Kingdom Treasury, Eco-
nomie Report on 1964 (London)

Note; Data on wages are not strictly comparable among
countries In Belgium, data refer to all industrial workers
with the exception of those in transportation; in the Federal
Republic of Germany, to workers in manufacturing and

mining; in Sweden, to all employees; in the United King-
dory, to all full-time manval workers in manufacturing,
mining and guarrying (except cozl), construction, gas,
electricity and water, transportation and communications
services (except British Railways, London Trapsport and
British Road services) and public administration

t Countries arranged in descending order of average
annual wage drift as percentage of actual earnings

b Annual compound rate hetween terminal years: 1950-1963
for Demmark; 1959-1964 for the Federal Republic of
Germany, Netherlands, Sweden and the United Kingdom;
1960-1964 for Norway; 1961-1963 for Belgium

e Incinding cost of living adjustments.

4 Bxelading overtime and shift pay

e Including social insurance prentums

t Average hourly wage rates.

£ October 1963 to April 1964
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Chapter 3

RECENT ECONOMIC TRENDS IN DEVELOPING COUNTRIES

In most of the developing countries economic
activity in 1964 was at a higher level than in 1963:
in the aggregate, gross domestic product probably
rose by around 5 per cent, significantly more than
in 1963. External demand again contributed strongly
to the increase, total export receipts rising hy close
to 8 per cent. The increase in output was a fairly
general one, all the principal sectors expanding at
refatively favourable rates, mining by 7 per cent,
manufacturing hy 6 per cent and agriculture, in the
1963/64 crop year, by 3 per cent. With real imports
more than 5 per cent higher in 1964, the total volume
of supplies available to developing countries was
also about 5 per cent greater than in 1963, This
increase in supplies helped to improve internal
stability in a number of countries, just as the in.
crease in export receipts coutributed te a further
improvement in the external balance.

Notwithstanding these favourable developments,
however, most of the longer-run problems remain.
The widespread gain in external liquidity still left
many developing countries with a heavy burden of
debt, much of it maturing in the immediate future.
The better agricultural outturn still feft many coun-
tries facing a rather precarious relationship hetween

accelerating population growth and a lagging do-
mestic food sector. The sharp increase in total
suppties available from local production and imports
still left a number of countries in a state of acute
internal disequilibrium, with monetary demand in-
flated in ways that were proving very difficult to
correct

Efforts to solve these long-run problems may be
handicapped in 1965 by some deterioration in the
current situation. After having improved for two
years, the terms of trade have ceased moving in
favour of the developing countries, and 1965 opened
with export prices lower than a year earlier and
drifting downwards Prospects for 1964/65 crops
were generally less favourable than actual harvests
of 1963/64 And forecasts of economic growth in
the industrial countries that constitute the principal
market [or the developing countries suggest that the
demand for imports may lose some of its buoyancy
during the year. Unless there is an offsetting in-
crease in the flow of capital to the developing coun-
tries, this could result in the drawing down of
foreign exchange reserves and a renewal of balance
of payments strains.

Foreign trade and payments

Under the impetus of continued economic expan-
sion in most parts of the world, the volume of
exports from the developing countries as a group
increased Dby about G per cent between 1963 and
1964, maintaining the rate of growth achieved in
the previous three years of the Development Decade.
With the prices of a number of primary commodi-
ties averaging somewhat higher than in 1963, the
combined unit value of exports of developing coun-
tries rose by about 2 per cent. Together, these
increases resulted in a gain of almost 8 per cent
in the aggregate export earnings of developing coun-
tries. This rise—of ahout $2.7 billion—was well
distributed, though not nearly as widely as in 1963,

Reflecting earlier improvements in iaternational
liquidity, and rising steadily throughout the year,
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the volume of imports into the developing countries
was about 5 per cent above the 1963 level, a gain
much greater than in any of the three previous years
of the Decade. Import unit values again rose slightly
in 1964, and total import expenditure was about
$2 billion greater than in 1963

With exports again increasing more than imports,
the over-all trade bhalance of developing countries
registered its third successive improvement. Pre-
liminary information indicates that the combined
deficit in 1964 was around $0.3 billion, compared
with $1.0 billion in 1963 and as much as $3.4 billien
in 1961,

The reduction in the over-all trade deficit was
largely the result of relative changes in volume, but
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since 1962 price movements have also contributed to
the improvement. In 1964 the average unit value
of exports again rose more than that of imports, and
as a result the terms of trade of developing countries
improved by a further one per cent in 1964, How-
ever, the gains in 1963 and 1964 were not sufficient
to restore the relationship of export to import prices
prevailing at the beginning of the Development
Decade. And as the year advanced, primary commod-
ity prices tended to drift downwards and prices of
manufactures to creep upwards, reversing the im-
proving trend that had characterized the terms of
trade since mid-1962,

ExXrorRT BEARNINGS

Between 1963 and 1964 there was a widespread
increase in the volume of exports from developing

couniries but the extent of the expansion varied
considerably : viewed regionally, it was negligible in
Latin America and only about 2 per cent in southern
and south-eastern Asia but over 12 per cent in
Africa and West Asia. These disparities have per-
sisted throughout the first four years of the Develop-
ment Decade: the average annual rate of growth
in export quantum has been less than 4 per cent
in Latin America, about 5 per cent in southern and
south-eastern Asia, about 8 per cent in Africa and
9 per cent in West Asia (see table 3-1).

Rising by a further 2 per cent between 1963 and
1964, average export unit values almost regained
the 1960 level. The gain was concentrated in Latin
America and Africa; export prices in Asia re-
mained at the low 1962 average (sce table 3-2).

Table 3-1. Developing Countries: Indices of Export and Import Quantum, 1960.1964

(1960 == 100)
Reai Export guantum Tmport quantim
coron 1961 1962 1963 1964= 1961 1962 1943 1964
Developing countries? 104 111 119 126 104 106 109 114

Latin Americat 103 111 114 114 104 105 106 111
Adfricat 106 113 122 137 101 95 98 105
West Asia® . . 106 1z 127 142 105 106 111 125
Southern and south-eastern Asiaf 104 111 121 124 105 108 114 114

Source: Burean of General Economic Research and Poli-
cies of the United Nations Sccretariat, based on data from
the Statistical Office of the United Nations.

¢ Preliminary; based, for most couniries, on less than
twelve months’ returns.

b Latin America, West Indies, Africa (other than South
Africa) and Asia (other than mainland China, Mongolia,
North Korea and North Viet-Nam).

¢ Twenty republics.

These differences reflect rather diverse movements
among the various primary commodities, with Africa
and Latin America benefiting most notably from
favourable changes in the prices of coffee and non-
ferrous metals.

4 African continesnt {other than South Africa) and associ-
ated islands.

¢ Aden, Bahrain, Cyprus, Iran, Iraq, Israel, Jordan, Ku-
wait, Lebanon, (atar, Saundi Arabia and Syria.

f Afghanistan, Brunei, Burma, Cambodia, Ceylon, China
(Taiwan}, Hong Kong, India, Indonesia, Laos, Macao, the
TFederation of Malaya, North Borneo, Pakistan, the Philip-
pines, the Republic of Korea, the Republic of Viet-Nam,
Ryuleyu Islands, Sarawak, Singapore and Thailand,

As a result of these movements in export quantum
and unit value, the developing countries increased
their export earnings by about 8 per cent between
1963 and 1964, The West Indies was the only region
to register a decline—in the wake of the collapse of

Table 3-2. Developing Countries: Changes in Unit Values of Exports and Imports, 1960-1964

(1960 =100}

Regi Linit value of exports Uit value of imports Terms of trade?

e Tosl 1982 1043  194fc 1961 1967 1963 1964 1961 1962 1063 1964t

Developing countries 97 a5 97 99 99 98 99 100 98 96 98 09
Latin America 93 06 99 106 160 100 99 100 99 97 101 106
Africa . S e 96 g4 97 100 100 102 103 104 $53] 92 94 96
West Asla . . 98 g8 98 98 100 100 160 101 g8 28 98 97
Southern and south-castern Asia 04 91 91 01 98 97 o8 99 96 94 93 92

" Source: See table 3-1.
& Ag defined in table 3-1.
b Unit value of exports by unit value of imports.

¢ Preliminary; based, for most countries, on less than
twelve months' returns.
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the 1962-1963 sugar boom. Elsewhere expansion
was general: it ranged from 3 per cent in southern
and south-eastern Asia and 7 per cent in Latin
America to 12 per cent in West Asia and 14 per
cent in Africa (see table 3-3).

In the first four years of the Development Decade
the average annual rate of growth in export receipts
has been held down by lagging prices to about 3
per cent in southern and south-eastern Asia and
boosted by more buoyant prices to about 5 per

Table 3-3. Developing Countries: Indices of Value of Exports and Imports, 1960-1964

Lxports f.o.b.

Tmporis e i f.

Regions Helue, 1960 Index of value Falue, 1960 Index of value
(billions (1968 == 108} (biliions (1940 = 100}
of deltars) of dolfars)
P61 1942 1963 19640 1961 1962 1963 I944v
Developing countries 273 1) 6 115 124 300 103 104 108 114
Latin America 8.6 101 106 113 121 84 104 105 105 331
West Indiese 14 109 113 115 113 1.9 107 108 109 115
Africa 52 102 106 119 136 6.4 101 o7 102 O
West Asia . 43 104 115 124 139 32 105 107 110 126
Southern and  south-eastern

Asia 77 98 100 111 114 98 102 104 112 114

Source: Statistical Office of the United Nations, Monthly
Bulletin of Siatistics; International Monetary Fund, Interng-
tional Finaneial Statistics {Washington, D.C.).

8 As defined in table 3-1.

cent in Latin America. Affected rather less by
price changes, carnings in West Asia and Africa
have risen at about 9 per cent a year.

The principal component of the expansion of de-
veloping countries’ exports in 1964 was the flow to
the European Economic Community (EEC) which
was about an eighth ahove the 1963 level. Most
regions participated in this but the most notable
gains were those of southern and south-eastern
Asia and Africa. Proportionately even larger was
the rise in exports to fapan, even though the rate
of growth was cut back sharply from the extraor-
dinary figure of 1963 when Japanese inventories
were being built up. Exports to the United States
increased more moderately—about 6 per cent—hut
substantially faster than hetween 1962 and 1963;
all developing regions shared in this expansion but,
as in 1963, the growth in Latin American ship-
ments was no more than nominal. The increase in
exports to the United Kingdom was only 2 per
cent, well below the gain registered in 1963; as in
the case of trade with the other industrial regions,
it was Africa that registered the greatest expansion
{sec table 3-4)

One reason for the steep rise in African exports
in recent years has heen the development of its
petroleum resources, particularly in Libya which
has become a major exporter since 1961 when its
first pipeline was completed. Apart from increases
in volume, African export earnings benefited from
a number of price increases, most notably for non-
ferrous metals and ores (which resulted in a very
large gain in Zambia), coffee (which gave Angola,

b Preliminary; based, for most countries, on less than
twelve months’ returns.

¢ Consisting mainly of Barbades, British Guiana, British
Honduras, Guadelonpe, Jamaica, Martinique, Netherlands
Antilles, Surinam and Trinidad and Tebago.

Ethiopia, the Ivory Coast and Uganda over-average
increases) and ground-nuts (which helped to do
the same for Nigeria and Senegal). Cotton prices
were marginally higher, and this heiped to sustain
the earnings of Mozambique and the United Arab
Republic, but could not prevent a sharp reduction
in those of the Sudan in the wake of a poor crop.
And offsetting these price advances to some extent
were declines in sugar, cocoa and iron ore which
reduced the receipts of Mauritius and Réunion and
held down those of Cameroon, Ghana and Tunisia
{see annex table 3A-1).

These price movements had an even more favour-
able impact in parts of Latin America: several of
the coffec producers (Colombia, Costa Rica, Fl
Salvador, Nicaragua) and metal producers (Bolivia,
Chile, Peru) registered over-average increases in
earnings largely as a result of the rise in unit vatues
Brazil's coffee receipts were above the 1963 level
despite a 20 per cent decline in volume, and Mexico
almost doubled its coffee earnings from a 50 per
cent Increase in exports; in both cases over-all
gains were reduced by a sharp drop in the volume of
cotton shipped. Argentina doubled its wheat earnings
with volume and price increases, but earned less
from wool as shipments were down by a fourth.
Venezuela sold more petroleum than in 1963 hut
unit values were somewhat lower.

The gains in West Asia were almost entirely
from petroleum. The increase was limited to volume:
posted prices—though not necessarily actual market
prices, which affect company profits hut not country
earnings in this region—remained unchanged. Fx-
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ports to Japan rese by almost a fourth while, three
times as large in absolute terms, exports to the
EEC rose by about a tenth--as they had done in the
immediately preceding years. Shipments to the United
Kingdom, however, again remained virtually static.
Syria was the only country in the region not to
export more in 1964 than in 1963 the decline was
chiefly the result of a reduction in the cotton harvest

On balance, southern and south-eastern  Asia
gained nothing from price increases in 1964: a
dramatic upswing in the price of tin and modest
increases in the prices of copra, ahaca and high-
grown tea more or less offset the sharp reduction
in the free market price of sugar and marginal
declines in the prices of rubber and iron ore With
one or two exceptions—China (Taiwan}, Hong
Kong, the Republic of Korea and Thailand—volume
increases were not very marked and, in contrast to
1963, the region had a higher proportion of coun-
tries with reduced earnings than any other. Intra-
trade was also dewn, partly because of a reduction
in exportable rice in Burma, Cambodia and the
Republic of Viet-Nam, and partly because of the
by-passing of the Singapore market by Tadonesin
The rate of growth in exports to Japan also fell
away to a mere 4 per cent between 1963 and 1964
Shipments to the EEC and to the United States,
nowever, increased more than in the previogs in-
terval: a 15 per cent expansion in exports to the
EEC raised this market above that of the United
Kingdom in total value for the first time

Though in absolute terms the comhined increment
in export earnings of the developing countries was
slightly greater hetween 1963 and 1964 than hetween
1962 and 1963, it was rather less widely distributed
The proportion registering a decline rose from about
an eighth to over a fifth and the proportion register-
ing an expansion of more than 10 per cent dropped
back from over half to not much more than 40 per
cent (see table 3-5)

IMPORT EXPENDITURE

Following on the severe halance of payments
pressures that built up in the second half of the
nineteen fifties. there was a general tendency 1o keep
a tight rein on expenditure, and in the first three
years of the Development Decade imports grew by
tess than 3 per cent a year. The resuitant improve-
ment in external balance raised liquidity and per-
mitted sone relaxation in spending in 1963 and the
consequence was a sharp rise in imports in 1964,
The acceleration was widespread. The only region
in which the increase between 1963 and 1964 was
no greater than in the earlier part of the Decade
was southern and south-castern Asia. In Africa,
where 1963 imports were helow the 1960 level, there
was a rise of 7 per cent in volume (see table 3-1)

Import prices crept up by a further one per cent
in 1904, regaining the 1960 average for the deveiop-
ing countries as a group (see table 3-2) Total
import expenditure in 1964 was about 14 per cent
above the 1960 level. Regional indices did not
differ markedly from the average, though, less in-
hibited by foreign exchange shortages, West Asia
has registered a somewhat higher rate of growth:
nearly 15 per cent between 1963 and 1964 and
about 26 per cent since 1960 (see table 3-3).

The principal source of supply for the developing
countries in 1964, as in 1963, was the United States.
A higher rate of increase was registered in imports
from Japan, however, not only for the developing
countries as a group (17 per cent ahove the 1963
level) but also for each of the developing regions
Imports from the EEC were 8 per cent above the
1963 level: Africa took only 3 per cent more, but
Asian purchases were up by well over an eighth
Purchases from the United Kingdom showed no
advance over the 1962 and 1963 figures. some
recovery in the western hemisphere being offset by
a slackening or even reduction in the quantitatively
more important African and Asian trade (ree table
3-47%,

The sharp increase in the import expenditure of
Africa and West Asia in 1964 was fairly widely
distributed. In Africa, there was a marked increase
in imports into the Ivory Coast and Nigeria and
further rapid expansion in the case of Libya where
outlays have doubled in the course of the past four
years. Among the major trading countrics. only
Ghana and the Sudan bought less in 1964 than in
1963, both suffering from severe payments stringency
in the wake of sluggish export performance In
West Asia there was a sharp recovery in imports
into Iran (where, apart from continued demand
for machinery and vehicles, a poor harvest neces-
sitated additional purchases of food) and into Iraq
(where an upswing in investment induced a greater
nflow of capital goods), and a further increase in
imports into Israel {most notahly of raw materials
and transport equipment) In Syria. by contrast,
imports were just aboul maintained in the face of
a decline in exports.

The modest rise in imiports into southern and
south-eastern Asia was a less general one Among
the countries registering over-average expansion
there was some acceleration in the rate of mcrease
in imports into Hong Kong and the Philippines,
following an improvement in external balance in
1963, and some deceleration in the case of China
(Taiwan), Pakistan and Thailand. Recovery in
Burma and Ceylon restored the flow of imports to
the 1960 level in money terms, though probably stilf
short of this in real terms Against these increases,
however, there were slight reductions in imports
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into the Federation of Malaya and India, and a
sharp cut in the case of the Republic of Korea, to
below the 1962 level in money terms. There was
also a sharp decline in volume of goods coming into
Singapore, largely as a result of the diversion of
Indonesian trade.

In Latin America almost all the major traders
increased their foreign purchases in 1964 after
several years of holding the line. Though the recovery
in Argentina was rather limited, leaving imports
well below the 1960 level, it reflected a revival of
internal demand and a greater need for raw materials
and semi-manufactures. A very similar type of
change occurred in Venezuela, reversing a five-year
decline in imports. In Uruguay, imports recovered
from the cutback in 1963, without regaining earlier
levels. And in Colombia there was a similar sharp
recovery from a 1962-1963 reduction. In Mexico,
where imports had been more or less static rather
than declining over this period, a sharp increase
in 1964 reflects not only an expansion in industrial
demand but also some additional requirements for
the public sector and some anticipatory purchasing
of motor vehicles in advance of a scheduled intro-
duction of import restraints in 1965. In the Domini-
can Republic, El Salvador and Peru imports have
risen more steadily in recent years and 1964 saw
further expansion. In contrast to this general in-
crease, there was a decline in imports into Chile
after a sharp upsusge in 1963, and a large reduction
in Brazil induced by devaluation and controls in
response to a critical external payments situation.

Notwithstanding the upswing in imports in 1964,
among the developing countries as a whole the pro-
portion of countries in which imports were reduced
was about the same as in 1963, namely one-fifth. The
most notable change was in the proportion registering
sizable increases in imports: the proportion with in-
creases exceeding 10 per cent rose from a fifth in
1961 to almost a half in 1964, while the proportion
with increases in excess of 20 per cent trebled,
almost reaching a fourth in 1964 (see table 3-5).

TERMS OF TRADE

The average price of primary commodities ex-
ported by the developing countries rose steadily from
mid-1962 to the early part of 1964, regaining the
1958 level. During 1964 it receded quite steeply and
by the beginning of 1965 it was back to the 1960
level. The major depressants in 1964 were sugar,
wool and sisal, though, averaged over the year, all
three of these were well above the 1960 level (and
ahove the 1963 level, too, in the case of wool). Rela-
tive to 1960 prices, the principal depressants in 1964
included some of the commodities that were fairly
stable (at a low level) during the year, most notably

cocoa, jute, rubber, hides and manganese and chrome
ore, but also tea, copra, palm kernels, linseed oil and
iron ore. Offsetting these were a number of items
whose prices were high in relation to the 1960 level,
most notably coffee, beef, sugar, wool, sisal and the
non-ferrous metals, but also the cereals and tobacco.

These opposing changes are reflected in the unit
value of exports of the developing countries which
fell away in 1961 and 1962 and then recovered, virtu-
ally to the 1960 average by 1964. Reflecting the pat-
tern of exports, the trend in export prices was most
favourable in Latin America and least favourable in
southern and south-eastern Asia: in the former the
1964 unit value averaged 6 per cent above the 1960
figure ; in the latter it averaged 9 per cent below.

The price of manufactured goods moving in inter-
national trade has been inching up at about one per
cent a year. As manufactures constitute the bulk of
developing countries’ imports, this tends to impart
a certain steadiness and uniformity to average import
unit values. The main disparities arise from differ-
ences in the importance and composition of imports
of food-stuffs, raw materials and fuels, and, to a less
extent, from such changes as the substitution of
cheaper for more costly sources of supply. In recent
years import prices have risen most in Africa, Jeast
in southern and south-eastern Asia. In 1964 a one
per cent rise from the previous year was registered in
cach of the regions.

Though improving again between 1963 and 1964,
the terms of trade of the developing countries as a
group failed to regain the 1960 level and they be-
gan 1965 2 per cent below the 1958 level. The
improvement in 1964 was concentrated in Latin
America and Africa; there was a slight worsening
in the developing Asian countries as a group. In the
case of southern and south-eastern Asia this decline
was just sufficient to camplete the writing off of the
gain that had been recorded at the time of the rubber
boom in 1959 and 1960, bringing the region’s terms
of trade back to the 1958 level.

THE BALANCE OF PAYMENIS

After an improvement of about $1.5 billion be-
tween 1962 and 1963, the balance of trade (exports
fo.b. minus imports c.if) of the developing coun-
tries as a group improved by a further $0.7 billion
in 1964, Export receipts in the aggregate came
nearer to paying for imports than at any time during
the previous ten years. There was a significant rise
in the surplus on trade with the EEC and a small rise
in the surplus with the United Kingdom. Combined,
these more than offset a small reduction in the sur-
plus with Japan and a large increase in the deficit
with the United States. The principal gain came
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from a reduction in the African deficit but there was
also a further sizable increase in the West Asian
surplus and a smaller improvement in Latin America,
Against these, the deficit in southern and south-
eastern Asia, which had been reduced somewhat n
1963, widened again in 1964 {see table 3-6).

Where the trade balance becamme active or more
active in 1964 it was usually the result of an expan-
sion in exports—as in China (Taiwan), Iran,
Kuwait, Libya and Peru and on a smaller scale
Angola, Cameroon, Paraguay, Tanganyika and
Uganda. In Brazil, Chile and the Federation of
Malaya, however, a reduction in imports also con-
tributed, while in Cambodia an import cut was the
principal factor. Where the trade balance became less
active, it was usually the result of an expansion in
imports (as in Argentina, Irag, the Ivory Coast and
Venezuela) though in a few cases (notably Mauri-
tius) a decline in exports also contributed

A substantial majority of developing countries—
about two-thirds—have passive trade balances and
in spite of the over-all improvement in external bal-
ance, most of these increased their merchandise
deficits in 1964. In general, this reflects an increase in
imports, as in Ceylan, Israel, Mexico, Nigeria, Paki-
stan and the Philippines, and on a smaller scale Aden,
Hong Kong and a number of Latin American coun-
tries—the Dominican Republic, Ecuador, Kl Salva-
dor, Guatemala, Jamaica, Nicaragua, Trinidad and
Tobago and Uruguay In Indonesia, however, a re-
duction in exports also contributed to a deterioration
in the trade balance, as was the case also on a smaller
scale in Barbados, Burma, Guadeloupe, Haiti, the
Republic of Viet-Nam and Réunion. In the Sudan
and Syria and to a less degree in Martinique and
Sabah, the balance grew more passive despite a cut-
hack in imports.

Where the trade deficit was reduced between 1963
and 1964, it was generally the result of export ex-
pansion—as in Colombia and Thailand as well as in
Costa Rica and Honduras. In a number of cases,
however, there was a simultaneous contraction in
imports, most notably in India and the Republic of
Korea but also in Bolivia, Ghana, Jordan and Mo-
rocco. In the two large entrepdt territories—the
Netherlands Antilles and Singapore—the trade turn-
overs declined apprectably.

Receipts [rom services generally followed trade
receipts upwards in 1964, though they were of sig-
nificant absolute magnitude in only a few countries
Earnings from the Suez Canal in 1964 were about
10 per cent above the high 1963 level and were
equal to nearly half of the United Arab Republic's
merchandise trade deficit. In Mexico, net tourist re-
ceipts, which have been increasing steadily since
1958, rose by a further one-seventh in 1964-at about

$400 million, they covered 90 per cent of the mer-
chandise trade dehcit,

On the other side of the account was an almost
universal increase in the net outflow of investment
income. This reflects the general rise in the foreign
indebtedness of developing countries, the counterpart
to the continuing inflow of loan capital in previous
years. In some countries, however, it also reflects
the increase in income accruing to export industries
in 1983 and 1964 which resulted from the general
buoyancy of markets in commodities for which pro-
duction [acilities are to a significant extent foreign-
owned. Net investment income fowing to the United
States from the developing countries, for example,
rose to $2.6 billion on private account (arn increase of
$387 million over 1963) and to $302 million on gov-
ernment account {$25 miilion above the level of the
previous year)

Profits arising from export activities which gen-
erate foreign exchange do not generally add to pay-
ments difficulties when they are transferred. 'The
servicing of interest-bearing debt, however, has risen
to proportions that constitute a serious foreign ex-
change burden for many developing countries. By
1964 the total volume of external public and publicly
guaranteed debt was probably of the order of $25
billion.! Since 1956 there has been a three or fourfold
increase in service payments, so that the proportion
of export earnings absorbed in this way has risen
rapidly—from less than 4 per cent to more than 9
per cent, involving a claim of the order of $3 billion
in 1964

A high proportion—probably over 70 per cent—of
service disbursements now consists of amortization
payments, reflecting the fact that interest rates prob-
ably average less than the going commercial figure
and--more immediately significant—the generally
short tenor of the debt. The International Bank for
Reconstruction and Development (IBRD) study
showed that at the end of 1962 the proportion of out-
standing public and publicly guaranteed debt that
was due for repayment within the next three years
ranged as high as a third in south-eastern Asia and
Latin America (see table 3-7) And if commercial
arrears and International Monetary Fund (IMF)
obligations had been included in the calculation, the
proportion of early maturities would have been even

113 1962 the total for seventy-four under-developed coun-
tries—including eight countries in southern Europe not
included in the group of developing countries with which
the present chapter is concerned—was estimated at $20
billion. See International Bank for Reconstruction and
Development, Economic Growth and External Debt, by
T Avramovic and Associates (Washington, D.C, 1964)
See also United States Agency for Internatienal Develop-
ment, Loan Terms, Debt Burden and Development (Wash-
ington, D.C., 1965), in which the situation in a number
of the principal developing countries is analysed
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Table 3-7. Average Maturity of External Public
and Publicly Guaranteed Debt in Selected De-
veloping Countries, end-1962°

Pereentage of debi,
repayable {n

Repion Number of
countries 1963-1965 1063-1967
Latin America .. 18b 36 55
West Asia and southern
Asia . - 4e 19 32
South-eastern Asia 54 3 52
Africa . . 7e 13 0

Sonrce: Internatiomal Bank for Reconstruction  and
Development, Economic Growth and Exicrnal Debt, by
D Avramovic and associates.

2 Data exclude commercial arrears, ITMF obligations and
similar transactions.

b Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica,
the Dominican Republic, Ecuador, El Salvador, Guaternala,
Honduras, Mexice, Nicaragua, Panama, Paraguay, Peru,
Uruguay and Venezuela.

¢ India, Iran, Israel, Pakistan

d Burma, Cevlon, the Federation of Malaya, the Philip-
pintes and Thailand.

e Ethiopia, Kenya, Nigeria, Rhodesia and Nyasaland, the
Sudan, Tanganyika and Uganda

higher—up to one-half due in the 1963-1965 period
in the case of Latin America, for example.

A debt structure of this nature obviously poses
awkward problems for developing countries in which
scarce foreign exchange is urgently needed to finance
the importation of capital goods required for invest-
ment, Not only is a considerable fraction of current
earnings pre-empted for debt service but the oppor-
tunities and cost of new borrowing become progres-
sively less favourable as the debt burden rises. It is
against this background that various proposals have
recently been made to take remedial action. Thus,
members of the Development Assistance Committee
of the Organisation for Economic Co-operation and
Development have been urged to “relate the terms of
aid on a case-by-case basis to the circumstances of
each under-developed country or groups of coun-
tries”,? and the United Nations Conference on Trade
and Development recommended that “Competent
United Nations bodies and/or other international
financial institutions should stand ready, at the re-
quest of any developing country, to review, in co-
operation with the creditor countries concerned, the
external indebtedness of the developing country
concerned, where appropriate, with a view to secur-
ing agreement, if necessary, on the re-scheduling or
consolidation of debt, with appropriate periods of
grace and amortization and reasonable rates of in-
terest™.®

2 §ep Organisation for Economic Co-operation and Devel-
opment, Development Assistance Efforts and Policies, 1964
Rewiew (Paris, 1964), appendix A,

8 See Proceedings of the United Nations Conference on
Trade and Developuent, Volune I, Final Act and Repori
(Sales No.: 64.11.B.11}, annex AIVE

THE FLOW OF CAPFITAL AND AID*

The rather limited and mostly preliminary data on
international capital movements in 1964 suggest that
in the aggregate the developing countries may have
received somewhat more than in 1963.5 Most of the
major capital exporting countries appear to have
increased their lending, and outflows from the prin-
cipal multilateral institutions were also slightly
larger.

The net outflow of long-term capital and official
donations (excluding reinvested earnings) from the
United States—at $4.1 billion-—was about $0.3 bil-
lion higher than in 1963. A decline of $0.2 billion
in the outflow of government lending was more than
offset by an increase of almost $0.5 billion in private
capital and a rise of $74 million in official donations.

More than three-fifths of the increase in United
States long-term capital movements was concentrated
in Latin America; at $0.7 billion the net flow was
more than one-fourth higher than the 1963 figure,
despite a considerable decline in government lending.
Official donations to Latin America were also below
the 1963 level; the increase went entirely to Africa
and Asia where developing countries received $84
million more than in 1963.

Not only was United States government lending
reduced in amount, it was also stiffented in its terms.
The minimum interest rate, applicable after the
period of grace, was raised to 2 per cent in January
1964 and to 2.5 per cent in October when a minimum
rate of one per cent was set for the grace period.

At the equivalent of about $0.53 billion, the flow
of official capital and donations from the United
Kingdom to the developing countries was also about
a fifth higher than in 1963, About S0 per cent of this
flow went bilaterally to Commonwealth countries.

There was also an increase of about a fifth in the
amount of capital and donations moving from the
Federal Republic of Germany to the developing
countries. This was in excess of $0.7 billion in 1964

4Tn this section data for the United States are from
United States Departiment of Commerce, Survey of Current
Business (Washington, D.C}; data for the United Kingdom
are taken from The FEconomist (Londen); for Japan, from
the Ministry of Finance, as reported in Japan Economic
Jonrnal {Tokyo); for the Federal Republic of Germany,
from Die Welt (Hamburg), Data for recipient countries
are based on replies to the joint United Nations and Inter-
national Monetary Fund questionnaire, “Special Report for
United Nations on International Flow of Long-Term
Capitaf”, In some cases, because of differences in the method
of defining capital flow, the figures may differ somewhat
from those presented in United Nations, Imfernational Flow
of Long-term Capitsl and Official Donations, 1961-1964
{document E/4079).

5 Far a more detailed examination of these capital flows,
see United Nations, International Flow of Long-term
Capital and Official Donations, 1961-1964.
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of which about a third was in the form of private
capital—up over 40 per cent on the 1963 figure. Over
and above this movement of long-term capital and
donations, there was a smaller increase in the volume
of new short-term (up to five years) credits granted:
these amounted to over $40 million in 1964,

In contrast to these increases, the flow of capital
and aid from Japan was about 8 per cent below the
1963 level. The contraction was entirely in private
capital movement: at the equivalent of $40 million
this was less than half the 1963 figure. The official
How—reparations, grants and loans—at about $0.2
billion was almost an eighth higher than in 1963.

At a much smaller absolute level, the international
institutions continued to provide resources for eco-
nomic development. Though in amount this was not
significantly different from the 1963 figure, some im-~
portant innovations cccurred in procedures, terms,
purposes and direction, all designed to enhance the
effectiveness of the flow in the light of current cir-
cumstances in the developing countries, including, in
particular, their debt structure and their investment
needs.

Lending by the IBRD was less than in 1963, mar-
ginally on a gross basis ($425 million), about 10
per cent on & net basis ($269 million). Net disburse-
ments were down to $179 million in Latin America,
$39 million in scuthern and south-eastern Asia and
$14 million in West Asia, The net drawings of
African countries, however—at $37 million—were
double the 1963 figure.

Significantly, the Bank’s “soft” loan affiliate,
the International Development Association (IDA),
doubled its disbursements between 1963 and 1964.
The flow was highly concentrated: $336 million of
the total of $396 million went to India and Palkistan.
On a much smaller scale, International Finance Cor-
poration (IFC) investments in the developing coun-
tries amounted to just over $28 million in 1964, a
slight increase over 1963.

All three of these institutions sought to direct more
of their funds to strategic points in the developing
economies, notably agriculture, education and indus-
try. The Bank made loans to Chile for improving
pasture-land and breeding stock and to China
(Taiwan) for the purchase of better fishing vessels.
Arrvangements were made to expand assistance to
agricultural credit institutions and to enlist the co-
operation of the Food and Agricuiture Qrganization
of the United Nations (FAO) in the identifying and
preparing of projects for financing and subsequently
in arranging for technical assistance and in super-
vising their execution. Paraliel arrangements were
made with the United Nations Educational, Scien-
tific and Cultural Organizaton (UNESCO) in re-

spect of projects in the field of education. The first
IBRD educational loan—with a thirty-year matu-
rity—was made to the Philippines. By the end of
1964, twenty-one agricultural and nine educational
projects were under consideration. During the year
further efforts were made to direct funds into indus-
try in the developing countries. As requirements
here are often on a relatively small and local level
in the private sector, both the IBRD and the IFC
made further loans to industrial development cor-
porations as financial intermediaries.

Among the other actions taken to facilitate bor-
rowing, the Bank began lengthening the tenor of its
loans: advances to Colombia and Nigeria made in
1964 carried thirty-five-year maturity, compared with
the previous fifteen to twenty-five-year limit. Inter-
est rates for developing countries were held at 55
per cent, while those applicable to more advanced
countries were raised to the prevailing market level.
The interest rate payable on undishursed loans was
reduced from three-quarters to three-eighths of one
per cent. The rule against financing local costs was
relaxed in cases of high-priority projects for which
assistance in respect of the foreign exchange com-
ponent was not enough to make them feasible. In an
attempt to encourage the flow of private capital to the
developing countries, the Bank drew up a convention
for the voluntary settlement of disputes between
governments and foreign nationals through the use
of facilitics and procedures for conciliation or arbi-
tration

The regional banks also expanded their lending in
1964 and made efforts to direct it in ways calculated
to improve its developmental effect.

The TInter-American Development Bank’s loan
authorizations were up $40 million to about $300
million and its gross dishursements—not very dif-
ferent from net disbursements in these early years
of its operations—were up $57 million to about
$200 million. With the association of Canada, its
resources were increased by Can. $10 million. In
the course of the year it opened lines of credit total-
fing $11 million to finance intra-Latin American
trade in capital goods. Another regional institution
engaged in development financing in Latin America
~—the Central American Bank for ¥conomic Integra-
tion—has also accelerated its pace of operations
recently. By the beginning of 1965 the Banl, which
concentrates its activities on promoting the economic
integration of Central America, had lent $265
million to Costa Rica, Fl Salvador, Guatemala,
Honduras and Nicaragua.

The resources available to Latin America were
also expanded Dby the formation of an investiment
association by a number of private companies in
Europe, Japan, New Zealand and the United States
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Known as the Atlantic Community Development
Group for Latin America (ADELA), it has an
authorized capital of $40 million, now largely sub-
scribed, and it intends to provide private financial
and technical assistance to countries in the region
and to encourage the participation of other private
investors in development projects

Under the terms of the Yaoundé Convention
adopted in June 1964, the FEC has pledged the
equivalent of about $730 million to the (mostly
African) countries associated with it This is to
be dishursed over a five-year period by the Euro-
pean Development Fuad (EDF). It is not limited
to economic and social infra-structure and technical
assistance as was the previous fund but is free to
finatice projects of a more directly productive nature
In 1964 the EDF committed about $54 million for
investment in the associated countries, as against
$40 million in 1963.

A major forward step in the creation of institu-
tions to finance African economic development was
taken in 1064 with the entering into force of the
Agreement establishing the Alrican Development
Bank. Although the initial capital available is re-
fatively small, the Bank is expected to be a major
element in African development through its activi-
fies in carrying out pre-investment studies, in the
actual implementation of investments and in at-
tracting funds and know-how from outside the con-
tinent. The Bank is also expected to provide an
important stimulus to integration, in part through its
activities in supporting the development of industry,
transport and energy.

The broader-based machinery of the United
Nations and its specialized agencies provided more
resources for the developing countries in 1964 than
in 1963 Expenditure under the regular technical
assistance programme remained at about $26 miftion,
but the Expanded Programme dishursed $45 million
in 1964, compared with $36 million in 1963, reflect-
ing the maturing of projects in the second year of
its two-year cycle. An almost identical increase was
registered hy the United Nations Special Fund: of
its $46 million expenditure in 1964 almost half was
for expert assistance and about a third for equip-
ment. By the end of 1964 the World Food Pro-
gramme had received pledges of $34 million in goods,
services and cash. About half of the $21 millien
set aside for emergency relief in the period 1963
to 1965 had Deen distributed or committed and
virtually all the $57 million available for develop-
ment PUrposes had been allotted, the hualk of it
in 1964

Information from the recipient side with regard
to capital inflow in 1964 is still very fragmentary
and provisional. A majority of developing countries

—including Bolivia, Ceylon, Costa Rica, Ecuador,
Israel, Jordan and Nigeria—rteport = greater net
inflow in 1964 than in 1963 In Mexico the net
inflow, at over $500 million, was nearly twice as
great as in 1963, with the Government accounting
for almost all the increase The government sector
also accounted for the change in the Philippines:
the net inflow of private capital was much the same
as in 1963, whereas the Government was a net
repayer of loans in 1963 and a net borrower in 1964,
so that, counting unilateral receipts as well, the
over-all net inflow amounted to ahout $45 million,
Net long-term capital and official donations received
by India rose from about $0.9 billion in 1963 to
nearly $1.3 billion in 1964, the great bulk of it
coming from the aid consortium brought together
under IBRD auspices to help finance the third five-
year plan

There was a moderate decline hetween 1963 and
1964 in the net inflow of capital and domations into
China (Taiwan), Indonesia, the Republic of Viet-
Nam and the Sudan. There was a much sharper
reduction in the case of Panama, Paraguay and
Thailand, and, on a much larger scale, in the
Republic of Korea where each of the main com-
ponents—public and private capital and  official
donations—was below the 1963 level, and the over-
all net inflow was down more than $100 million In
Chile there was also a sharp (40 per cent) reduc-
tion in the net inflow of resources, a continued
flight of private capital more than offsetting the
increment in official receipts. Net receipts also
appear to have been lower in Pakistan, though in
1963/64, in addition to a number of bilateral credits,
$443 million was pledged by members of the IBRD-
sponsored aid consortimm. A similar volume  of
assistance—3$431 million——was pledged for 1964/65,
the fifth year of the second development plan.

Relatively few developing countries registered a
net outflow of capital in 1964, There was reduction
in the loss of private eapital in Burma and Vene-
zuela, but in Uruguay, where a rapid depreciation in
the free exchange rate accompanied the deterioration
in both internal and external balance, there was a
further increase in the flight of capital

CHANGES IN LIQUIDITY

After a massive increase of over $1 billion in
1963, the developing countries added only marginally
to their total official reserves in 1964 As the trade
deficit was sharply reduced, this implies that the
net inflow of other current items and capital in 1964
was substantially below the 1963 level Since, as
indicated in the previous section, there seems to
have been some increase in the gross inflow of long-
term capital in 1964, the reverse flows of capital
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and investment income would appear to have been
significantly greater than in 1963,

Latin America and West Asia again added to
their reserves in 1964 and Alrican reserves were
again drawn down, though in each case to a much
smaller extent than in 1963, In southern and south-
eastern Asia, the sharp increase of 1963 was fol-
lowed by a moderate reduction.

Most Latin American countries increased their
reserves in 1964—more than in 1963 in Bolivia,
Colombia, Costa Rica and Perw as well as in Brazil,
Chile and Honduras (where there had been a de-
cline in 1963), but less than in 1963 in El Salvador,
Guatemala, Mexico, Nicaragua and Venezuela, There
was virtually no change in the Dominican Republic
and Ecoador; only in Argentina and Panama was
there a significant reduction.

The increase in West Asian reserves was the
smallest since 1960. There were modest gains in
Israel, Jordan, Lebanon and Saudi Arabia, but
sizable losses in Iran, Iraq and Syria. Following a
decline in 1963, this loss brought Syrian reserves
down to their lowest post-war level. Not included
in this West Asian calculation is an amount ap-
proaching $100 million which may accrue to the
petroleum exporting countries in the region In
respect of 1964 production as the result of an Agree-
ment reached late in the year between the com-
panies and the Organization of Petroleum Ex-
porting Countries {OPEC). If it is ratified by the
countries concerned, this Agreement will increase
the Governments’ share of future profits®

The Joss in Africa was concentrated in Ghana,
Morocco, the Sudan and Tunisia; in ali these coun-
tries reserves dropped to new lows. Elsewhere, there
was some recovery after declines in 1963, and a
farther substantial rise in Libya, even before count-
ing the amount due to be paid by the petroleum
companies in respect of their Agreement with

OPEC

In southern and south-eastern Asia the gains were
concentrated very largely in China (Taiwan) and
Thailand: at the end of 1964 reserves stoud at
almost three times the level at the begirming of the
Development Decade in the former and almost
twice the level in the latter. There was also a further,
though small, gain in the Philippines, raising the

SPBy the end of May 1065 the Agreement had Dbeen
ratified by Iran, Qatar and Saudi Arabia

The state of

Between 1963 and 1904 the developing countries
enjoyed a rate of increase in material supphes higher
than in any earlier year in the Development Decade

reserves to double the low 1961 level (but still
only half the level of the mid-nineteen fifties).
Elsewhere, losses were general—large in the case
of India, Puakistan and the Republic of Viet-Nam,
smaller in Ceylon and Indonesia and also the Federa-
tion of Malaya, where they were more than offset
by a rise in the foreign exchange holdings of the
commercial banks. The reductions in liquidity were
most serious in Ceylon, India and Indonesia where
the reserves were drawn down to new lows, cover-
ing less than three months’ imports in India and
less than two months’ imports in Ceylon and
Indonesia.

The developing countries produced slightly more
gold in 1964-—a total of about $136 million—than
in 1963, increases in Colombia, the Democratic
Republic of the Congo, India, the Philippines and
Rhodesia, more than offsetting declines in Ghana,
Mexico and Nicaragua. Changes in official gold
holdings were only marginal on balance: they rose
in Burma, Libya, Mexico and Morocco, and fell
in Brazil and the United Arab Republic. In Brazil
the decline has been more or less continuous since
1959, but in the United Arab Republic gold hold-
ings have long hbeen held constant; the reduction
—3$35 million—reflects sales effected towards the
end of the year for the purpose of acquiring western
Furopean currencies for the repayment of short-term
debt, and as a counterpart there was a comparable
rise in the foreign exchange holdings of the deposit
banks.

The generally favourable movement on external
account between 1962 and 1964 is indicated by the
transactions of the developing countries with the
IMF. Borrowing continued into 1963 and on halance
there was a net outflow from the Fund of $122
million in that year. With the easing of external
pressures, repayments exceeded drawings by $39
million in 1964. The swing was most marked in
Latin America where 1963 saw net drawings of
$113 million and 1964 net repayvments of $71
million, notwithstanding borrowings by Colombia,
the Dominican Republic, Haiti, Honduras and Ni-
caragua. There were no new drawings by members
m southern and south-ecastern Asia; indeed, India
and the Philippines made repayments. Among the
deficit countries of West Asia and Africa, however,
Afghanistan, Tran, Morocco, Semalia, the Sudan.
Syria and Tunisia all made use of IMF resources,
so that these regions borrowed more in 1964 than
in 1963

internal balance

Not only was there a sharp expansion in the im-
ported component of total supply but, in the aggre-
pate, domestic production also registered the largest
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gain of the Decade. This reflects a widespread, it
modest, improvement in the outtarn of agriculture,
a continued high rate of growth in manufacturing
and a somewhat greater advance in mineral produc-
tion and in trade, both external and internal

Though 1964 saw many of the wide divergences
in performance that have to be expected among a
large group of countries so heterogeneous in size,
pattern of production and state of development, there
was a surprising degree of uniformity in average
results for major regions. Compared with 1963
results, the improvement in domestic product was
greatest in Latin America, smallest in Africa. In the
aggregate, the increase was about 5 per cent both
for real gross domestic product and for total supplies.

This expansion in supplies permitted a small,
though fairly widespread, increase in the per capita
level of consumption, and a sizable increase in ex-
ports and in investment, both in fixed capital and
in inventories (which in many countries had been
drawn down by several years of low growth in
imports). The increase in exports was somewhat
below the rate recorded in 1963, the increase in fixed
capital formation substantially higher. The expansion
in supplies also went further to absorb the rise in
money incomes than had been the case in 1963. And
this, in combination with the effect of restraining
measures taken earlier in some countries to curb
total claims on resoutces, helped to bring about a
perceptible improvement in the state of internal
balance.

Notwithstanding these aggregate and average
gains, there were quite a number of developing
countries with acute economic problems alleviated,
if at all, to only a minor extent in 1964. One such
problem relates to the group of countries in which
inflationary pressures have heen deeply entrenched;
by and large, these countries did not greatly improve
the balance between the generation of incomes and
the production of goods and services in 1964. An-
other problem concerns the slow growth of agri-
culture, particularly food-stuffs, in a number of
countries: even though harvests were generally
better in 1964, the disparity between the inexorable
and rapid increase in population and the erratic
and often inadequate expansion in local food supply
remains a major stumbling block to & more satisfac-
tory pace of over-all economic development.

AGRICULTURAL PRODUCIION

The 1963/64 season seems to have been generally
more favourable than either the one that preceded
it or the one that followed it. By and large, therefore,
since natural conditions are by far the most im-
portant determinant of crop size in the developing
countries, agricultural production increased to a
greater extent between 1962/63 and 1963/64 than

appears to have heen the case between 1963/64
and 1964/65 (see table 3-8). Even the higher rate

Table 3-8. Developing Regions: Indices of
Agricultural Production

(Preceding season == 100)

Region 1962763  1963/64%  1964/65%
Developing regions 102 103 101
Latin America® 99 14 97
Africad 167 103 103
West Asiae . 108 99 99
Southern and south-eastern
Asiaf 101 163 101

Source: United States Department of Agriculture, The
1964-1965 World Agriculinral Situation {Washington, D.C.),
and communications from the United States Department of
Apriculture

i Preliminary.

b Forecagt.

¢ T'wenty republics.

4 Excluding the Republic of South Africa

o Iran, Iraq, Israel, Jordan, Lebanon, Syria.

f Burma, Cambedia, Ceylon, China (Taiwan}, India, Indo-
nesia, Laos, Malaysia, Pakistan, the Philippines, the Repub-
lic of Korea, the Republic of Viet-Nam and Thailand.

of growth between 1962/63 and 1963/64, however,
was barely enough to keep pace with the growth of
population. And if the average per capite rate of
increase in agricultural output rose fractionally in
that interval, it may have declined by as much as 2
per cent in 1964/65. The swing was most marked
in Latin America, though it also characterized
southern and south-eastern Asia. In West Asia,
where there was no great improvement in climatic
conditions in 1963/64, agricultural production
drifted downwards.

The course of production in Latin America is
influenced strongly by developments in Argentina
and Brazil. In Argentina, severe drought in 1961
and 1962 greatly reduced the output of livestock
products in 1963, and the better weather of 1964
brought a sharp gain in pastoral production as well
as in grain (especially wheat) and sugar production.
In Brazil, poor coffee harvests have depressed the
total agricultural outturn in recent years: in 1962/63
and 1963/64 the coffee crop—at about 27 million
bags—was 20 per cent below the 1961/62 figure
and well below the average for the second half of the
nineteen fifties, and in 1964/65 frost and drought
have reduced the crop to about 10 million bags.

The highest rates of expansion in recent years
have heen registered in some of the Central Ameri-
can and Caribbean countries, most notably El Sal-
vador, Guatemala, IHonduras, Mexico, Nicaragua
and Venezuela. To some extent this has been based
on success with cotton and coffee and other export
crops, but in Mexico and Venezuela it reflects a
more widely spread improvement in cereal culture
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and other segments of domestic agriculture. Against
this, there has been a relatively poor performance
in Chile and Colombia as well as in Costa Rica,
Cuba, Ecuador, Haiti, Paraguay and Uruguay.

In southern and south-eastern Asia the crops to
register the largest gains between 1963 and 1964
were rice, maize and barley, sugar and tea and wool
and rubber. Offsetting these, however, were reduc-
tions in the output of wheat, tobacco, cotton, jute
and abaca. In most of the countries in the region,
1963/64 harvests were appreciably greater than
those of the previous season. The exceptions were
China (Taiwan) and Indonesia, and in these coun-
tries minor declines in 1963/64 were followed by a
markedly better outturn in 1964/65.

In India, the 1964 outputs of maize, millet and
sugar were appreciably ahove the 1963 level and
the 1964/65 rice crop seems to have been better
than the preceding one; offsetting these advances,
however, were reductions in the wheat, pulse and
oil-seed outturn. In Pakistan the 1963/64 rice crop
was a record one, but flood damage appears to have
reduced the 1964/65 outturn. The wheat, barley
and cotton crops followed a similar sequence. The
jute harvest, by contrast, after reaching a record
level in 1961/6Z, has registered three successive
declines up to 1964/65 and seems to have dropped
below the one million-ton average of the second half
of the nineteen fifties. As in India, though at a much
lower absolute level, sugar production has advanced
steadily in Pakistan. Indonesia staged a recovery
in agriculture in 1964 after the sharp setback of
1963 ; however, while the 1964/65 rice crop regained
the 1962 level, the 1964 output of rubber was still
below the average for the second half of the nineteen
fifties. In the Philippines, also, some crops—notably
rice and maize—recovered from the 1963 decline
and sugar production continued to rise; lack of
rainfall, however, adversely affected the output of
copra, and in the aggregate, 1964/65 production
showed little advance on that of 1963/64

The Federation of Malaya and Thailand recorded
two successive gains, maintaining their position as
the countries with the highest rates of agricultural
growth in the region. China (Taiwan) has also
registered a faster-than-average rate of growth: a
slight sethack in 1963/64 was followed by a sizable
expansion in most crops in 1964/65. At a lower over-
all rate of increase, Burma also recovered in 1964/65
from a dip in 1963/64 occasioned largely by a poor
outturs of oil-seeds.

In West Asia total agricultural output in 1964/65
fell fractionally short of the 1963/64 level which
had in turn been slightly below the 1962/63 level.
In 1963/64 the decline was concentrated in Iraq
and Syria; in Irag, indeed, production barely reached

the average of the quinquennium ten years earlier.
In 1964/65, the decline was concentrated in Iran:
in the face of better harvests in almost all the other
countries in the region, frosts and drought severely
reduced production of most crops in Iran, par-
ticularly of cereals, dates and citrus.

In Africa, agricultural output as a whole appears
to have kept pace with population growth in
1964/65 as it did in 1963/64. Results were far
from uniform, however. In the Maghreb, crops
which had recovered in 1963/64 from the previous
year’s setback, were poor again in 1964/65; in north-
eastern Africa, these phases were reversed and
1964/65 harvests—in particular, cereals, sugar, oil-
seeds and cotton in Ethiopia, the Sudan and the
United Arab Republic—were generally well above
1963/64 levels, The 1964/65 cotton crop in the
United Arab Republic is estimated at 2.3 million
bales, an all-time record and an eighth above the
1963/64 crop, In the Sudan, the 1964/65 cotton
crop—at about 750,600 bales--is back to normal
after the serious failure of the 1963/64 harvest.

In tropical Africa, coffee production was up 4
per cent in 1963/64 and down 2 per cent in 1964/65,
ground-nuts registered two successive declines—2
per cent and 7 per cent—while* cocoa was up 6 per
cent in 1963/64 and by over one-third in 1964/65.
Rhodesia had substantially increased harvests of
tobacco, sugar and maize in 1963/64. Among the
staple subsistence crops, 1963/64 saw a marked rise
in most food crops in Cameroon and Senegal, in
rice in Liberia and Tanganyika, millet and sorghum
in the Niger, cassava and sugar in Togo.

Inpustriar. rrobUCTION

Among the developing countries as a group, in-
dustrial output continued to expand in 1964 at more
or less the same rate as in earlier years of the
Development Decade. The gains between 1963 and
1964 were remarkably uniform among the major
sectors: the only notable deviants from the average
of almost 7 per cent were the non-metallic minerals
industry, which recovered sharply from a slight lag
in 1963 and the metal products industry, which
lagged again in 1964 after very rapid growth earlier
in the Decade. The food and textile industries in-
creased their production much more rapidly in 1964
than in earlier years, but the increase in the paper
industry was well below earlier rates. As in 1963,
growth in the mining sector was also below the high
rates that characterized the beginning of the Decade
(see table 3-9).

There was a sharp acceleration in the expansion
of industrial production in Latin America in 1964.
This reflects principally a recovery in Argentina
after the long recession, but large gains in several
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Table 3-9. Developing Countries: Index Numbers of Industrial Production, 1960-1964

Developing countricss

Seuthern and santh-castery Asiagk

Ttem

1963 1964 1064 1963 1964 1664
(1962 = o0y {1963 = 100) (1960 == 106) (1962 == 100y (1963 = 100) (1960 = Hil]

Total industrial produc-

tion¢ 106 107
Mining 107 107
Manufacturing 105 106
Light  manufactur-
ingt 104 105
Heavy manufactur-
inge . 106 107
Foad, beverages and
tobacco 163 105
Textiles . 104 107
Paper and  paper
products 107 103
Chemical, petroleum
and coal products 108 107
Non-metallic mineral
products i05 111
Basic metals 108 107
Metal products 104 104
Total .
Liectricity and gas 107 109

131 110 108 138
143 106 167 132
125 1il 108 138
119 108 146 120
133 115 110 154
115 104 107 i22
118 166 106 124
134 114 108 148
134 118 109 149
127 109 111 145
131 115 161 142
134 115 116 17}
140 113 i13 166

Souree: Bureau of General Economic Re-
search and Policies of the United Nations Secre-
tariat, based on data supplied by the Statistical
Cffice of the United Nations.

a Latin  America, British Honduras, the
Guianas, Susinam and a member of Caribbean
countries and territories; Adfrica, excluding
South Africa; West Asia, excluding Israel;
southern and south-castern Asia as defined in
[oot-note b

b Afghanistan, Brunei, Burma, Ceylon, China

other countries—notably Mexico and Venezuela and,
on n smaller scale, El Salvador—also contributed
{see annex table 3A-2).

The recovery in Argentina was sharpest in manu-
facturing, particularly in the steel and motor vehicle
industries 1t was initiated by a relaxation in the Gov-
ernment’s previously stringent deflationary policy :
credit restraints were loosened and tax concessions
granted to new and expanding enterprises In 1963
industrial production was one-eighth below the
1958 level and manufacturing employment one-
fourth below; hy the second hatf of 1964 industrial
production was again running at 1958 rates, ahout
7 per cent ahove the 1960 level, though employment
was still lagging. Boosted by the upsurge in petro-
Jewmn output. mining production was over 50 per
cent above the 1960 level

The acceleration in \enezuela was also in jarge
measure @ response to  official stimuli, including
customs protection, duty-free imports of raw mate-
rials and the leasing of fixed assets on favourable
terms as well as credit assistance from the Vene-
zuelan Development Corporation. Manufacturing ad-
vanced by about 14 per cent in 1964, well above the

(Taiwan), Hong Kong, India, Indonesia, Iran,
Japan, Malaysia (excluding Sabah), Pakistan,
the Philippines, the Republic of Korea, the
Republic of Viet-Nam and Thailand

¢ Mining, manufacturing and electricity and
gas.

d Food, heverages and tobacco; textiles and
clothing; wood products; leather, rubber and
related products, and printing and publishing,

e Paper, chemical, nen-metallic mineral and
metal products.

9 per cent average for the first four years of the
Development Decade.

In Mexico, also, import licensing and import sur-
charges tended to promote domestic industry and
special government credit was available to small in-
dustrial enterprises. The engineering industry bene-
fted markedly from a decree raising the minimum
domestic content of locally assembled motor vehicles
from 25 per cent to GO per cent, to be attained hy
the end of 1964 Industrial production also reflected
the generally high level of husiness confidence and
the continued rapid rise in domestic investment
Despite a slowing down in mining, industrial produc.
tion increased hy about one-eighth in 1964, also
well ahove the Decade average of about 8 per cent

Tlsewhere in Latin America conditions were less
favourable for an increase in the rate of industrial
arowth Political uncertainties and acute imbalances
~_external and internal—tended to retard expansion
in a number of countries, especially where restrain-
ing measures had to be enforced to hold hack in-
flationary pressures or slow down the rate of de-
preciation in the exchange rate. This was most
notably the case in Brazil where the deceleration
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that started in 1963 continued through 1964, ag.
gravated by the widespread rationing of electric
power in the wake of prolonged drought, In Chile,
however, there was a marked acceleration in mining
activity in response to the rapid rise in world
prices for most non-ferrous metals.

In southern and south-eastern Asia there was a
slight slowing down in the rate of industrial ad-
vance from the high rate of 10 per cent recorded in
1963 to something just helow the four-year average
The deceleration was concentrated in the paper,
chemical and base metal industries, all of which had
expanded particularly rapidly in 1963, In the aggre-
gate, it was mosi marked in Pakistan and the Re-
public of Korea though, in the wake of a slowdown
in steel production and a decline in mining {colliery)
activity, total industrial output also dropped back
in India from above the four-year average to below
it. Despite this deceleration in the rate of increase
in iron and steel production—and also in the output
of the aluminium and jute textile industries, where,
as in the case of steel, capacity was being more or
less fully utilized—-over-all Indian manulacturing
production again increased by 8 per cent, the advance
being paced by the chemical and enginecring in-
dustries. Industrial production also increased hy 8
per cent in the Republic of Korea, well helow the
12 per cent average of the Development Decade so
far. The slowdown was fargely the conseguence of
the worsening of the external balance: restraints
were placed on imports, including various manu-
facturing inputs, and in May 1964 the won was
virtually halved in value, leaving industry to adjust
itself to some sharp increases in domestic costs. In
Pakistan, industrial production, after rising vigor-
ously in 1963, levelled off noticeably in 1964 Output
had doubled between 1957 and 1963, and to some
extent the deceleration protrably reflects the difficulty
of maintaining the momentum of growth as the in-
dustrial base widens. Throughout 1964, the Govern-
ment continued to provide financial and technical
support to new eaterprises and encouragement to
foreign investment.

Elsewhere in southern and south-eastern Asia,
acceleration was the rule. In the Philippines there
was a sharp increase in the rate of expansion in
both manufacturing and mining, after some slacken-
ing in 1963. The gains in manufacturing were most
notable among durable goods and reflect the easing
of eredit and of restraints on raw material and
component imports; the gains in mining reflect
recovery in the gold scctor in response to official
encouragemient.  In  China  (Taiwan), industrial
production advanced by more than one-fourth,
stimulated by the high profits earned in sugar milling
in 1963, by a high rate of investment and hy rising
external demand for various labour-intensive manu-

factures—such as textiles—for which the country has
 relative cost advantage over many competitors,

In Africa and West Asia, industrial activity was
strongly influenced by the general increase in workd
demand for minerals, particularly for petroleum and
the non-ferrous metals, In these regions the only
countries in which petroleunt production was less
in 1964 than in 1963 were the Congo ( Brazzaville)
and Moracco; elsewhere, increases ranged from 10
per cent in Algeria to a doubling in Libya In West
Asia as a whole the rate of increase rose from 10
per cent in 1963 to 11 per cent in 1064 Mining
production was also up sharply in Algeria (iron and
lead ore and coal), Morocco { phosphate and lead
ore), Rhodesia (asbestos, coal, chromite, gold and
tin), South West Africa ( copper and lead ore),
Tunisia {iron ore) and Zambhia (zine and copper
ore), while the Democratic Repulilic of the Congo
achieved a considerable recovery in its output of
copper and zinc metal. On the other hand, in Ghana
(bauxite, manganese and gold) and, outside the
petroleum sector, in Nigeria (tin and coal) mining
production showed no advance on 1963

SUPPLY, DEMAND AND PRICE MOVEMENTS

With agriculture up by about 3 per cent, industry
up by about 7 per cent and foreign trade up by over
8 per cent, the combined gross domsestic product of
the developing countries may well have heen as much
as 5 per cent greater in 1964 than in 1963 This
was an appreciably higher rate of growth than that
achieved between 1962 and 1963 and it reflects prin-
cipally the widespread easing of external ligguidity
strains, the generally better outturn of agriculture,
and the marked recovery in industry in Latin
America. Relatively few countries experienced a
lower rate of growth than in 1963, and among those
that did—including Burma, Iran, Panama, the Phi-
lippines and Tunisia—most were relatively small in
the global aggregate. On the other hand, quite a
number of countries registered a marked improve-
ment, including Ceylon, China (Taiwan) and Paki-
stan in southern and south-castern Asia; Argentina,
Chile, Colombia, Feuador, Mexico, Peru and Vene-
zuela in Latin America; Iraq, Israel and Jordan in
West Asia, and Rhodesia, the Sudan and Zambia
in Africa.

In general, imports added considerably more to
supplies in 1964 than in any of the three preceding
years. In many countries the relative expansion in
imports was substantially greater than in domestic
production (see annex table 3A-4}. The exceptions
were confined very largely to countries that were
actively holding down imports in the interest of ex-
ternal equilibrivm—Bolivia, Ghana, India, Jordan,
the Republic of Korea and the United Arah Re-
public, for example, where the merchandise deficit
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was reduced, and Brazil, Chile and Peru where a
positive balance was restored in 1964

With imports increasing by rather more than 5
per cent in real terms, the total volume of supplies
at the disposal of the developing countries was
probably about 5 per cent greater in 1964 than in
1963. This expansion in supplies was sufficient to
permit a material increase in all the major forms
of resource use: in the aggregate, consumption and
investment both rose significantly more between
1963 and 1964 than in the previous interval, exports
somewhat less.

The change between the two periods was most
dramatic in Latin America. Supplies, which had
increased very little in 1963, rose by more than 6
per cent in 1964 and, as the quantum of exports
remained more or less at the 1963 level, the volume
of resources available for domestic disposition was
substantially higher. Consumption, which had not
kept pace with population in 1963, increased by
about 5 per cent in 1964. And investment, which
had declined by 5 per cent in 1963, rose by about
12 per cent in 1964.

Particularly high rates of increase in domestic
expenditure—over 15 per cent in investment and
over 3 per cent in per capita consumption—were
registered in Argentina and Venezuela (at the
expense of a sharp reduction in the trade surplus)
and in El Salvador, Guatemala, Mexico and Nica-
ragua (at the expense of a sharp rise in the trade
deficit). At the other end of the scale, the stnallest
gains in consumption and investment were registered
in some of the countries in which the external
balance was improved—in Chile, Costa Rica, Hon-
duras and Paraguay, for example. In Brazil, where
there was hardly any increase in supplies between
1963 and 1964, the export balance was improved
by price rises in the face of a decline in volume;
per capita consumption was just about maintained,
but only by virtue of a further cuthack in investment.

In southern and south-eastern Asia the expansion
in supplies was somewhat smaller. Nevertheless,
several countries were in a position to raise all
three major components of expenditure. In China
(Taiwan), for example, investment was significantly
higher than in 1963 and per capita consumption
was also raised while a massive increase in exports
turned the trade balance from passive to active. India
also continued a general increase, largest in the
case of capital formation (about 10 per cent) and
public consumption, but sufficient in the case of
exports (about 8 per cent) to contribute to a marked
reduction in the trade deficit. Ceylon and Thailand
also managed a sizable increase in consumption,
investment and exports though the former drew a
much larger proportion of its increment of supplies

from imports, with a consequent deterioration in the
trade balance.

In the Federation of Malaya, Pakistan and the
Philippines, most of the increase in supplies went
into consumption and investment; exports absorbed
relatively little. In the case of Pakistan and the
Philippines, where imports contributed much of the
increment in supplies, this meant a sharp worsening
of the external balance

There was an even sharper deterioration in the
external balance in Burma where the domestic
product failed to reach the 1963 level. A sizable
increase in imports helped to sustain consumption
—at least in total—but hoth capital formation and
exports were reduced. The reductions in investment
and in per capite levels of consumption were con-
centrated 1n the private sector; goverament ex-
penditures—both current and capital—were higher
than in 1963.

In contrast to most of the other countries in the
region, the Republic of Korea applied most of the
increment in its resources to the improvement of its
external balance. This was achieved by a large
decrease in imports and increase in exports, and it
was effected at the expense of the internal disposi-
tion of resources. Though domestic production rose
by almost 7 per cent, total available supplies were
up by only about 3 per cent—much less than in
earlier years. Per capita consumption was just about
maintained at the 1963 level but fixed capital forma-
tion was substantially reduced.

In Africa and West Asia the expansion in supplies
between 1963 and 1964 was generally appreciably
greater than in the preceding interval. In most coun-
tries both domestic production and imports con-
tributed to the increase. In Jordan, the Sudan and
the United Arab Republic, however, imports were
cut back, Given good harvests, this helped to reduce
the external deficit in Jordan and the United Arah
Republic without seriously affecting consumption
or investment. In the Sudan, however, the result of
the poor 1963/64 cotton crop was a sharp contrac-
tion in export availabilities and a substantial increase
in the merchandise deficit as well as a reduction in
domestic expenditure. The decline in agricuitural
output in 1963/64 had similar consequences in Syria
where both internal and external balance deterio-
rated. Though hit by the bad harvest of 1964/63,
Iran, using resources from the 1963/64 harvest and
from the petroleum sector, was able to expand its
sapplies very considerably from imports while at
the same time adding to its trade surplus. Israel
also added greatly to its domestic production—itself
up about 10 per cent again—through imports, but
only at the expense of enlarging its trade deficit.
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The widespread increase in the available supply
of goods had a discernible influence on the general
state of internal balance in the developing countries
in 1964. Except in the few countries with acute
inflationary pressures of long standing and one or
two cases in which resources have recently come
under heavy strain, there was a general easing of
domestic strains.

One indication of this improvement in domestic
balance is provided by the movement of retail prices.
The proportion of countries in which the cost of
living remained more or less stable or showed a
perceptible deceleration in its rate of increase rose
sharply from below 40 per cent in 1963 to nearly
50 per cent in 1964. Conversely, the proportion in
which the rise in retail prices accelerated dropped
from 40 per cent in 1963 to less than 25 per cent
in 1964 (see table 3-10). In 1963 about 70 per

Table 3-10. Developing Countries: Cost of Living
Changes," 1963 and 1964

Percentage of countrics in wiich, in
redation ta the trond during the pre-

Trend ceding year, the trend during the i
ren dicated years registered:
1863 1964
Accelcration 40 24
Contimied rise 25 28
Deceleration ., . o 28 37
Continued stability 9 11

Sonrce: Burean of General Economic Research and
Policies of the United Nations Sccretarial, based on Statis-
ticat Office of the United Nations, Monthly Bulletin of
Statistics.

= Based on fifty-seven countries; see annex table 3A-3

cent of the countries showing the most rapid price
rise—over 10 per cent a year—registered some
degree of acceleration, whereas in 1964 the cor-
responding proportion was not much more than 40
per cent.

Among the countries in which the cost of living
rose by over 10 per cent in the course of 1964—about
a fourth of the total, as in 1963-—there was some
easing of the pace in Argentina, the Democratic
Repubiic of the Congo, Indonesia and the Republic
of Korea. In Brazil, Chile, Ghana and Uruguay, on
the other hand, prices continued to rise much as
they had done in 1963, while in Bolivia, India, Pery,
the Philippines, Sierra Leone and the United Arab
Republic there was a distinct rise in inflationary
pressures. Except for Bolivia, the countries in this
last group are not among those suffering from
chronic and acute instability : the rapid rise in prices
in 1964 indicates the operation of new forces
threatening domestic balance.

Though the general improvement in the state of
balance in the developing countries is attributable

chiefly to the easing of the supply position, dis-
inflationary policy measures also contributed to the
same end in some instances. In a number of countries
monetary and fiscal policies were intended to exert
a restraining influence on the economy.

In most developing countries money supply ex-
panded more or less in step with production, trade
and incomes. The proportion of countries in which
money supply contracted during the year or rose
less than 4 per cent was about 15 per cent—up
sharply on 1963. And the proportion in which money
supply rose more than 10 per cent was rather less
than 60 per cent—down appreciably from the 70
per cent recorded in 1963 (see annex table 3A-5),
There was a marked increase in the proportion of
couatries in which there was a discernible decelera-
tion in the rate of growth in money supply (it was
about 22 per cent in 1963 and 35 per cent in 1964)
and a corresponding decline in the proportion
registering an acceleration (see table 3-11).

Table 3-11. Developing Countries: Changes in
Moncy Supply,* 1963 and 1964

Pr:rcqn!agc of countrics in whick, in
refation to the trend during the pre-

wigus year, the trend during the in-
Trend dicated year regisiered:
1963 1946¢
Acceleration 48 41
Deceleration 22 35
Continued expansion 30 24

Sonrce: Durean of General Ficonomie Research and Poli-
cles of the United Nations Secretariat, based on Inter-
national Monctary Fund, [nlcrnational Finaneial Statistics

" Dased on forty-six countrics; see annex table 3A-5

One factor involved in this slowing down in the
expansion of money supply was a generally greater
caution in government budgeting. Government finan-
cial operations contrilbuted much less to inflationary
pressures in 1964 than in 1963. Comparing year-to-
year changes in official indebtedness relative to total
expenditure, the proportion of countries in which
there was a decline trebled between 1963 and 1964
and the proportion in which the rate of increase
accelerated was halved. In 1963 the number of
countries registering a greater rise in government
indebtedness than in the preceding year was about
twice the number registering a decline or a smailer
rise. In 1964 the proportions were virtually reversed
(see table 3-12).

Notwithstanding this turn-around in budgetary
position, the growth of government borrowing from:
the banking system was a major factor in the increase
in the supply of money in some of the countries in
which this ran ahead of the increase in goods and'
services, In Ghana and the Republic of Viet-Nam,
for example, where there was a substantial rise it
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Tahle 3-12. Developing Countries: Changes in
Government Budgetary Position,® 1963 and 1964

Percentage of countrics in twhich, in
refation do Hie previous year, gotury-

Trind mend indebtedness during the indi.
cated year shoteed:
1963 1964
Decling 9 29
Deceleration in rise 20 23
Acceleration in rise 60 31
Continuation of rise il 20

Sowrce: Bureau of General Economic Research and
Policies of the United Nations Secretariat, based on Inter-
national Monctary Fund, [nternationgl Financial Statistics,
and nationai sources

1 Net change—claims minus deposits—in government deal-
ings with the banking system as percentage of government
expenditure in previous year Based on thirty-six countries;
cce annex table 3A-6

relative govermment indehtedness (sce annex table
3A-6), this was almost the sole contributor to the
acceleration in the increase in money supply. Gov-
ernment credit was aiso a leading component of the
rapid expansion in money supply in Argentina, Haiti
and the United Arab Republic (along with private
credit} and in Mexico (along with an increase in
foreign assets).

A rise in foreign assets was the principal factor
in monetary expansion in the Republic of Korea
(where private credit also contributed) and in
Bolivia, Jordan and Libya {where there were also

increases in private and government credit)., But
among the countries in which money supply increased
by over 10 per cent during 1964, the expansion of
private credit was the main contributor in most
instances In Brazil, Chile, India, Iran, Jamaica,
Nigeria, Pakistan and Uruguay it was accompanied
by considerable expansion in credit to the public
sector: in Honduras, Nicaragua and Venezuela by
considerable increases in foreign assets, and in Peru
by increases in both foreign assets and credit to the
public sector.

In the aggregate—taking into account not only
the countries referred to above but also these in
which the rise in the supply of money was more in
ling with the increase in real incomes—the most
expansionary component in 1964 was private credit
in about 58 per cent (compared with 49 per cent
in 1963), government credit in about 27 per cent
(33 per cent in 1963} and foreign assets in about
13 per cent of the countries (18 per cent in 1963).

Changes in foreign assets were more important as
4 contractionary force in 1964: they operated in
this way in almost half of the developing countries
(as against about 40 per cent in 1963) Changes in
government credit were contractionary in about a
fifth of the developing countries {15 per cent in
1963). In the case of private credit, however, the
number of cases in which it was a contractionary
influence was smailer in 1964 (5 per ceat) than in
1963 (9 per cent).

Outlook for 1965°

By and large, the developing countries entered
1965 in better economic shape than in earlier years
of the Development Decade. Most sectors were more
active, inventories more adequate—particularly in
the case of the key items in food-stuffs and im-
ports—and foreign exchange reserves higher.

Despite this generally favourable posture, however,
the outlook for 1965 was distinctly less promising
than it had been a year earlier. On the whole, crop
prospects were poorer; export prices had reached
their peak early in 1964 and seemed likely to drift
downwards again as growth forecasts from the
industrial countries that constitute the major market
of the developing countries suggested a slackening
in import demand. The export prospects of the
developing countries were also dimmed by the proba-
bility of a better outturn of various primary products
and their substitutes in the industrial countries.

In the face of a possible decline in the rate of
increase in export earnings, import expenditure in
7 This section is based in part on the replies of Govern-

ments to the Unpited Nations questionnaire on economic
trends, problems znd policies of November 1964

the early months of 1965 continued the more rapid
rise that had commenced towards the end of 1963.
Taken in conjunction with the heavy claims of
external debt, this foreshadows an increase in bhalance
of payments pressures as 1965 advances. A decline
in the rate of increase in agricultural production
—niot very high, even in 1964—and a simultuaneous
deterioratien in the external halance would exacerbate
the longer-term difficulties in respect of food supply
and internal balance that the developing countries
have recently been making new efforts to overcome.

These broad generalizations and contingencies
apply to the various developing countries in differing
degree, depending in particular on the coniposition
and destination of exports, on the current state of
external liquidity and on the course of produc-
tion—especially  agricultural  production—in  the
1965/66 season. By and large, the Latin American
countries would appear to be in a stronger position
than those of Africa and Asia, both in respect of
recent gains in liquidity and because their principal
market seems less likely to weaken in the course of
1965 But the Latin American debt problem is
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generally more acute and, as indicated in an earlier
section of this chapter, some of the countries in
the regien entered 1965 in a serious state of domestic
imbalance. And within the region there are marked
differences in the prospects for export earnings

The rise in coffee earnings that occurred between
1963 and 1904 1s not likely to be repeated in 1965
Though prices at the beginning of the year were at
the highest level since 1958, there are signs of
weakening. In the face of a large 1964/65 crop,
robnsta prices turned downwards in mid-1964 and
arabica prices have tended to [ollow. Because of the
existence of a large accumulation, the decline in
Brazilian produaction has made little impression on
available supplies. These are now governed by quotas
under the International Coffee Agreement and the
distribution of earnings in 1965 seems unlikely to
differ markedly from that of 1964 On the average,
however, prices in the first quarter of 1965 were
5 per cent below the corresponding 1964 ievel.

Cocon prices were down even more sharply in the
first quarter of 1965, in the face of a record 1964/065
crop in West Africa. Latin American earnings from
this source may fall short of the 1964 figure.
Farnings from hanana exports may also he lower:
ever since 1958 prices have leen drifting downwards
and, with acreage expanding and demand tending
to level off, there are ne signs of a reversal in 1965

Sugar earnings are almost certain to he lower
than in 1964 prices in the first quarter of 1963 were
less than half the corresponding 1964 figure and,
stimulated by the high prices of 1963/64, production
is up almost everywhere—in importing countries
as well as exporting countries. (Quotas for the
higher priced United States market are lower in
1965 than in 1964, except in the case of Brazil and
Puerto Rico. Developing country sales under the
Commonwealth Sugar Agreement will be at more
or less the same price as in 1964 and India, Rhodesia
and Swaziland have been allocated suotas for the
first time. In the aggregate, Latin America is likely
to have substantially more sugar to export; so, on
a smaller scale. is southern and south-eastern Asia
Total earnings, however, may well be lower

Latin America accounts for most of the temperate
farm products exported by the developing countries
and here prospects are not unfavourable, Argentina
is likely to increase its wheat exports very con-
siderably : a bumper 1964/65 crop and a large carry-
over from 1963/64 will provide the means of
fulfiliing major contracts with mainland  China
and the Soviet Union as well as with western Europe
and Brazil. Meat exports are also likely to provide
more foreign exchange in 1965 than in 1964, in
Uruguay as well as Argentina: demand is still
rising rapidly and supplies from within the importing

countries are not expected to increase. In the first
quarter of 1965, heef prices were about an eighth
ahove the corresponding 1964 level

Latin America also accounts for most of the wool
exported by the developing countries. This will
probably not yield as much in 1965 as it did in
1964 : conswmption has lagged in western Earope
and Japan, stocks have accumulated and prices in the
first quarter of 1965 were about a fourth lower than
in the first quarter of 1964, Iven if Argentina and
Uruguay liquidate part of their 1964 accumulation,
it is doubtfu]l whether the effects of the price decline
would be fully offset

In contrast to wool, cotton seems likely to yield
higher export earnings in 1965, particularly in the
central American region where 1964/65 crops are
generally well ahove the previous level The Sudan
and the Umited Arab Republic are also likely to
incrense their cotton earnings, since they have more
to sell—especialiy in the case of the Sudan, where a
better quality crop yielded an 8 per cent higher
average export unit value in the first half of 1965

The upswing in non-ferrous metal prices that
characterized 1904 has levelled off but it has left
most prices well above earlier averages. In the
first quarter of 1965, the average export price of
non-ferrous metals from developing countries was
about a third above the corresponding 1964 figure.
Though production—in the net importing couniries
as well as in the exporters—has been catching up
with the higher rate of consumption and the latter
may well tail off somewhat later in 1965 if growth
forecasts for the industrial countries are horne out,
it seems probable that metal earnings in the devel-
oping countries will exceed the 1964 level by a
substantial margin. In the absence of Iabour stiikes
or other disruption, copper, lead and zine producing
countries, such as Chile, Mexico and Peru—as well
as the Democratic Republic of the Congo. South
Waest Africa and Zambia—are likely to henefit con-
siderably from the market situation

In the case of copper, free market prices have not
vet declined below the extremely high average
attained in 1964, Chile and Zambia have sought
to stabilize their export price at the United Siates
producer price of 36 cents a pound-—a figure regarded
as tenable in the face of competition from sub-
stitutes—and  this should provide theni with an
appreciably higher income than in 1964 With
consumption still running ahead of production, and
the shortfall being made good by releases from the
United States stockpile, as it was in 1964, tin prices
on the open market are also extremely high by
earlier standards If output is kept up, tin exporters,
stich as Bolivia, Malaysia and Thailand, should enjoy
a further increase in earnings from this source.
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More important in the case of the Asian countries
is the course of the market for natural rubber, and
here—assuming no further deterioration in the
political situation in the region—the outlook is for
continued price stability near the floor set by the
low-cost synthetic substitute. Past replanting policy
should ensure a further rise in output in Malaysia,
and in the aggregate—unless the relatively low
price again reduces tapping in Indonesia~—the devel-
oping countries seem likely to maintain the recent
modest rate of growth in natural rubber production.
In 1965, as in 1964, the upsurge in rubber consump-
tion associated with the motor-car boom will be
met by the synthetic products.

Farnings from jute and allied fibres in 1965 may
he somewhat above the 1964 level, even though the
high 1964 prices are reported to have induced further
substitution in the packaging field, not fully com-
pensated by growth in consumption in the carpet
industry. Since the 1964/65 crop is estimated to
have been slightly below the previous one, and more
of it is likely to be used domestically—especially
in Pakistan—the volume of exports may not reach
the 1964 level.

A lag may also be expected in hard fibre exports
in the wake of a reported accumulation of stocks
in the hands of users and processors in mid-1964
and the subsequent decline in prices. Philippine
earnings are also likely to be depressed by a drop
in abaca output owing to drought and disease. Since
in 1964 Fast Africa produced more and exported
less than in 1963, more sisal may be shipped in
1965, though it is doubtful whether the volume
increase will fully compensate for the decline in
price: the average price in the first quarter of 1965
was a fifth below the corresponding 1964 figure.

FEarnings from exports of oil-seeds and oils will
probably exceed the 1964 figure both in southern
and south-eastern Asia and in Africa. Prices were
rising fairly steadily in 1964 and in the first quarter
of 1965 averaged about a sixth above the correspond-
ing 1964 level. Price gains should be supplemented
Dby volume gains in some countries—notably Malaysia,
where palm kernel production has been rising--but
in Nigeria, where the 1964/65 ground-nut crop was
smaller than the previous one, and the Philippines,
where coconut trees were damaged by typhoon in
1964, shipments may be somewhat reduced. As a
result of security difficulties in plantations, exports
of other palm products from the Democratic Republic
of the Congo are also likely to be below the 1964
level.

Trade in rice within the southern and south-
eastern Asian region is not expected to differ much
in volume or value from 1964 levels To judge
by preliminary data for 1964/65, exportable supplies

are at least up to 1964 levels in Cambodia and
Thailand though somewhat lower in Burma and the
Republic of Viet-Nam, while import requirements
are less than in 1964 in Indonesia and Pakistan but
unchanged or greater in Ceylon, India, Malaysia and
the Philippines.

Tea earnings are also expected to approximate
the 1964 figure. Poor growing conditions in East
Africa and southern India are likely to affect the
supply from those areas but the main flow from
Ceylon and northern India may be large enough
to offset this. Demand continues to he very stable,
the most rapid increase being in the producing
countries themselves, a factor that serves to retard
the expansion of exports.

In the aggregate, tobacco earnings may also differ
only slightly from the 1964 level: higher production
in Brazil and Colombia should compensate for lower
production in India and the Philippines, while in
Rhodesia and Zambia a decline in output should
be offset by a rise in quality and unit value. Up to
August, 204 million pounds had been auctioned at
an average of 41 cents a pound, compared with 228
millionn pounds at 33 cenis in the corresponding
portien of 1964,

Petroleun exporis are expected to increase at
the fairly steady pace of 9 or 10 per cent that has
characterized recent years. Posted prices seem likely
to remain unchanged, but Venezuelan earnings may
be affected by a continuing and perhaps increasing
tendency for sales to be made at a discount, whereas
Middle East earnings should be raised by the new
tax arrangement negotiated between the Organization
of Petrolewn Exporting Countries and the inter-
national companies.

Notwithstanding this great diversity in commadity
and country prospects, it is probable that the devel-
oping countries as a group will experience a price
loss in 1965 as against a price gain in 1964 and that
therefore the over-all increase in their export receipts
will be less than between 1963 and 1964. Other
current receipts, however—ifrom tourism, shipping,
transit dues, migrant labour and so on—should
continue to expand at least at earlier rates, though
the effect of this may be offset (in the aggregate,
but not for individual countries) by a rise in the
net outflow of imvestment income in the wake of
the previous two years’ expansion in export activity
with which foreign-owned corporations have in many
cases been associated.

As far as unilateral transfers and capital receipts
are concerned, the 1965 total is likely to be of the
same order as that of 1964. The current efforts to
curb the outflow of capital from the United Kingdom
and the United States and fo protect the external
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balance in Japan are not intended to affect the
developing countries, but some of the effects of
these and of the balance of payments pressures they
reflect may spill over as a restraining influence on
such flows. On the other hand, commitments made
by international institutions as well as by capital
exporting countries, and the volume of loans nego-
tiated but undisbursed at the beginning of 1965
suggest that the total flow will be comparable with
that of recent years and may indeed be somewhat
higher.

Any decline in the rate of inflow of capital would
have serious consequences at this stage, since the
debt burden of the developing countries is now
extremnely heavy relative to export earnings, and the
bunching of repayment obligations in the years
immediately ahead constitutes a major potential
threat to the external balance. The latter may in any
case come under pressure again from current account
developments, if imports continue the expansion that
began in 1964 and the rate of growth in export
receipts does in fact tail off under the influence of
declining prices and decelerating demand in the
industrial countries.

Indicative of this possibility is the fact that in
the first quarter of 1965 net drawings of the devel-
oping countries from the International Monetary
Fund were about $67 million, as against a net
repayment of $40 million in the comparable quarter
of 1964 and $39 million for the whole year. Gross
drawings in the first quarter of 1965 amounted to
$204 million—compared with $179 millien in the
whole of 1904—the bulk going to Brazil, Chile, India
and Pakistan. Of the twenty stand-by arrangements
existing at the end of April 1965, ten had been
made in the first four months of 1965,

The more constraining the external payments
position becomes, the sooner will the developing
countries have to tighten the controls over imports
that began to be relaxed in the second half of 1963
as Hquidity improved. The more restrictive import
policy becomes, the less scope does a developing

country have to raise its rate of growth without
imperilling internal stability. The early need to
restrict imports would be particularly disappointing
at this juncture, for not only have imports actually
lagged very noticeably in the first four years of the
Development Decade—in terms of quantum, the rate
of increase has averaged only about 3 per cent a
vear, not much more than half the rate of increase
in exports—but in 1965 the rate of growth in
domestic product promises to be less favourable than
it was in 1964. Moreover, from a broader, global
point of view, since trade among the industrial
countries—which has been a major source of ex-
pansion in recent years—is expected to lose a good
deal of dynmamism in 1965, a contraction in the
imports of the developing countries would further
decelerate the growth of international trade.

Predictions of movements in the gross domestic
product made early in the year are based largely
on what is known of the 1964/65 harvest. Although,
as indicated above, some marked improvements were
in prospect, the over-all result pointed to an increase
rather less than that which occurred between 1962/63
and 1963/64. While the outturn for 1965 as a whole
depends aiso on crops reaped in the second half of
the year, the probability of a significantly larger
increase seems slight.

Most governments, encouraged by the easing of
pressures in 1963 and 1964, are pushing ahead with
their development plans. Nowhere is production
likely to lag as a result of weakness in demand.
Indeed, in a number of countries, 1965 opened with
renewed efforts to contain excessive claims on
resources in both the public and the private sectors,
as well as to produce matching supplies ® The success
of these efforts depends very largely on factors over
which the developing countries are unable to exercise
control, namely the weather and the state of external
markets for their primary products.

8These stabilization  efforts—involving  restraints  on
demand on the one hand and promotion of food supply
on the other—are discussed in the foliowing sections

Inflationary tendencies: Recent developments'

Inflationary pressures that are chronic, strong and
overt are limited to relatively few of the developing
countries. In receat years (say, between 1957 and
1964} about a sixth of the developing countries for
which adequate data are available registered increases
in their retail prices averaging more than 10 per

% This section is based in part on replies of Governments
to the United Nations questionnaire on inflation and
economic development of fanuwary 1965 These replies have
beerr reproduced in docwment E/4053

cent a year, though a further group of an eighth also
exhibited marked inflationary tendencies, with price
increases averaging between 5 and 10 per cent a year
over the eight years (see annex table 3A-7)

In some of these countries the rate of inerease in
prices has tended to rise in recent years. Some of
the most serious manifestations of this acceleration
are to be found in Chile, Colombia, Indonesia, Laos,
the Republic of Korea and Uruguay In Brazil the
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acceleration oceurred earlier—round the turn of the
decade—and the higher rates have continued in the
past three years. In all these countries the average
rate of increase in cost of living in the recent period,
1062-1964, was in excess of 20 per cent a year. At
a lower level, there has also heen a marked accelera-
tion in price rises in Ghana, India and Peru, where
the increase in the cost of living averaged between 10
and 15 per cent a year in 1962-1964. Higher, but
decelerating, rates of increase have heen registered in
Argentina, where the 1962-1964 average was about
22 per cent a year

These are among the countries in which concern
about the adverse effects of inflation on the process
of economic development has given rise to many and
varied efforts hoth to counteract those effects and
to eliminate the causes That these efforts have not
been as successful as policy makers might have
wished reflects the complexity of the causative process
and the fact that it often contains links that are of
an institutional nature and highly resistant to change.
It also reflects the fact that action taken to alleviate
the symptoms has sometimes aggravated the under-
lying imbalances. In addition, the results of remedial
measures adopted internally have from time to time
been nullified hy an unfavourable turn of external
events over which no control could be exercised.

In a number of countries the most serious conse-
quences of inflation have been those adversely affect-
ing the volume and structure of production. This
has come about in some instances through the
diversion of vesources—and, not least, of scarce
entreprencurial skills—to speculative activities in
land, inventories and foreign exchange. It has aiso
diverted the more directly productive forms of in-
vestment to avenues made more profitable by the
relative movements of internal and external prices
or by defensive measures (such as import control)
and away from other avenues that may be socially
more necessary but are less profitable as a result of
other defensive measures {such as price control).
Production has also been inhibited from time to time
by direct restraints on investment and on credit,
introduced as curbs on demand and money in-
comes. And, particularly, where internal instability
has necessitated exchange control, the inflow of
foreign capital has been discouraged—to the detri-
ment of new production,

In so far as inflation, or action taken to counter it,
does inhibit production, the results are generally
insidious since the inflationary tendencies themselves
stem from, or are accentuated by, the inadequacy of
output. This is not to say that there is necessarily
a close inverse correlation between the rate of increase
in prices and the rate of increase in total production
(see chart 3-1). The inhibiting effect on production

depends in part on the degree of dependence on
trade with the rest of the world—a country with a
targe domestic resource base can usually stand up
to stronger inflationary forces than a smaller one in
which imports and exports are relatively more
important. It also depends on the degree of seif-
generation of the inflation: with the emergence of
an accelerating wage-price spiral, production is soon
likely to be disrupted. Up to a point, moreover,
internal strains can be tolerated to a greater extent
in countries that are able to mitigate their inhibiting
effects through access to external resources

Tven if it had no effect on production, the external
disequilibrium occasioned by inflation would con-
stitute a serious problem for a developing country.
Rising domestic prices are likely to put costs out of
line with those in other countries, with immediate
implications for export and import-substituting in-
dustries. Adjustment has soon to be sought through
devaluation of the currency and the more often that
happens the more difficuit does stabilization become.
The burden of servicing of foreign debt may be
magnified and the difficulties of external capital
transactions enhanced.

Inflation also has an effect on the distribution of
domestic incomes that is often regarded as undesir-
able. Tt tends to favour income from property and
therefare to run counter to the social objectives of
many countries, particularly those in which the
pattern of incomes is already skewed The problem
of seecking a more egalitarian distribution is com-
plicated hy the fact that any linking of wages to
the cost of living, in order to protect real standards,
tends to increase the risks of seiting in motion a
spiral that becomes progressively more difficult to
control.

CAUSATIVE FACIORS

Though the process by which inflationary pres-
sures build up and become cumulative is complex
and in many respects unique to each economy, a
number of factors are commoaly presenf in most
developing countries, though in varying degree. One
group of such factors operates on the demand side,
another group on the supply side, In many cases
exogenous factors also contribute and there is a
common mechanism tending to generate a spiral
effect, making the process seli-perpetuating.

On the demand side, the developing countries
have all experienced a rapid increase in total claims
on resources as a result of a rising rate of population
growth and a continuing movement to the towns,
These claims are for basic requirements of food,
clothing and shelter, plus certain minimal services of
2 communal nature, and as such they are not post-
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Chart 3-1. Changes in Gross Domestic Product and the Cost of Living, 1958-19630
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Table 3-13. Selected Developing Countries: Increase in Total Money Supply," and its Components, 1658-1964
{Index, 1938 == 100; percentage)

Country and item

1959 1940 1961 1962 1943 1944

Argentina

Index of total money supply .
Percentage contribution to annual increase!
Foreign assets .
Ciaims of povernment sector
Claims on private sector

Brazil
Index of total money supply .
Percentage contribution to annual increase:
Foreign assets .
Claims of government sector .
Claims on private sector

India

Index of total money supply

Perceniage contribution to annual increase:
Foreign assets
Claims of government sector
Claims on private sector

Indoncesia

Index of total money supply .

Percentage contribution to annual increase:
Tareign assets .
Claims of government sector

Claims on private sector o L

Philippines

Index of total money supply

Percentage contribution to annual increase:
Foreign assets . A
Claims of government sector
Claims on private sector

Republic of Korea

Index of total money supply .
Percentage contribution to annual increase:
Foreign assets . .
Claims of government sector
Claims on private secior

136 182 224 247 293 334

3 18 —1 69 ] 8
51 30 18 54 64 55
46 52 83 115 41 37

128 175 261 407 644 1,067

1 1 2 3 2 4
35 36 46 41 40 41
64 63 52 56 58 55

110 119 126 137 150 158
) 3 —17 ~~17 —5 5
89 47 39 61 G5 87
19 50 78 56 40 8

160 213 272 306 781

39 51 el —16 ~—12

37 8 63 a7 87

24 41 45 20 25
110 119 133 157 1590 211
33 68 w22 —16 5 —58
7 —66 —7 9 4 16
60 98 129 107 91 139

116 132 183 246 266 304

18 30 65 31 —84 62
12 —23 -1 16 30 —15
94 93 51 53 154 53

Source : International Monetary Fund, [nieraational Fings-
cial Stoiistics.

ponable. Nor, except to the limited extent to which
urbanization is employment-induced, are these claims
automatically linked to production. Unless production
keeps pace with them, an inflationary gap is likely
to emerge.

Another potentially inflationary source of demand
is investment, and in this respect the developing
countries face a particularly difficult situation. Not
only does their progress depend very largely on
increasing investment but a good deal of the most
essential investment is of a long-gestation variety:
it may involve outlays (that constitute current money
incomes) for years before it actually yields any
usable output. In so far as such investment is not

2 Money supply includes currency, deposit mouey, guasi-
money and other items; indices based on end of year data

financed through rea! savings, it will also tend to
contribute to an inflationary gap.

In practice, most investment and some consump-
tion are financed by credit that is not always or
necessarily geared to prior saving, It is no accident
that most of the countries with serious probiems of
inflation have experienced high rates of increase in
money supply: between 1958 and 1964, for example,
there was almost a doubling in India, more than a
doubling in the Philippines, a threefold expansion
in the Republic of Korea, a fourfold expansion in
Argentina and a tenfold expansion in Brazil and
Indonesia (see table 3-13). Relative to gross produc-
tion, the rate of increase in money supply has tended




CHAPTER 3. RECENT ECONOMIC TRENDS IN DEVELOPING COUNTRIES 117

to accelerate in recent years in most of these
countries. In Brazil, Colombia and the Philippines,
for example, the ratio between the rates of growth
of real gross domestic product and money supply
more or less doubled from 1958-1960 to 1960-19463,
while in Argentina and Indonesia it increased con-
siderably more. In all these countries the rate of
increase in money supply accelerated while the rate
of increase in production slackened. Over the whole
period 1958 to 1963, the former exceeded the latter
by two to three times in Colombia, the Philippines
and the Republic of Korea, by eight to nine times
in Brazil and Chile and by even larger margins in
Argentina and Indonesia (see table 3-14).

Table 3-14. Selected Developing Countries: Increase
in Money Supply,” Gross Domestic Product at
Constant Prices, and Cost of Living, 1958-1963

{dnnual percentage rate)?

Counnfry and item 1958-1960 1960-1963 1958-1963

Argenting
Money supply . . . 389 137 232
Gross domestic product 1.0 —0 1 03
Cost of Hving . . 649 219 375
Bracil
Money supply . 36.0 555 475
Gross domestic product 70 47 56
Cost of living . 36.0 54.0 46.5
Chile
Meoney supply 323 243 275
Gross domestic product 30 39 35
Cost of living 245 212 223
Colombia
Money supply 131 20 Qe 16.54
Gross demestic product 54 4.9¢ 53¢
Cost of living 54 58 5.5¢
Philippines
Money supply 58 134 164

Gross domestic product 49 45 47
Cast of living . . 15 4.5 32

Republic of Korea

Money supply 169 189 157
Gross domestic product 30 51 44
Cost of living . 58 116 93

Sowrce: Statistical Office of the United Nations, Monthly
Bullctin of Statistics, Yearbook of National Accounis Sta-
tistics; United Nations, Statistical Bulletin for Latin
Anterica ; International Monectary Fund, International Finan-
elal Statistics,

8 Cusrency and deposit money held by the domestic non-
govermment sector.

b Compound rate, calculated from change between the
first and the last year.

¢ 1960-1962,

41938-1962.

In Braezil, the Philippines and the Republic of
Korea the dominant element in this expansion was
the growth of private credit; in India and Indonesia
the government sector was chiefly responsible for
the increase in credit, while in Argentina the two
sectors shared in the expansion.

In most developing countries private credit tends
to be fairly closely related to production, or at least
to supply: it finances such things as farm crops,
industrial investments that are likely to yield a
material output fairly quickly, and imports of raw
materials and components for manufacturing and
finished goods for commerce. In general, government
borrowing tends to relate to investment in infra-
structure and other forms of capital from which a
material product is less likely to he immediately
forthcoming. Governments may also horrow to meet
short-falls in current revenue and such credit becomes
Incomes—as salaries, pensions, subsidies, farm sup-
ports and s0 on—with no corresponding increase in
product. Where such credit is drawn from the
banking system and does not represent savings, it
is a potential source of inflationary pressure, and
the more rapid the expansion and the less directly
productive the use, the greater is ihe probable
inflationary risk.

The rise in the flow of credit to the government
sector in such countries as Brazil, India and
Indonesia in recent years reflects a widening fiscal
deficit, Tn Brazil this deficit has risen from about
2 per cent of the gross domestic product in 1958
and 1959 to over 5 per cent in more recent years.
In India the deficit fluctuated around 5 per cent of
the net domestic product in the period 1938-1962,
but has risen sharply in 1963 and 1964 in the walke
of a large increase in defence and development
expenditure not fully matched by increases in tax
revenue. In the Republic of Kores, on the other
hand, the budget deficit has been greatly reduced
in the past two years, after reaching a level of 13
per cent of the gross national product in 1962,

By increasing foreign assets and the incomes in
the hands of participants in the export sector, an
expansion in exports may also have inflationary
consequences. Whether this is a significant factor
depends in part on the degree of integration of the
export sector and the rest of the economy. While it
is true that the great bulk of the goods exported by
the developing countries has no alternative domestic
market—so that exports are generally not at the
expense of intermal consumption—and that the
foreign exchange derived {rom such exports is readily
translated into Imports of goods that are usable for
domestic consumption or investment, nevertheless,
in varying degree the earnings of the export sector
enter into internal demand whether as the income
of peasants, the profits of traders, the wages of
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participating workers or the re-investment of foreign-
owned corporations. Moreover, the process of eco-
nomic development tends to increase the vulnerability
of primaty exporting countries to this source of
instability. For, as the various sectors of the economy
become increasingly interdependent, the impact of
the sort of massive swings in export prices and
earnings to which a primary exporting country is
exposed tends to become progressively more de-
stabilizing. Downswings of this nature are deflationary
in the frst instance, but in many countries——particu-
larly in Latin America—the effects of a decline in
export incomes have often heen counteracted by a
relaxation of domestic credit, Coming at a time when
foreign exchange availabilities are low, an expansion
in credit may well set off or accentuate a rise in
the prices of imported goods

Though most of the chronic and rapid inflations
reflect excess monetary demand, inflationary forces
can also be generated by difficulties on the supply
side. Most potent in this respect has been the lag in
food production which has characterized the post-

war period in many of the developing countries.!?
The nature and magnitude of this lag are discussed
in the concluding portion of this chapter; in the
present context its importance lies in the fact that
food is by far the largest component of the consumer
budget in most developing countries, often absorbing
over half of total expenditure

[n most of the countries experiencing serious in-
flation, food production has harely kept pace with
population growth; in some of them, indeed, per
capita production in 1963 was below the 1958 level
(see table 3-15). Given this drag, a peor harvest
is likely to be the occasion of a marked rise in food
prices and, hence, in the cost of living, That the
role played by food shortages is a leading one, both
in magnitude and in time, is borne out by the fact
that in most of the countries in question the cost

10 The present discussion is concerned with the current
situation and its roots in the recent past. For a review of

the impact of the agricultural fag in ecarlier years, see
Hoorld Ecowomic Survey, 1957 (Sales No.: 58I1C1),
page 12

Table 3-15. Selected Developing Countries: Index of Per Capita Food Production and
Per Capite Production and Supply of Cercals, 1958-1963"

([ndex, 1960 = 100)

Country and ilem 1938 1939 1960 1941 1962 1963

Brazil

Food production 95 94 100 100 100 a7

Cereal production a0 21 100 1G4 104 110

Cereal supply 89 91 160 102 104 100
India

Food production 93 98 100 9y 94 94

Cereal production a5 96 100 100 05 ]

Cereal supply 93 95 100 g8 94 a7
Indonesia

Food production 99 i01 106 103 0 98

Cereal production 96 103 106 1065 97 107

Cereal supply 4 100 100 165 Rl 106
Plilippines

Fooad production 100 07 160 99 160 101

Cereal production 162 103 100 102 100 96

Cereal supply HIES 140 100 103 100 101
Republic ¢f Korea

Food production 1806 104 100 103 g1 Bl

Cereal production 105 106 100 113 96 198

Cereal supply 117 105 160 117 99 118

Source: Statistical Office of the TUnited
Nations, Monthly Buliletin of Stotisiics; Food
and Agriculture Organization of the United
Nations, Production Yearbook and Monthly
Bulletin of Agricultural Economics and Statis-
tics (Rome)

n The years refer 1o the crop year starfing
in the indicated year for the northern hemisphere
and the crop year ending in the indicated year
far the southern hemisphere




CapTER 3. RECENT ECONOMIC TRENDS IN DEVELOPING COUNTRIES 119

of food has surged ahead of the cost of other items
of common consumption, sometimes—as in Indonesia
and the Republic of Korea—hy a substantial margin
{see table 3-10). If the {food situation is not relieved
—Dby secondary crops or by imports, for example-—
the rise in prices is likely to be followed by a rise
in wages, and in this way the inflationary spiral
is given an initial or supplementary twist.

The food problem is not Hmited to its production
aspect, though this is obviously fundamental in the
circumstances of most developing countries. Even in
years of satisfactory harvests, storage and distribu-
tion difficulties may cause regional shortages and
price increases. And the fact that there are serious
physical and economic difficulties to be overcome
—even in the case of regional shortfalls—opens the
door to another obstacle to smooth adjustment of
temporary imbalances between demand and supply,
namely, the temptation to hoard. As soon as prices
begin to rise there is likely to be a flurry of pre-
cautionary amnd speculative actions on the part of
several elements in the distributive chain—in antici-
pation of a possible shortfall. Hoarding by farmers,
traders and consumers adds significantly to total
demand at a time when supplies may bhe only

fractionally Dbelow normal demand, and tends to
create the very shortage against which it is intended
to be a profection, thereby greatly aggravating the
imbalance and accentuating the price increase,

Difficulties in the way of rapidly augmenting total
supply, or moving supplies from an area of excess
to an area of deficiency, tend to make hoarding a
natural defensive action on the part of those through
whose hands supplies flow. But since it is necessarily
perverse in its timing, the hoarding is a powerful
disequilibrating factor in many situations in the
developing countries where supplies may often be
short—or thought iikely to fall short—of current
demand for use. Apart from its role in the food
situation, its most common and disruptive effects
are found in the movement of imported goods

Because of the chronic halance of payments strain
that characterizes most developing countries, imports
tend to be i a position similar to that of domestic
food-stuffs—potentiaily in short supply, and hence
a {requent object of the perverse demand of hoarders
Shortages of Imports aggravate domestic imbalance
in other ways, however, both directly through price
changes and indirectly through the local production
process,

Table 3-16. Developing Countrics: Indices of Food Prices in Relation to Cost of Living Index, 1958.1964

(1960 = 100)
Canptry and e 1958 1959 19683 1961 1062 1963 1964
Brazil
Food (43 per cent of all items) 43 69 100 135 212 354 695
Al items . 4 74 100 138 211 345 684
Ratio, food: all items 89 93 140 08 100 G7 02
Tudia
Food {54 per cent of all Hems) 04 09 100 0o 104 108 124
All itoms. exciuding rent 04 98 100 in2 104 108 124
Ratia, food: all items 100 101 1460 08 a8 Hull 160
Indoncsia
Food (63 per cent of all items) 70 a3 100 139 120 852 1.7560
All items 39 75 100 124 344 742 1.300h
Ratio, food: all items 1319 111 140 112 122 120 134
Philippines
Fond (48 per cent of all items) 08 p2! 100 103 171 122 137
All Hems 97 96 100 162 108 1i4 123
Ratio, feod: all items 101 98 100 101 103 107 111
Republic of Korcu
Food {46 per cent of all items) =8 b 100 109 TN 154 M3
All items . 89 92 130 108 115 13% 179
Ratio, food: all items v 09 096 100 101 103 112 110

Source: Statistical Office of the United Nations, Monthly
Bulletin of Statistics

8 The percentages refer to the baskel of goods priced in
the cost of living index

b Six months’ average
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The unit value of manufactures entering world
trade has continued to rise at about one per cent a
year for most of the post-war period. In so far as
manufactured goods constitute the bulle of the im-
ports of the developing countries, this has been a
persistent exogenous source of price increase, modest
in its dimensions but cumulatively significant. In
terms of local currencies, the cost of imports has
risen much more rapidly, especially in those coun-
tries with chronic inflation. In Argentina, for
example, the local price of imports rose almost
sixfold between 1958 and 1964, and in Chile and
the Republic of Korea imports doubled in price in
the first four years of the nineteen sixties. Where
differential rates and exchange control have been
used to hold down the volume of imports—as in
Brazil and Indonesia, for example—ithe rise in the
local price of imported goods has been even steeper.
And where such price increases are incorporated
into the costs of local factories, the effect tends to
be magnified even more.

Apart from the price of imports, their availability
has also become an important factor in some coun-
tries. Local costs of production have often been
adversely affected by shortages in the imported
supply of raw materials and components. In India,
for example, capacity has been idled from time to
time, the flow of finished products curtailed and
unit costs raised because of the difficulty of main-
taining purchases of imported inputs. In part, this
shortage of imports is attributable to a shortage
of exports and is therefore another aspect of the
basic problem of increasing production. But in many
cases it has been aggravated by unfavourable price
movements which have reduced the flow of imports
obtainable for a given volume of exports. In this
sense, a deterioration in the terms of trade, through
its impact on the flow of imported goods, can add
appreciably to the inflationary consequences of the
imbalance between demand and supply.

The course of the inflation itself may compound
this difficulty, for, with domestic prices rising
rapidly, the currency is likely to become over-valued,
to the detriment of exports and the external balance.
Attempts to hold an official rate of exchange open
up the field for currency speculation and the holding
back of exports in expectation of a devaluation as
well as for capital flight—all of which tend to
impede economic development and magnify the
problem of regaining stability.

The rate at which inflationary forces multiply
depends in part on the link through wages. Most
developing countries face a dilemma in this respect.
To keep wage earaings in line with the cost of
living is to give impetus to the inflationary process
from the cost side To exert a drag on wages in
the interest of stability is to runm counter to the

generally accepted policy of reducing the grosser
inequalities of income distribution and also to invite
social unrest. And the iatter, if manifested in strikes,
may do greater damage to stability through lost
production than wage concessions would have done
through increased costs.

The extent to which wages can be permitted to
keep pace with prices thus tends to vary considerably
from country to country and from time to time. In
Argentina, for example, the wage index has moved
parallel with the cost of living index in recent years.
In the Philippines and the Republic of Korea it
kept pace between 1958 and 1961, but since then
has fallen appreciably behind. In China (Taiwan)
wages have been rising more rapidly than prices
since 1961 when inflationary pressures were finally
got under control, and this has also been the case
in the Dominican Republic, Israel and Mexico. In
general, the more rapidly prices are rising, the less
likely is a rising trend in real wages.

REMEDIAL MEASURES

Most developing countries have had from time to
time to take steps to contain or reduce inflationary
pressures and to mitigate some at least of their
adverse effects. The general nature of these steps
has been very similar in essence, but the heteroge-
neity of the developing economies and the com-
plexity of the factors involved have resulted in a
considerable diversity in the “policy mix”. The selec-
tion of measures has necessarily been influenced
strongly by the most critical of the immediate prob-
lems; hence, policies designed to meet balance of
payments strains, food and raw material shortages
and widening gaps between prices and wages have
often had to be given priority.

All countries experiencing serious domestic im-
balance have had to seek ways and means of accom-
modating their internal price structure to that of
the rest of the world with the least ill effects. This
has often led to differential devaluation and exchange
and import controls. The sharpest reductions in the
external value of the currency have been made in
the case of the least competitive exports and the
least essential imports. In order to maximize the
supply of essential imports, non-essentials have
sometimes been completely prohibited and special
incentives provided to exporters in an effort to in-
crease the amount of foreign exchange available for
such high priority items as food-stuffs, fuel, various
factory inputs and development machinery and equip-
ment. In the interest of augmenting domestic supply,
some countries have taken steps to encourage the
inflow of foreign capital by protecting it from some
of the effects of the internal inflation~—through
favourable exchange rates, for example, and the
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allocation of exchange for remitting earnings. Among
the countries currently employing multiple exchange
rates in order to minimize the impact of domestic
inflation on the external balance are Brazil, Chile,
Colombia, Indonesia, the Philippines, the Republic
of Korea and Urugnay.

The problem of maintaining and augmenting the
supply of key products in order to reduce the pres-
sure on prices has also been dealt with by means
other than differential exchange rates. Governments
have directly encouraged local production—by ap-
propriate public investment under development plans,
for example, and by various fiscal incentives to
private producers in the sectors concerned. Such
direct action has been most common in the agricul-
tural sector in southern and south-eastern Asia
where food shortages have been a constant threat
to domestic price stability. It has been backed up in
a number of cases by efforts to reduce hoarding and
speculation. These have been outlawed in the Re-
public of Korea, while in India an attempt has
been made to circumvent them by massive govern-
ment participation in the distribution system through
grain stockpiles and a network of so-called “fair-
price shops”. State trading and price ceilings for
major agricuftural products have also been used in
China (Taiwan) as part of the stabilization
machinery.

Action to slow down the rate of price increase,
in order to avoid having to narrow the gap hetween
prices and wages by means of wage increases, has
usually taken the form of restraint on particular
sources of money incomes, through fiscal policy on
the one hand and credit policy on the other.

Disinflationary action in the fiscal field has gen-
erally involved both cuts in government expenditures
and increases in taxes with a view to reducing the
budget deficit. To cut expenditure has often meant
giving stability a higher priority than other eco-
nomic objectives: a reduction in the civil service
may add te unemployment in countries in which
labour tends to Dhe relatively more plentiful than
other factors ol production; a reduction in invest-
ment may slow down the process of development;
a cut in subsidies may necessitate increasing prices
in such areas as transportation, communications and
power and thus in the first instance add to the up-
ward thrust of costs. To increase taxes may in some
instances also add immediately to costs and prices,
especially in countries that have to rely heavily on
indirect taxation. As a result, efforts have been
made to improve the administration of the tax
system—thus increasing revenue without increasing
rates—to extend and make more progressive the tax
on incomes and to introduce new forms of taxes (on
wealth and on expenditure, for example) that are
less likely to enter costs. Efforts have also been made

to increase government resources by borrowing from
personal saving—something that has always been
difficult in countries where saving ratios are low,
capital scarce and price increases likely to overtake
many times conventional rates of interest—com-
pulsorily in some cases, by means of treasury hills
linked to the cost of living in others.

Attempts to limit the growth of private credit
have been among the most common of disinflationary
policies, Here again, the problem has been to
maximize the restraint on demand with the lfeast
possible harm to production. As a result, restrictions
of a general nature—the raising of the central bank
rediscount rate, the imposition of ceilings on bank
advances, the tightening up of minimum lquidity
requirements and so on—have often been supple-
mented by differential controls designed to make it
more difficult to borrow for such purposes as
financing less essential imports, holding inventories
or investing in low-priority industries.

As a temporary measure, direct control over
prices has been practised in some developing coun-
tries, especially in respect of vital consumer goods
and in cases in which there is a close link with
wages. While often serving an essential social pur-
pose and sometimes slowing down the spiralling
of inflation for a time, such controls have tended
to have a rather perverse, longer time effect—en-
couraging consumption and discouraging produc-
tion and thus aggravating the basic imbalance. The
tendency in recent years has been to try to break
any legal or automatic link that may exist hetween
the cost of living and wage rates, and in some
countries—Argentina and Brazil, for example—the
rudiments of an incomes policy are being worked
out; in Brazil, wage adjustinents are made less
frequently and more in accordance with changes
in productivity.

By and large, the developing countries that have
been contending with serious inflationary forces
have adopted broad stabilization programmes whose
general structure tends to differ from country to
country and whose precise details tend to differ from
time to time depending, in particular, upon the
course of production and upon developments in the
external sector, neither of which is wholly under
the country’s control.

Among the countries which experienced a slacken-
ing in the pace of inflation in 1964, two of the prin-
cipal contributing factors were increases in the
supply of goods and government policies designed
to curb aggregate demand. In Colombia, for example,
supplies were augmented by favourable harvests
and by an expansion of imports made possible by
the higher export receipts that accompanied the
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rise in coffee prices. In addition, the Government
sought to restrict credit by raising the required
reserves of commercial banks and limiting the dis-
count facilities of these banks with the Banl of the
Republic. And at the beginning of 1964, in an effort
to reduce the budget deficit, the Government in-
troduced a 20 per cent surtax on personal incomes
earned in the two preceding years. Nevertheless, the
deficit was somewhat larger in 1964 than in 1963,
and a further increase is expected in 1965 when the
relief from imports may be less, as—despite a 12
per cent devaluation of the non-coffee peso in
October 1964—a deteriorating external halance
forced the tightening of controls.

In Argentina, also, a major factor helping fo
reduce the rate of inflation in 1964 was the improve-
ment in supply: as indicated in the previous section,
there was a sharp recovery in agricultural and hasic
industrial production, supplemented hy a moderate
increase in the volume of impoerted commodities
{as against a substantial reduction in the preceding
year) The resulting increases in supplies helped to
counteract the inflationary influence of the expan-
sionary monetary policies used to spark the recovery
as well as to offset the effect of a sizable hudget
deficit financed largely through banic credit. The
minimum legal reserve of commercial banks was
raised in order to restrict private credit, but the
impact of that measure was lessened somewhat by
permitting the funds thus blocked to be used for
regional development. Import prices were raised
by three devaluations (of about 5 per cent each) in
1064 and a third (of about 14 per cent) in April
1965, and the price spiral was given another twist
late in 1964 by the institution of a higher minimum
wage As a result, the rate of incredse in retail
prices accelerated perceptibly in the early months
of 1965.

The slackening of inflationary pressure in the
Republic of Korea in 1964 foliowed a bumper harvest
reinforced by grain imports. In an effort to restrain
demand, the Government balanced its budget for
the first time for many years and pursued a restric-
tive monetary policy. Nevertheless, in response to
2 substantial increase in foreign assets and in private
credit, the money supply expanded at a rapid pace.
Domestic prices were also pushed upwards by a
virtual halving of the official rate for the won in
the second quarter of the year. This devaluation
was designed as part of the fiscal and monetary
stabilization policy: by stimulating exports it was
hoped to ensure the foreign exchange required for
the imports of raw materials and components that
are essential for expanding domestic production.
This was followed up in March 1965 by the negotia-
tion of a stand-by agreement with the IMF intended
to support further reforms of the exchange system

so as to facilitate relaxation of restrictions on trade
and payments,

In Brazil and Chile, there was no great gain in
production in 1904, and inflation continued at its
previous rapid pace despite government cfforts to
vestrain demand. In Brazil, the Government set
diminishing goals for the expansion in money supply
—70 per cent in 1964, 30 per cent in 1965 and
i5 per cent in 1966, The stabilization programme
adopted in 1964 concentrated on reducing the gov-
ernment deficit, restricting credit and restraining
wages. Although revenues were increased in 1964,
the size of the federal deficit was in fact larger
than that in 1963; in addition, the amount of credit
extended to the private sector rose substantially
and was the principal factor in a 66 per cent increase
in money supply in 1964 The new wage policy
sought to lmit wage increases to less than the
previous price rises, relating them to gains in
productivity, and to stagger the increase given to
various groups over time. In the event, inflationary
pressure abated hardly at all during the year. The
cost of living almost doubled, the upward pressure
coming not only from the expansion in money
incomes but also from the implementation of a price
decontrol policy. In 1965 the budget deficit is to be
reduced and financed as far as possible from savings,
In addition, the Government is expecting some relief
from pressures on supply as a result of a better
outturn of crops for internal consumption and also
from the imports that it may be possible to obtain
if the export incentives offered around the turn of
the year are successful

The new Government that came into office in Chile
in 1964 also introduced a broad programme aimed
at the progressive reduction of inflation until stability
is achieved in 1968. Major elements in the pro-
gramme are increases in agricultural output, a rise
in the capacity to import through expansion of
exports, a tighter monetary and incomes policy and
tax reforms aimed at reducing budget deficits. The
inmmediate outlock is not encouraging, however, for
not only is the 1965 budget still seriously unbalanced
but dronght has sharply reduced 1964/65 crops
This will enhance the importance of the prospective
improvement in the external balance likely to flow
from the higher price of copper and the refinancing
of half of the debt due for repayment in 1965 and,
in the longer run, from new agreements with the
copper companies regarding the expansion of the
industry and of the country’s participation in it

In countries such as India, Peru and the Philip-
pines, which experienced an acceleration in infla-
tion in 1964, the deterioration in domestic balance
was the result of a number of factors including
budgetary deficits financed through inflationary bor-
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rowing from the banking system, rapid growth in
bank credit extended to the private sector and
shortages in hasic food-stuffs

In India, inflation was intensified in 1964 Dby
growing demand pressures originating in increased
private investment and government expenditures for
development and defence, and also by shortages in
supplies, especially of agricultural commodities. To
deal with these probiems, a broad range of measures
was introduced, mmcluding monetary and fiscal
restraints on demand and renewed efforts to in-
crease agricultural production and improve the
distribution of food-stuffs. Budgetary policy aimed
at a reduction in the central government deficit in
1964/65 and at a surplus in 1965/66. The Reserve
Bank tightened credit, raising its discount rafe and
the interest rates charged commercial banks on
loans. The agricultural programme provided for
increased avaifability of credit and physical requisites
to farmers, as well as for price incentives In addi-
tion, steps were taken fo improve the distribution
of food and to eliminate speculation. Though 1964/
65 grain production is expected to be well above the
1963/64 level, imports in 1965 are to be at least
up to the 1964 figure of 6 million tons with a view
to Dbuilding up a buffer stock equivalent to one
month’s consumption. Some of these measures-—par-
ticularly the agricultural supports and many of the
new taxes and public service charges—avhile stahiliz-
ing in the longer run may have the immediate
effect of raising prices.

Food problems also played a part in the ac-
celerating price rise in the Philippines: had weather
and the conversion of some acreage to more pro-
fitable cash crops resulted in a disappointing rice

output in 1964, There was also a larger budgel
deficit, financed by bank borrowing In order to
reduce demand pressures, the Government restricted
private credit and by raising tax revenues lessened
its own need for credit. The 1965 hudget emhodied
another sizable deficit, however, and, in the wake of
an increase in the minimum wage rate, industrial
costs are expected to rise.

In Peru, where the rise in inflationary pressures
in 1964 occurred in the face of a sizable increase in
gross production, there was also 2 sharp expansion
in the money supply The budget deficit was enlarged
by additional current and developmental expenditure
and a contraction in revenue {reflecting a decline in
receipts from the sugar and fishing industries), and
the gap was filled by additional borrowing from the
banking systen: Although the Government sought
to reduce private credit expansion by increasing the
reserve requirements of the commerciai banks and
reducing their liquidity by transferring government
funds to state banks, there was a further rise in
borrowing by the private sector. The nominal budget
deficit is smaller in 1965 and the Government is com-
mitted to a tighter monetary policy. But the prin-
cipal hope for an improvement in the internal balance
ligs in the possibility of an appreciable increase in
supplies, both demestic and imported.

Developments in 1964 seem to suggest that deter-
mined action on the part of governments in restrain-
ing their own resort to bank borrowing continues
to be far more potent than efforts to restrict the
availability of credit to the private sector. Rut the
most powerful disinflationary force is an expansion
in output, especially in the output of the goods and
services of common consumption

The food supply problems of developing countries

It was pointed out earlier that in much of the
developing world food production in 1983 and 1964
again failed to keep pace with population growth. In
Latin America and southern and scuth-eastern Asia,
while aggregate output was higher in 1963/64 than
in 1962/63, a number of countries failed to raise
per capite production.'’ In North Africa, production
of cereals'® appears to have fallen in 1964, and in
West Asia to have remained more or less at the
1963 level,

This widespread failure to expand per capita pro-
duction is of particular significance in the light of

M Conelusions on aggregate food production for Latin
America are based on preliminary United Stales Depart-
ment of Agriculture data for graing, sugar, starchy roots,
frait, cocoa, meat, fish, fats and dairy products

12 “Cereals” include wheat, maize, barley and rice.

the seriousness of the underiying food supply prob-
lem in many developing countries. This problem is
not only one of ensuring an adequate diet for a
rapidly growing population but also one of meeting
the effective demand for food-stuffs without having
to divert resources required for investment crucial
to the process of economic development This demand
can be met by domestic production or from imports,
and one of the tasks confronting policy malers in
developing countries is to ensure the adequacy of the
food supply at minimum real cost. As the demand
is rising fairly rapidly, the problem of whether to
apply resources directly to food production or
indirectly to the production of goods that can be
traded for food has a time dimension, too. And
where food production cannot, for whatever reason,
be expanded rapidly, the possibility of obtaining im-
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ports on concessionary terms may assume consid-
erable importance in a country anxious to achieve
a high rate of over-all economic growth Because
of the strategic role that imports may thus play,
the problem of the food supply of the developing
countries soon becomes a matter of global concern.
The disappointing production results of recent years
serve to emphasize the need to consider a world
food policy.

THE GAP BEIWEEN NEEDR, DEMAND AND SUPPLY

In many developing countries per capita foad con-
sumption is at present quite low, whether viewed in
relation to levels in other countries or in relation
to the supply of food required in order to prevent
under-nutrition and malnutrition.® In the period
1957-1959, according to estimates by the Food and
Agriculture Organization of the United Nations,
these “low-calorie” countries, together with main-
land China, Cyprus, Japan, South Africa and Tur-
key, had an average daily per capita supply of about
2,150 calories—about 7 per cent less than that re-
quired for adequate nutrition—compared with about
3,050 calories in the rest of the world (other than
the Soviet Union). Although food supplies have
expanded in the low-calorie countries, relative to
pre-war availabilities, they have barely kept pace
with the growth of population (see table 3-17).
Among the countries for which data are available,
quite a number entered the Development Decade
with per capita food supplies that were both low in
relation to needs and lagging in relation to availa-
hbilities at the beginning of the nineteen fifties:
Ceylon, Ecuador, India, Jordan, Pakistan, Peru, the
Phitippines and Surinam all had daily averages of
2,000 calories or less.

The FAQ estimates, conservatively, that several
hundred million people in the developing areas—now
numbering about 1.7 billion—are under-nourished,
and that as many as 60 per cent suffer from mal-
nutrition. The nature and extent of dietary defi-
ciency vary considerably from country to country
and even among regions. The largest deficits are in
southern and south-eastern Asia and parts of South
America, but almost all developing countries are
deficient in proteins, particularly first-class (animal)
proteins, supplies of which amount only to about
two-thirds of what FAQO regards as a reasonable
short-term (1975) target. This is the case even in
areas such as Africa and the Middle East which,
at least on the average, are adequately supplied with
calories (sce annex table 3A-8). Some of the widest

18 Very few developing countries enjoy an average calorie
intake above the minimum necessary to prevent under-
nutrition. Apart from the small group around the River
Plate-Argentina, Paraguay and Uruguay—they all fall
into the catepory of “low-calorie” countries.

Table 3-17. Average Daily Per Capita Supplies of
Calories, Total Proteins and Animal Proteins,
1934-1938 to 1957-1959

Country grond and Number of Tatod Animal
periad calories profein protein
(grams)
Low-calorie conntlries®
1934.1938 2,110 62 10
1948-1952 1,960 56 8
1057-1959 2,150 58 9
High-calorie counlriest
1934-1938 2,950 85 34
1948-1952 2,860 85 37
19571959 . 3,050 S0 44

Source: Based on Food and Agriculture Qrganization of
the United Nations, Third JForld Feod Swrvey (Rome,
1963).

2 latin America {(other than Asgentina, Paraguay and
Urupuay), Adrica and Asia (including Cyprus and Turkey,
but excluding Soviet Asia)

b North America, Europe (other than Cyprus and Turkey),
Oceania, Argentina, Paraguay and Uruguay.

variations occur in Latin America where, at one
extreme, the River Plate countries generally enjoy
high nutritional standards while in some of the
Andean countries food supplies are well below re-
quirements (see annex table 3A-9). Moreover, even
within particular countries, there may be marked
differences, and many countries with adequate aver-
age per capite food supply face serious local prob-
lems-occasional or endemic--because of their gen-
eral state of economic under-development and, in
particular, because of the inadequacies of transport
between food surplus and food deficit areas and the
lack of storage facilities.

Apart from the paurely nutritional problem, the
inadequacy of food supply poses a number of eco-
notnic problems for developing countries. In many
cases, moreover, these problems have been accentu-
ated by the very process of economic development
with its attendant stimulus to the demand for food.
This stimulus has been greatest in the couniries in
which per capita incomes have been lowest; here a
large fraction of any increment in personal income
has been devoted to the purchase of food. The process
of development has also stimulated the demand for
food through the changes in consumption pattern that
tend to accompany urbanization and the spread of
knowledge of new food-stuffs and new methods of
preparing foods. As a result of such influences, the
demand for foad in the developing countries as a
whole has probably risen almost twice as rapidly as
population in recent years (see table 3-18).

In a number of countries, the failure of food
production to expand correspondingly has made it
essential to increase imports, drawing on scarce
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Table 3-18. Growth of Population and Foed
Demand in Selected Countries, 1954-19632

(Amnual rate)

Countr Popuiction_Growthin

Israel | 39 942
Algeria . 22 61
China {Taiwan) 35 58
Venezuela o 3.6 56
Mexico 3.1 48
Panama . 30 18
Iran ‘ 24 47
Iraq . L. . 15 47
United Arab Republic 24 4.6
Honduras . 31 45
Philippines 31 45
Biazil Co. 31 43
Federation of Malaya 33 42
Republic of Kere 29 42
Peru . . 1.9 41
Guatemala . 30 39
Palcistan . 21 39
Colombia 22 36
Ceylon . 235 35
India o 2.1 34
Chile 24 3N
Tunisia i8 27
Indonesia 22 20
Uraguay 15 18

Median 25 42

Source: Bureau of General Economic Rescarch and Poli-
cies of the United Nations Secretariat, based on data from
Statisticat Office of the United Nations, Yearbook of
National Accownts Statistics and Mowthly Bulletin of Sta-
tistics, and Food and Agriculture Organization of the United
Nations, Agricnltural Commaoditics—Frofections for 1970
{Rome, 1962).

* Food includes grains, starchy roots, sugar, puises, edible
oif cvops, nuts, froits, vegetzbles, wine, cocoa and livestack
products. Growth in food demand caiculated from rates of
growth of pgross national product and FAO estimates of
income elasticity of demand for food Rates of growth cal-
culated from first and last years of period shown. For some
countries, the period is slightly shorter than that indicated

b Countries are arrayed in descending order of rate of
growth in demand for food

foreign exchange for the purpose. In a number of
cases—India, the Republic of Korea and the United
Arab Republic, for example—the resulting balance
of payments pressures have from time to time neces-
sitated a reduction in imports of essential raw
materials and capital goods for industry, thus ham-
pering development efforts The impact of the fond
situation on the external balance would have been
far more severe than it has in fact been in recent
years had not food aid beerr forthcoming on a massive
scale 14

Where domestic food supply has {failed to expand
in line with growing demand, and imports have not

1 The role of {oed atd is examined helow

filled the gap, food prices have risen. In view of
the importance of food in the budget of low-income
families, this has tended to aggravate or, on occasion,
even initiate inflation, In India, for example,
notwithstanding rationing and price controls, short-
ages have contributed to sharp increases in the
prices of food-stuffs—15 per cent in 1964 alone—and
in the cost of living. In the Philippines, also, rising
incomes in conjunction with the slow growth of food
production forced a rise in food prices and aggra-
vated inflationary pressures in 1963 and 1964, In
Ghana, where a lag in domestic production has
increased the country's dependence on external sup-
plies, the need to curtail imports in the face of
dwindling reserves contributed to an increase in
local food prices of 16 per cent in 1964. The United
Arab Republic has also experienced shortages in
the supply of basic food-stuffs and, despite the
Government’s extensive price stabilization poli-
cies—which include rationing, fixing maximum prices
and encouraging production by means of guarantees
to purchase crops at remunerative prices—the year
ending in November 1964 saw a rise of 6 per cent
in food prices.

RECENT TRENDS IN PRODUCTION AND IMPORTS

As indicated above, the increase in the demand for
food may be met out of domestic production or by
means of imports. As there has heen a widespread
tendency for production to lag in the post-war period,
there has been a corresponding trend towards greater
dependence on imports. In many countries the
production lag had its origin in war-time disruption,
but in many countries it has been accentuated in
more recent years not only by acceleration in the
rate of growth of demand but also by difficulties
arising in the agricultural sector itself--from popu-
lation migration and changes in technology, land
tenure, price relationships, investment priorities, and
even in aftitudes towards occupations.

Not only has food production failed to keep pace
with the growth in demand but in many couniries
it has even lagged behind the growth in population.
Between 193441938 and 1957-1961 the production
of food in the developing regions as a whole increased
by about 50 per cent in aggregate terms but hardly
at all on a per capita basis.’® More recently, domestic
food production would have had to grow by about
25 per cent a year on the average merely to have
lept pace with population. In some countries, indeed,
population has been increasing at more than 3 per
cent per year. While food production has heen

15In the developed regions (including Furope, North
Americz, Oceania and the Soviet Union), total production
also rose by about a half, but per copile production increased
by about a fourth



126

Parr . CURRENT ECONOMIC DEVELOPMENTS

expanding in almost all developing countries, in very
few has the growth been significantly faster than that
of population. In the five years ending in 1963—the
period ushering in the Development Decade—it is
probable that half the developing countries registered
a significant decline in per capita food production,
even though seven out of eight suceeeded in increas-
ing total food production (see table 3-19)

In Latin America, the difficulties encountered in
expanding food production have been accentuated

by the fact that the region’s population growth is at
present the highest in the world: per capita produc-
tion has fallen below the level attained in the late
nineteen fAfties. This poor performance has been
fairly general but its consequences have heen most
serious in countries which entered the Development
Decade with low levels of nutrition

The Development Decade target for southern and
south-eastern Asia is a doubling of the rate of
increase of food production—a modest objective in

Table 3-19. Grewth in Food Production and Demand, 1654-1963"

Growth in food production
(anntial percentage rales)

Growth in totel foad production
relative te fead dowmand

y {ratio)
Conntry® 1954-1955 to 1962-1963 1958-1959 to 1062-1963
1954-1955 1o 1958-1959 1o
Total Per capita Total Per capiti 1962-1063 19621963

Israel 101 59 81 44 11 08
Mexico 62 30 27 —05 13 07
Venezuela 49 13 81 46 09 16
Honduras 40 10 30 0.3 09 08
Brazil 42 09 37 02 10 00
Iran .. 27 06 - —2 35 a6 .
China (Taiwan) 39 05 28 —{} 6 7 5
Federation of Malaya K] e5 37 0.7 09 5
Guatemala 34 03 25 63 09 12
United Arab Republic 28 03 39 07 06 g6
Philippines 34 ¢z 37 03 08 0%
Ceylon 27 01 59 33 07 14
India 22 ) 1 19 —03 06 05
Panama 26 —{ 1 10 —18 03 0z
Chile 21 weel} 3 15 —08 07 G5
Palkistan 19 —0.3 26 02 08
Colombia 14 —08 09 ] 4 04 02
Peru 19 —08 36 07 Qa5 07
Republic of Korea 1.9 —0 8 11 —18 04 03
[ndonesia 10 e} 1 14 —{.8 0.6
Funisia 02 w12 —~8 8 —102 01 2 8
Iraq 08 ! 24 HE] 02 04
Ethiopiac 07 —16 13 13
Cuba ) --25 —68 —89
Algeria —11 -3z 16 =30 —02

Median 26 —01 26 —0 5 08 07
Number of countrics with

Inercase 22 By 21 A}

No changet z 9 ¥ {

Decrease 1 8 3 13

Sonrce: Bureau of General Economic Re-
search and Policies of the United Nations Sec-
retariat, based on data from Statistical Office
of the United Nations, Yearbook of National
Aeccounts Statistics, and f{rom Food and Agri-
culture Organization of the United Nations,
Production Yearbook and Agricultuwral Com-
maditics—Projections for 1970,

a Tor definitions, see foot-note ¢ to iable 3-18
Production growth rates ealcuiated from the
change between terminat bicnnia

b Cotntries are arrayed in descending order
of growth rate of frer capita production from
1954-1955 to 1962-1963

¢ Excluding Iiritrea.

4 From 04 per cent to —04 per cent
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the light of the fact that about one-fourth of the
region’s population is under-nourished and a much
larger proportion does not enjoy a properly balanced
diet. So far, however, although a few countries have
done well—such as Ceylon and Malaysia-—there has
heen virtually no increase in the aver-all per capila
output of food as a2 whole or even of cereals or pulses
This reflects the failure of domestic production to
provide for any significant growth i the level of
per capita consumption in such countries as Chinn
{ Taiwan), India, Indonesia and Pakistan

Food production has also failed to rise more
rapidly than population in Africa and West Asia,
This reflects the relative importance of subsistence
agriculture In much of this area: in many of the
developing countries of Africa per cepila food
production in the early nineteen sixties was at more
or less the same level as ten years earlier. Though
commercial agriculture has expanded rapidly in a
number of cases, its output has consisted over-
whelmingly of export crops; the commercial produc-
tion of the principal cereal and root crops has not
increased correspondingly and in some countries the
vagaries of weather and changes in the composition
of the farm pepulation have combined to depress
production below earlier levels

To bridge the gap between demand and domestic
production, moest developing  countries have heen
obliged to imiport increasing quantities of food. As a
result a large number of these countries have hecome
net importers of food-stuffs as a whoele, and even
more of cereals. by far the largest component of
food supply (see annex table 3A-10). In 1961-
1962-—the latest period for which reasonably complete
data are available—cereal trade deficits ranged from
under 100,000 tons in Laos, Honduras and a number
of African countries te over 10 million tons in Brazil,
India, Tndonesia. Pakistan and the United Arab
Repuhiic.

Among the developing countries there are a few
major exporters of cercals, notably Argentina, Burma
and Thailand and on a smaller and less regular seale,
Angola, Cambodin and Rhodesia. Dut as a group
the developing countries have i a deficit for much
of the post-war period and i recent years the net
umport balarice has tended fo rise fairly rapidly In
1956 the flow of trade was more or less offseiting :
the developing countries exported rather less than
$900 million of cereals and imporied rather move
than $900 mitlion (valued {oh. in both cases). By
the opening wvears of the Tlevelopment Decade,
lowever, net imports were well over $500 million a
year. In the second half of the nincteen flties, the
greal bulk of the increment in world exports of
cereals (ahout $1 hillion between 1955 and 1960)
went to the developing countries. The proportion of
world cereal exports absorbed by the developing

countries doubled between 1955 and 1960, the intake
of southern and south-eastern Asia going up from
9 to 21 per cent, of the Middle Fast and North
Africa from 3 to 9 per cent and of Latin America
from 6 to 7 per cent. By the beginuing of the
Development Decade, the cereal surplus of Latin
America had virtually disappeared while the deficit
of southern and south-eastern Asia had reached $300
miflion a year {see table 3-20).

Table 3-20. Developing Countries: Trade in

Cereals,® 1955-1956 to 1961.1962

(el aoverage in willions of dellars, fob)

Southern
and sonth-
custarn Asia

Dyveloping  Latin

D gy 3t - 3
Period and item countricsh  Americe

1935-1956

(a) Exports 885 313 373
(Y Imports 775 108 400
{a) — (b) 110 115 —27

I958-19350
(o} Exporis 830 203 395
{5 Imports 1,210 250 603
{a) — (1) —380 45 208

10961-1962
{a) lixports 855 288 445
(1) Imports 1,475 285 748
{a) = (1) —620 3 —303

Sowrce: United Nations, Monthly Bullelin of Statistics,
April 1961 and April 1964

n Cereals are defined as SITC groups 041-045

b Latin Americs, Africa (other than South Africa), West
Asia {other than Turkey), southern and south-eastern Asin
(other than mainland China, Japan, Mongolia, North Korea
and North Viet-Nam).

Dependence upon imperts tends to be greatest in
the smallest and most densely populated areas:
thus, Barbados, Hong Kong, Israel, Lebanon. Mauri.
tius, Trinidad and similar places tmport virtually
all their cereal requirements. Extensive arable culti-
vation is necessarily ruled out in such areas. But
large and growing imports are also to be found in a
number of countries in which the constraints of land
and population are far less exacting. Brazil and
Chile, for example, continue to draw about an eighth
of their supply from abread and the Philippines about
a twelfth. Smaller, rapidly rising import dependence
characterizes Indiaz, Indonesia and Pakistan, while
in the case of Peru and the United Arah Republic
the contribution of imports is hoth relatively large
and increasing (see table 3-21)

The significance of imports is not fully reflected in
the ratio of the foreign and domestic components of
national supply ven where imports constitute only
a small proportion of total supply, they may play a



128

Parr II. CURRENT ECONOMIC DEVELOPMENTS

Table 3-21. Selected Countries: Ratio of Net Im-
ports to Total Supply of Cereals, Biennial
Averages, 1954-1963

{Percentage)

Couniry W W OWLOBE
Brazil 13 12 12 12
Chile 13 6 6 11
India 1 4 5 4
Indonesia 2 5 7 7a
Pakistan -1 ) 6 5
Pearu” 21 30 27 20
Philippines 8 8 8 Qu
United Arab Republin 2 11 17 21

Source: United Nations, 1963 Horld Trade Annual, vols.
I to IV, Statistical Papers, Serics I; Food and Agriculture
Organization of the United Nations, Monthly Bulletin of
Agricwlivral Economics and  Stetistics, Trade Vearbook
and Production Yearbook; United States Department of
Agriculture, World Agricultural Production and Trade
{Washington, D.C).

a Based on gross cercal imporis; exports are nepligible

b The fgures relate to 1954-1955 1957-1058, 1939-1960
and 1961-1962, respectively.

crucial role in maintzining per capite consumption,
in containing demand pressures and hence in ensuring
internal economic stakility during a period of growth,
And in large countries, even small percentages of
total supply may constitute sizable absolute amounts
{see chart 3-2), by no means insignificant in relation
to other critical variables such as the transport and
starage facilities required to move millions of tons
of grain from producers in one part of the world to
consumers in another and-—potentially even more
of a limitation—in relation to the foreign exchange
required to meet the cost of the imports,

In most developing countries the use of foreign
exchange to import food-stuffs is looked upon
askance There is a strong feeling that for social and
strategic reasons a country should be able to feed
itself: the particular pattern of food consumption is
local and unique, and there is no question of having
to establish a new and complex industry in order to
provide for it. Foreign exchange would be much
better employed in acquiring goods that have not
been produced locally, particularly the technically
complicated items that are needed to underpin so
much of the investment on which acceleration of the
pace of economic development depends.

Notwithstanding these misgivings, the imperatives
of the situation have often dictated otherwise. In
the face of the seemingly inexorable rise in popu-~
lation and some advance in incomes, domestic agri-
culture has not proved capable of expanding its
output to the necessary extent. Hence, more and
more of the developing countries find themselves

forced to use their scarce exchange resources to
supplement their domestic output of fopd-stuffs,
including the basic cereal component. Not only most
of the smallest of the developing countries but also
many of the largest now use sizable fractions of
their foreign exchange earnings to buy additional
food. Among the countries in which more than 15
per cent of the import bill has consisted of food-
stuffs in recent yeasrs are several of the largest, with
populations in excess of 25 million—such as Brazil,
India, Indonesia, Pakistan, the Philippines and the
United Arab Republic—as well as numerous smaller
countries. And in most of these larger countries the
bulle of the food import bill is for cereals (sce
table 3-22).

THE PROBLEM OF INCREASING PRODUCTION

In most developing countries the view that it
onght to be easier to expand the output of an old
industry such as agriculture more readily than that
of an industry that still has to be established rests
on the erroneous identification of the traditional agri-
culture that exists with the sort of agriculture that
would be needed to produce the adequately expanding
supply. The latter is indeed a “new industry” and,
because of its pecaliar land and labour reguirements,
its establishment and growth generally pose much
greater difficulties than those encountered in the
setting up of a new factory to turn out some industrial
item mnot previously produced in the country
concerned,

The hard fact is that in many cases traditional
agriculture, geared largely to a subsistence economy
in which change is extremely slow, is not capable
of increasing its disposable output at the pace that
has now become necessary, To do so requires a vast
transformation involving not only the volume and
composition of inputs but also the whole organization
of the rural sector, including in some countries even
its institutional foundations and the very attitudes of
the people concerned. This is not the sort of devel-
opment that is capable of being accomplished rapidly:
in some cases progress is likely to be more appro-
priately measured in decades than in years, at least
in the early stages.

Thus, many developing countries have begun to
reconcile themselves to a period of growing depend-
ence on food imports until a decline in the rate of
population increase and in the income elasticity of
demand for food and a rise in the rate of increase in
agricultural production eventually bring domestic
supply into better balance with domestic demand,
This recognition of the arithmetic of the situation
does not aiter the need to transform agriculture. On
the contrary, not only is a rise in food production
essential for closing the food gap itself but advances
in agriculture are also required both to provide addi-
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Chart 3-2. Supply of Cereals in Developing Countries
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Table 3-22. Selected Countries: Gross Cereal and
Food Imports in Relation to Total Imports,
Biennial Averages, 1954-1963"

(Percentage)

1954-1955 19381939 1960-1961 1962-1963

Conntry and iten

Brazil

Cereals 12 10 10 12

Food 15 12 13 16
Chile

Cereals 3 2 5

Food 20 13 12 i8
Ghana

Cereals 4 3 4 4

Food 15 17 17 17
India

Cereals b 15 14 12

Food b 18 16 15
Indencsia

Cereals § 17 15 i1

Food 12 21 17 12
Pakistan®

Cereals — 26 10 14

Food 2 K| 13 17
Peru

Cereals 9 10 8

Food 14 16 14
Philippines

Cercals o 4 4 5

Food 18 13 i 14
United Arab Republic

Cereals 1 13 12 16

Faod 12 21 10 27

Source: Statistical Office of the United Nations, Year-
book of International Trade Statistics; Food and Agricul-
wre Organization of the United Nations, Trade Yearbook

0 Based on vatue data in current prices Cereals are de-
fincd as SITC division 04 as far as possible Food is
defined as SITC section 0. In some cases the periad dilfers
slightly from that shown in colums headings

b Data for 1954-1935 are not comparable with data for
subsequent years

¢ A change in classification beginning in 1961 may have
a minor effect on comparability of sub-periods.

tional exports to help pay for imports and—more
fundamentaily-—to raise the rate of economic growth
in countries in which the bulk of the labour force
is in any case still agrarian.

Though the process of occupational diversifi-
cation implicit in economic development may be
expected to bring about a progressive reduction in
the proportion of the population working on the
land, agriculture is likely to remain the principal
contribution to national income in most developing
countries for a long time to come. And during this
period the rate of over-all economic growth will

reflect to a large extent the progress being made in
agriculture, These countries therefore have little
choice but to put a good deal of their development
effort into the jand

The question of choice does arise, however, in
decisions regarding what the land shall produce.
Here, food-stuffs constitute but one alternative
within the limits set by climatic and ecological
factors. Though in the final analysis such decisions
are likely to be taken at the local level, district by
district, they are not immune from the consequences
and influence of government policy as expressed, for
example, in the priorities and instrumentalities of
the country’s over-all development plan. And there
has heen a fairly widespread tendency for official
policy to lean in the direction of the production of
food. This reflects not only mounting concern over
the gap between output and demand, discussed in the
preceding section, but also the general deterioration
in the prospects for agricultural exports, to which
increasing weight has been attached ever since the
mid-nineteen fifties when prices began to deciine.

Production can be increased by absolute extensions
of the acreage sown or—more generally practicable—
by improvements in the yield per acre The feasibility
of extending the arable area differs greatly from
country to country; by and large, the higher the
population density the less likely it is that more
land can be put under cultivation Thus, a signifi-
cantly smaller proportion of the increase in cereal
output registered between 1954-1955 and 1962-1963
was the result of extension of area in countries such
as India, Pakistan and the United Arab Republic
than in less densely populated countries such as
Brazil, Chile and the Philippines (see table 3-23).
In general, the more densely settled the country
the more likely it is that extension of cultivable area
can be achieved oniy by means of investment in
irrigation or drainage or other capital-intensive facili-
ties, over and above the normal expansion of
infra-structure that such extension almost always
necessitates

The scarcity of capital that characterizes devel-
oping countries tends to inhibit the adoption of most
of the standard means available for raising average
yields. Apart from the provision and controi of
water, these include various other inputs, improved
or new, that represent investinent or the result of
investment—more adequate tools and equipment to
work the land and to put the resultant crop into
a salable condition, artificial fertilizers to enrich
poor or heavily used soils, pesticides to reduce the
wastage caused by insects and discase, sources of
energy other than the farm workers themselves and
storage, maintenance and transport facilities in
keeping with the new pattern of inputs and outputs.
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Table 3-23. Contributions of Changes in Acreage
and Crop Yield to Growth in Output of Cereals*
1954.1955 10 1962-1963

Percentage of
romwih change in autpul
i1 output die to increase n:

Country?
B Lfercentage

change) Area Yield
tlanted oy acry
Brazil 47 59 43
Chile 20 62 38
Tndia 27 28 72
Indonesia . 13 126 w20
Palkisian 31 3 6%
Pern 9 74 26
Philippines 27 76 ol
United Arab Republic 23 5 05

Sewrce: Bureau of General Tconomic Research and Poli-
cies of the United Nations Scerclariat, based on data from
Food and Agriculiure Organization of the United Nations,
Production Yearbook.

n Cereals include wheat, rye, harley, onts, maize, miliet,
sorghum and rice

b Selected because they are major net importers of cereals

The exact proportions in which such inputs are
required wili depend entirely on local conditions and
hence are likely to vary widely from one district to
another and from crop to crop Before they could
be used effectively, moreover, it would he necessary
to ensure that the production unit—the farm or
plantation—in which they are to be employed is of
appropriate size and under adequate management.
And it is in this critical sphere that many developing
countries face their greatest difficuities: history has
bequeathed to them systems of land tenure and
agrarian attitudes that are quite unsuited to the
rapid improvemeni of techniques without which it
seems impossible to ensure the required expansion in
food production.

Most developing countries lhave tackled this
formidable complex of problems hut in many cases
little progress has yet been made in transiorming the
wnderlying institutional and psychological situation.
Action in this area tends to he restrained not only
lyy the immensc political and social difficulties usually
involved Dt also by a fear that the immediate ¢fect
of change may well he negative. New institutional
arrangements rarely emerge in full working order,
and few developing countries can face the prospect
of a transitional period in which the effects of an
upheaval in the distribution and manegement of farm
units are accentuated hy a falling off in production
In general, therefore, agricullural development has
consisted largely of investment in and improvements
to existing farm structures, supplemented by auxili-
ary action in the field of rural credit and agricultural
price supports.

In India—which faces a widening food gap, still
small in relation to total demand but already ex-
tremely large in absolute terms and in relation to
foreign exchange resources—development plans have
given increasing weight to agricultural investment 1%
Many aspects of the food problem receive attention in
the current programme, which inclades the expansion
of the area under irrigation, encouragement of soil
conservation, inereased production and use of ferti-
lizers, the introduction of modern technology iu rural
areas through improved tools and agricultural tech-
riques, the provision of more adequate storage facili-
ties and of a greater volume of agricultural credit,
and an increase in the number of marketing co-
operatives. To increase the impact of these efforts
they are being concentrated in broad-scale agricul-
tural development programmes in selected districts
designed to cover at least 20 per cent of the country’s
cultivated arear. Price supports are now in effect
for all major crops; in order to encourage production,
minimum prices were raised for hoth wheat and
rice in the 1963/64 season and for rice again in
1964 /65—this time by no less than a third, An Agri-
cultural Price Commission is examining the price
structure of agrieultural commodities with a view to
adjusting it In a way that would further stimulate
production and improve the haluice among different
Crops.

Price supports designed to encourage producers
riise obverse problems in respect of consumer prices
In their anxiety not to feed inflationary forces
governments have often sought to hold down the
prices of consumer essentinls such as food-stuffs. In
so far as this has involved subsidizing retail prices
it has tended to magnifly demand as well as govern-
ment expenditure. When, as in Indin in the most
recent period, supplies are still short of requirements.
the govermment is likely to lhecome even more
involved. In order to discourage hoarding and specu-
lation. the Indian Government has extended controls
aver the distribution of food-grains, the licensing of
traders and the opening up of a network of so-called
fair-price shops  Strains on the distributive svs-
tem—including  transport wwl  warehousing—have
hampered the operation of these shops, however, and
early in 1965 the Government established the Food
Corporation of Tndia to couduct huffer stock opera-
tions and, by massive involvement in the purchase,
storage and distribution of grains, to stabilize the
market

In Paldstan where. as in Indin, there was virtually
o inerease in food production between 1960-196G1

W See United Nations, 1Forld Economic Swroey, 1964,
Part I Development Plans:  Appraisal of Taracts and
Progress in Deweloping Countricy (Sales No @ 651101
for a comprehensive review of development plans in which
the relative importance of the various sectornl componcnts
is discussed
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and 1962-1963 (see annex table 3A-11), the current
five-year plan (1964-1968) aims at self-sufficiency.
It includes emergency measures to reduce water-
logging and salinity in the west and the severe
seasonal flooding that has handicapped agriculture
in the east, as well as a longer-term soil survey.
Fertilizer nsage, which is as low as that in India
(see table 3-24), is to be stepped up through an

Table 3-24. Selected Developing Countries: Fer-
tilizer Consumption in Relation to Arable Land

{Tons, plant xutricnt content basis, per
thousand hectares of arable land)

Country and {tom 1954/55-1955/56% 1961/62.1962/630

Brasilt

Nitrogen 12 32

Phosphate 16 39

Potash 20 4.6
Chile

Nitrogen 36 57

Phosphate 43 93

Potash 11 19
India

Nitrogen 08 23

Phosphate . 01 04

Potash 01 02
Indonesiat

Nitrogen 12 52

Phosphate 0.4 26

Potash 02 02
Palkistand

Nitrogen . 0.5 26

Phosphate 01 05

Potash — 0.3
Peru

Nitrogen 264 349

Phasphate 162 17.6

Potash . 36 4.5
Phitippinese

Nitrogen 20 37

Phosphate . 13 18

Potash 06 26
United Arab Republic

Nitrogen 434 717

Phosphate 149 164

Potash 01 06
United States

Nitrogen 100 17.5

Phosphate 114 142

Potash 89 115

Sourcet Food and Agriculiure Organization of the
United Nations, Production Yearbook.

aTn some instances the two-year average may differ some-
what from the dates shown.

b Based on agricultural holdings,

eFor 1961/62-1962/63, based on total agricultural land

4 Based on partial arable land figures.

increase in local production. Ald to small-scale
farmers is to be continued: the amount outstanding
on loans advanced by the Agricultural Development
Corporation, for the purchase of seeds, implements
and other agricultural requisites as well as to finance
small irrigation worles, rose from the equivalent of
$153 million in 1960 to $718 million in 1964,

In the Philippines, where cereal yields have been
below even the low averages registered on the Indian
sub-continent (see table 3-25), and food production

Table 3-25. Major Cereals: Crop Yields, Average,
1962-1963

(Fundreds of kilogrammes per hectare harvested)

Country or region Wheat ;ﬁﬁ; Kaize Bf;fgfl:ﬁ::{
Brazit . . 7.2 17.2 136
Chile . o 138 268 211 ‘
India 84 146 160 43
Indonesia . . 182 9.8
Pakistan o . 82 162 105 50
Peru 100 410 132
Philippines 124 65
United Arab Republic 260 538 248 336n.b
North America . . 165 431 413 2740

Y otree ; Foed and Agriculture Organization of the United
Nations, Production Yearbook and Monihly Bulletin of
Agricultnral Economics and Statistcs,

& Sorghum,
b 1962

has barely kept pace with population growth during
the past ten years, the current development plan
also provides for increased agricultural investment
and a number of organizational changes. Emphasis
is on the construction of irrigation and water control
facilities, the distribution of subsidized fertilizer and
seed, and the expansion of agricultural credit facili-
ties. In 1963, a land reform law was adopted which
provided for the abolition of tenancy, set ceilings
on land rentals and created a number of agencies
to assist farmers not only with improved credit and
marlketing mechanisms but also with technical and
legal advice.

Official efforts to raise production and productivity
in agriculture in southern and south-eastern Asia have
not been confined to the countries with growing food
deficits. Both Malaysia and Thailand-—where popula-
tion pressures are lighter and food production has
been rising fairly rapidly in recent years—have agri-
cultural development programmes. Malaysia is ex-
tending the area under double cropping, while
Thailand has a broad-based modernization plan
involving the spreading of new systems of crop
rotation and pest control, the distribution of improved
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seeds, the encouragement of increased fertilizer con-
sumption, and further investment in irrigation.

In Africa, though population pressures are fewer
and more localized than in southern and south-
eastern Asia, economic growth is no less dependent
on the raising of rural productivity. And in some
countries widening trade gaps are making more
urgent the need to reduce basic food imports. In
Ghana, for example, the current development plan
directs info agriculture a higher share of expenditure
than did earlier plans: there are provisions for spe-
cific irrigation projects as well as more generalized
programmes for improvements in farm extension
services, in facilities for the livestock industry and
in the availability of agrarian credit An effort is
also being made to improve distribution services,
partly through the construction of a network of
feeder roads to bring peasants within easier reach of
markets, and partly through a Food Marketing Board
set up in 1964 to handle the buying, storing and
selling of food-stuffs at the wholesale level

The food problem is more acute in North Africa
where population is increasing very rapidly, arable
acreage is extremely limited and the climate unusu-
ally erratic. Water storage capacity is insufficient
to cushion the effects of violent fluctuations in rain-
fall and growing conditions, and to some extent the
stabilizing role has been transferred to foreign trade
(see chart 3-3). In recent years, however—produc-
tion difficulties having been aggravated in some
countries by changes in the ownership and operation
of much of the most favourably situated farm-
land—dependence on imports has tended to become
chronic, and Governments are urgently seeking ways
and means of raising agricultural productivity by
better use of land and water.

Most critical, in terms of the ratio of people to
usable land, is the situation in the United Arab
Republic. Here, production has been maintained by
increasing application of fertilizers: during the nine-
teen fifties the use of nitrogen doubled and the use
of phosphate trebled, bringing consumption up to
the highest rates among the developing countries.
Further gains in production now depend largely on
extension of arable land: almost all of the country’s
arable land is now irrigated, but with the completion
of the Aswan High Dam the cultivable area will he
expanded by about z third. In the meantime, efforts
are being made to make better use of crop rotation
and to Improve seed strains.

Population pressure is also more of a local than
a general problem in Latin America, notwithstanding
the universally high rates of natural increase. Diffi-
culties tend to be greatest in the mountainous districts
where conditions for cultivation without erosion are
usually very unfavourable and there is often a reluc-

tance of people to move to the valleys where health
and other hazards are likely to be greater. To over-
come such reluctance, official support is being given
to various colonization programmes in the Andean
countries, notably in Peru where the Government is
currently seeking to reverse the downward move-
ment in per capite food production by extending the
arable area by a million hectares by means of water
control measures and the provision of technical
assistance and finance to smail-scale farmers.

Even in countries in which production has bheen
rising at a more or less satisfactory over-all rate—as
in Brazil, for example—the result is not always
apparent in local nutritional levels, This is in part
the result of a poor balance in production itself, with
carbohydrates and starches occupying too prominent
a place. But it is also a consequence of the inadequacy
of distribution facilities, reflecting both inequalities
in income and the generally backward state of
physical facilities for transporting and storing food-
stuffs in many parts of the continent.

It is clear that the food problem in the developing
countries is essentially a long-term one. It involves
the whole agrarian complex and a geod deal of the
transport and services sector. It is bound up with
the high rate of increase in demand for food that
characterizes low-income groups. Neither the accel-
eration in the rate of increase in production nor the
deceleration in the rate of increase in demand is the
sort of change that can be accomplished by known
or simple means in a relatively short period Closing
the food gap by domestic action is indeed an integral
part of the whole process of economic development
itself. While this is under way, dependence on
import will inevitably tend to grow

THE ROLE OF FOOD AID

It has been estimated that, if recent trends in the
growth of population, consumption and domestic
production continue, the food gap of the developing
countries with diet deficits will amount to ahout $2.6
billion (at average 1959-1961 world prices) in
1970.17 The FAO visualizes a 1970 cereal gap—be-
tween production and demand—totalling 21 million
tons for the developing countries as a whole.!® Pros-
pects of this nature lift the problem from the national
to the international level, and prompt a number of

17 This food gap is the difference between projected food
availabilities and nuiritional reference standards that re-
present minimum physiological requirements for normal
activity and health. The esfimate of value is based on the
cost of bridging the gap by means of a nutritionally ap-
propriate combination of cereals, non-fat dry miik, soya
grits and vegetable oil For details, see United States Depart-
ment of Agriculture, The World Food Budget, 1970
{Washington, D C,, 1964).

18Food and Agriculture Organization of the United
Nations, Agriculiurgl Connmedities — Projections for 1970,
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Chart 3-3. Instability of Cereal Production and Supply in Selected Developing Countries
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questions. Whence are food supplies of this order to
be obtained? How can imports on this scale be
financed? How can developing countries with food
deficits ensure that a period of growing import
dependence does not delay or distort domestic agri-
cultural development?

The answers to such questions depend very largely
on the policies adopted in the countries concerned.
The many considerations which will probably shape
such policies lie well beyond the scope of this discus-
sion. In the present context all that can be attempted
is & brief review of relevant recent tremds and their
implications for future action and policy. And
perhaps the most important of these recent trends
lies in the development and institutionalization of
food aid.

Food aid was born of the fortuitous coincidence
of imbalances: in the second half of the nineteen
fifties the emergence of deficits in the developing
countries was paralleled by the building up of
surpluses in some of the more advanced countries,
most notably those of North America®® In contrast
to the developing countries where demand was rising
rapidly and production lagging, the more advanced
countries faced a domestic demand that was growing
only slowly-—and in the case of cereals aciually
declining—and a production that, with the help of
price supports and a variety of technical gains, had
recovered from war-time disruption and was rising
more rapidly.

As the period was one of deteriorating terms of
trade for the developing countries, the problem of
how to finance increased imports of food—along
with all the investment goods necessary to carry out
their development plans—quickly came to the fore
And one of the answers took the form of “conces-
sional sales”, that is, transfers at Iess than the market
price. By far the most important instrument for
effecting such transfers was the United States Agri-
cultural Trade Development and Assistance Act of
1954 (Public Law 480, Eighty-third Congress).?®
Between the begimming of the PL 480 programme in

W For a discussion and guamtification of this “surplus”
problem, sce United Nations, Cowpnnodily Survey for the
vears 1960 and 1962 (Sales Nos.: 61.I1ID.1 and 6311 D 3).

MW The principal PL 480 programme is operated under
Title I, which provides {for sales of surpius agricultural
commodities for foreign - ofien inconvertible — currencies.
These are used in part for meeting United States needs
in the food receiving countries in question, hut the great
buik goes into development grants and loans to these coun-
tries. Under Title II, famine relief is provided and econemic
development promoted divectly through grants of com-
modities. Title III authorizes Darter of United States
surpiuses for commodities considered to be of a siralegic
nature, and donations of surpluses for overseas distribution
through relief agencies. Under Title IV, promulgated in
1959, the United States is authorized to provide foreign
governments with Jong-term credit for the purchase of
surplus  commodities, repayment to be in dollars

1954 and mid-1964, developing countries received
food-stuffs to the value of $6.7 billion. The flow has
increased steadily from an average annual rate of
about $380 million in the second half of the nineteen
fifties to almost $1 billion in the first half of the
nineteen sixties and abouf $1.2 hillion in the fiscal
year ending in June 1964 (see table 3-26).

By 1964, about 100 developing countries and
territories were receiving food aid under the PL 480
programme. Over the ten years the flow has reflected
the absolute size of the food deficits: about two-
thirds of the total has gone to Asia and about a
sixth each to Africa and Latin America. 'With the
emergence of serious shortfalls in North Africa, the
proportion of the total going to Africa has tended to
rise (to about a fifth in recent years), and the
proportion going to southern and south-eastern Asia
to decline {to just over a half in recent years), Of
the food sent to southern and south-eastern Asia,
over half has gone to India, which has been by far
the largest single beneficiary, receiving almost a
third of all United States food aid. Among the
other major recipients have been Brazil, Pakistan
and the United Arab Republic: together these three
have accounted for another third of United States
food aid in recent years

Because the principal surpluses have emerged in
conmnodities for which demand in the more advanced
countries was relatively static, the ulk of food aid
has been in the form of cereals. Over three-fourths
of all PL. 480 shipments from the United States have
been of cereals, mostly wheat, and in absolute volume
cereal aid has risen from about 5 million tons a year
in the second half of the nineteen fifties to over 12
million in recent years {see table 3-27). In terms
of nutritional requirements, however, the deficit of
the developing countries is relatively greater in the
case of protein than in the case of calories. In so
far as this difference is reflected in effective demand,
moreover, it 1s likely to be enlarged as incomes rise
in the developing countries, for while the demand
for cereals tends to increase about half as rapidiy
as incomes, the demand for fats and oils tends to
increase a fifth more rapidly, that for sugar a third
more rapidly and that for milk and milk products
about twice as fast.** There would seem to be no
reason to expect the patiern of surpluses in the
advanced countries to conform fo the patlern of
deficits in the developing countries. At the beginning
of the nineteen sixties over 90 per cent of United
States food aid exports consisted of grains, and
although, with the re-emergence of surpluses of
dairy products and soyan heans, the proportion of

21 These are eclasticity estimates for Asian countries
made by the FAQ. See Food and Agriculture Organization
of the United Nations, Agricultural Commodities—Projec-
tions for 1970,
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other foods has steadily risen—to about a fourth in
1963/64—the adjustment of supply to actual needs
is unlikely to be accomplished without deliberate
production decisions.

In the aggregate, food aid has become extremely
important in relation both to the total food imports

of the developing countries and to the over-all flow
of capital and donations from the advanced countries.

Thus, in 1963, food aid from the United States
alone (at about $1.1 billion) constituted more than
a fifth of the total amount of food imported by the
developing countries {(about $5.3 billion as measured

Table 3-26. United States PL 480 Exports of Food-stuffs to Developing Countries, by Region and Major
Importer,® 1955-1964

1955.1964  1955-1959  1960-1964 1960 1861 1942 1963 1964
Item (total}
{annual averape)
{Millions of dollars; market value, fob)

Total, developing countries:
Fitles I, TII and IV 6,227 369 876 648 762 836 1,004 1,133
Title 1T0 469 18 76 22 87 63 115 92

(Percentage)
Total 109 100 100 100 109 100 100 100
Southern and south-

eastern  Asia 38 66 55 60 60 46 56 54
Latin America® 19 19 20 19 16 23 19 21
Africa 148 7 19 14 14 24 20 21
West Asia 7 8 6 7 10 7 5 4
Major recipients 1) 33 a6 a5 65 60 59 65
India 30 31 30 34 34 22 28 31
Paldistan 11 11 1 10 12 10 10 12
United Arab Republic 11 5 13 12 11 17 12 13
Brazil g 6 9 9 8 11 9 9

Source: Bureau of General Economic Research and Poli-
cies of the United Nations Secretariat, based on data sup-
plied by the United States Department of Agriculture

a Txcept as noted, the coverage consists of food supplied
under Titles I, TII and IV of United States PL 480, The
food.stuffs inciude grains, meat, poultry, dairy products, fats

and oils, fruits and vegetables and seeds. Data are for fiscal
years ending 30 June of the year indicated

b Title II figures are shown separately inasmuch as they
refer not to shipments but to autherization of transfer of
commodities

eIncluding the West Indies

Table 3-27, United States PL 480 Exports of Grains and Other Foods to Developing Countries, 1955-1964°

et 1935-1964 1955.1959 1960-1964 1960 1961 1962 1843 194¢
(annual average)
(Millions of dollars; market value, fob.)
Total foods . 6,227 369 876 648 762 816 1,004 1,133
Title 1I 469 18 76 22 87 6% 115 92
Crains 4,862 258 715 600 666 679 774 856
Title II 372 11 64 16 86 49 97 69
Other foods® 1,365 111 161 48 a6 157 230 277
Title II 97 7 12 6 1 16 18 23
(Percentage)

Total foods . 100 100 100 100 100 160 100 100
Grains 78 70 82 92 87 81 77 76
Other 22 30 18 8 i3 19 23 24

(T housands of fons)
Grains §2,280 5,604 11,468 9,675 10,776 11,137 12,333 13,417

Source: See table 3-26,
1 Sce foot-note a to table 3-26
b Pitles I, FIT and 1V, except as noted

¢ Foods other than grains consist of meat, poultry, dairy
products, fats and oils, fruits, vegetables and sceds
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by SITC sections 0 and 1p. For cereals alone, the
corresponding proportion was over twice as high,
having increased steadily from about a fifth in 1955-
1957 when the developing countries imported just
over $900 million and PI. 480 cereal exports
amounted to about $200 million. And in some coun-
tries—India, Pakistan and the United Arab Republic,
for example—virtually all cereal imports were drawn
from United States aid (see annex table 3A-12).

In recent years food aid has constituted ahout an
eighth of the gross flow of long-term capital and
donations from the industrial countries to the devel-
oping countries. In some cases, however, food has
been the principal component of aid. In Algeria and
Hong Kong, virtually all United States aid has been
in the form of food, and more than three-fourths of
it in the case of China {Taiwan) and the United
Arab Republic. Even in the case of India, by far
the largest single recipient of United States aid,
almost 40 per cent of the 1962-1964 total was in the
form of food.

Though by virtue of the size of its agricultural
surpluses, the United States has predominated as a
source of food aid, supplies have been made available
on a smaller scale by Australia and Canada, through
the Colombo Plan, by France, largely to its former
dependencies, and by a number of other countries
which have been able to provide particular com-
modities, such as dairy products. And more recently,
the idea of food aid has become institutionalized
through the setting up of the World Food Pro-
gramme, under joint United Nations/FAQO auspices.
The importance of the World Food Programme les
less in the magnitude of its operations—it currently
handles only about 2 per cent of all the non-com-
mercial food distributed internationally—than in its
potentizl contribution to the solution of some of the
problems implicit in the global food imbalances that
have emerged in the post-war period.

Making up the deficits in domestic supply in many
developing countries has necessarily endowed the
question of food aid with great urgency. Though it
is essentially a self-liquidating operation—indeed the
success of food aid might be measured hy the speed
with which it is out-grown—it seems likely to be
required long enough for it to be regarded not as an
entergency marrying of existing surpluses with
existing (calculated) deficits but as an exercise
involving the longer-term international division of
labour, Before donor countries are encouraged to
undertake the deliberate “production of surpluses”
to meet the hypothetical future needs of the devel-
oping countries, it is desirable to put the matter in
its proper global perspective and to ask where the
interim needs of the deficit countries—and the
longer-term needs of those that are uniikely ever
to become more or less self-sufficient—can he met in
a manner calculated to lead to the most productive
use of the world’s resources. From this global stand-
point, for example, it may be possible to devise ways
and means of meeting a higher proportion of the
food deficits through supplies originating in those
developing countries that are net exporters Bv the
same token, it may also be possible to introduce a
greater freedom of choice in regard to the compo-
sition of the supplies making up the shortfall, against
the day when deficit countries have the wherewithal
to exercise effective demand on world marlets.

The multilateralization of food aid through the
World Food Programme provides an opportunity
for these problems to be viewed in this broader
global context. It also provides an opportunity for
experimentation in using food aid in ways that
minimize its inhibiting effect on local agriculture
while maximizing its more general developmental
impact—raising nutritional levels, lessening infla-
tionary pressures and facilitating investment projects
that would not otherwise have been possible.
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Annex

Table 3A-1. Developing Countries: Changes in Export Reeeipts

Counirys

Index of change in

export receipts

(preceding year = 100)

Value, 1963
(millions of

Principal export

doliars) commoditios
1964 1941

Latin Americo
Bolivia 130 112 66 Tin ore
Paraguay 125 121 40 Meat and products
Peru 123 100 540 Non-ferrous metals, cotion
Colombia 122 96 446 Coffee
Costa Rica 119 103 96 Coffee
El Salvador 1i6 113 154 Coffee, cotton
Chile 115 102 540 Copper, iron ore
Honduras 114 i) 82 Bananas
Panama 113 125 &0 Bananas, petroleum products
Nicarapgua 112 122 100 Cotton, coffee
Uruguay 108 108 165 Wool, beef
Mexico 107 106 985 Cotton, sugar
Ecuador 104 116 166 Bananas
Argenting 103 112 1,365 Cereals, meat and products
Dominican Repubj&c . 103 101 174 Sugar
Brazil 102 116 1,406 Coffee, cotton
Venezuela 102 103 2,667 Petroleum
Guatersala 101 132 154 Coffee
Haiti 95 98 41 Cofiee

Hest Indies
Trinidad and Tobago 109 108 373 Petroleum products
Jamaica Ce 108 112 203 Bauxite, alumina, sugar
Netherlands Antilles 96 96 638 Petroleum products
Guadeloupe 92 109 38 Sugar
Barbados 23 141 41 Sugar

West Asia
Jordan 144 106 18 Fertilizers
Iran . .. 134 95 933 Crude petroleumn
Saudi Arabia 112 1i2 1,050 Crude petroleum
Irag 110 113 781 Crude petrolenm
Kuwait 110 106 1,110 Crude petraleum
Israel 106 123 330 Diamonds, citrus fruits
Syria 93 113 189 Cotton

Africa
Libya 185 239 337 Crude petroleum
Sierra Leone 130 142 81 Diamonds, iron ore
Angola 128 111 165 Coffee, dizmonds
Ivory Coast 122 119 230 Coffee, cocoa
Uganda 122 133 153 Coffee, cotton
Ethiopia . - 117 107 90 Coffce
Rhodesia and Nyasaland 117 166 625 Copper
Morocco 113 110 384 Phosphates, citrus fruits
Nigeria 113 112 531 Cocoa, ground-nuts
Madagascar 112 87 82 Coffee
Senegal 111 90 111 Ground-nuts, ground-nut oil
Mozambique 110 111 101 Cotton, cashew nuts
Tanzania 110 123 179 Sisal, cotton
Cameroon | ... 108 115 118 Cocoa, coffee
United Arab Republic 108 126 522 Cottont
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Table 3A-1. Developing Countries: Changes in Export Receipts {continned)

Conntryt

Index of chonge in
export recoipis

{freceding vear = 100}

atie, 1963
(millions of

Principal export

dollars) rommoditics
1964 1943
Africa (continued)
Ghiana 107 94 273 Cocoa
Kenya 106 113 142 Colfee, tea
Tunisia 104 108 125 Phosphates, wine
Réunion 97 115 38 Sugar
Mauritiug 96 141 a0 Sugar
Sudan 87 100 226 Cotton
Southern and south-castern
Asia
Republic of Korea 137 158 87 Metal products, iron ore
China (Taiwan) 130 152 332 Sugar
Thailand 129 162 466 Rice, rubber
Hong Kong 116 114 873 Cotton fabrics
Sarawal 110 92 122 Petroleum
Ceylon 109 9% 363 Tea
India N 107 118 1,629 Tea, jute fabrics
Federation of Malaya 103 103 884 Rubber, tin
Pakistan 102 105 417 Jute, cotton
Philippines 101 131 727 Sugar, copra, timber
Indonesia 96 102 696 Rubber, petroleum
Sabah . %N 117 90 Logs
Cambodiz a0 165 89 Rubber, rice
Burma 87 102 271 Rice
Singapore 75 102 1,135 Rubber, petroleum products
Republic of Viel-Nam 61 135 77 Rubber, rice

Source: International Monetary Fund, Inier-

national Financial Statistics.

a Ranked, within regions, in descending order

of the first column.

b Preliminary ; based, for many countries, on
[ess than twelve months’ returns.
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Table 3A-4. Developing Countries: Indicated Change Between 1963 and 1964 in Gross
Domestic Product, Volume of Imports and Total Supplies®

Gross
Lonndryt dansestic
product

1 Salvador

Israel

Mexico

Nicaragua

Argentina

Ceylon .

China (Taiwan)
Ecuador

Guatemala

Irane

Iraq

Jordan

Nigeria

Pakistan®

Philippines .o
Rhodesia and Nyasaland
Tanzania

Uganda

Venezuela

Bolivia

Chile

Colombia

Costa Rica

Ethiopia R
Federation of Malaya
Ghana

Honduras

India

Kenya

Morocco

Paraguay

Peru .

Republic of Korea
Syria

Thailand

Tunisia oL
United Arab Republic
Uruguay

Brazil A
Burmae —B
Panamsa 3
Sudan A

EArEUOORNEEEECREEOOONNOROTROEOROROOTO0O

Tmportse :u]);;ﬁ'z:sd
o D
F D
B D
F D
B C
G C
D C
F C
e C
T C
F C
- C
F C
D C
) C
D C
C C
B C
E C
. B
—E B
C B
C B
D B
—B B
B B
C B
B B
B B
C B
B B
B B
—F B
A B
C B
C B
—R B
n B
T A
C A
B A
- -

Source: Bureau of General Economic Re-
search and Policies of the United Nations Sec-
retariat, based on data from Statistical Office of
the United Nations, Montlhly Bulletin of Sta-
tistics; United Nations, Economic Swrvey of
Latin America; Food and Agriculture Organi-
sation of the United Nations, Monthiy Bulletin
of Agricultural Economics and Stafistics; In-
ternational Monetary Fund, nizrnational Finan-
cinl Stotistics; United States Department of
Agriculture, The 1965 World dgrieultural Sit-
nafion and regional supplements; United States
Department of State, Agency for International
Development, Agency for International Devel-
ofmment Datg Book (Washington, D.C.}; replies
of Governments to the United Nations ques-
tionnaire on cconomic irends, problems and
policies, and national sources.

a Based on preliminary official estimates of
the national accounts or on “indicators” derived
from official or semi-official statistics of pro-
duction, trade and transport. Where indicators
were used, changes in gross domestic product
reflect changes, m real terms, in the output of

ali the items of goods and services for which
data were obtainable, combined in accordance
with weights derived from national accounts
of 1960. The indicated changes are necessarily
tentative, being based in some cases on less than
a full year's fizures for some of the components
of the gross domestic product. The symbols in-
dicate the percentage range of increase or de-
crepse (—)  A=—1to; B=21t085; Cun0b
to 10; D =11 to 15; E = 16to 20; F =21
to 30; G == 31 and over.

b Countries are arrayed in descending order
of change in total supplies between 1963 and
1964,

¢ Quantum index of imported goods, inciuding
services in some cases.

4 Apprepate of gross domestie product and
imports, weighted in accordance with national
accounts for 1960

e Change between fiscal years; July/June for
Pakistan and the Sudan; October/September
for Burma; 21 March/20 March for Iran
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Table 3A-9. Estimated Calorie and Protein Content of National Average Food Supplies Per Capita®

Cualories Total protein Animel protein
TG pem GNE REm AE b
(number per day) {pranunes por day)
Indusirial countries
Canada . o . 3,050 3,670 03 93 58 63
United Kingdom 3,100 3,270 B4 89 44 53
United Statese . . 3,150 3,100 90 92 63 65
Latin America
Argentina .. o . 2,980 2,895 97 81 59 52
Brazil . . o 2,400 2,760 58 65 17 18
Chile . o 2,430 2420 74 77 25 28
Colombia o 2,260¢ 2,130 484 47 234 20
FEenador P et e e e 2,180 1,930 52¢ 49 13e 16
Mexico , o 2,350¢ 2,605 63e 72 17e 23
Paraguay e . 2,485 61 24
Peru ‘ . 2,070 2,110 55 52 12 12
Surinam S 2,040¢ 48¢ 16t
Uruguay . . o 2,950 2,930 99 94 67 61
Venezuela . 2,270 2415 53 63 20 23
Africa
Libya 2,1008 538 10%
Maugitius® . . 2,370 47 12
United Arab Republic . 2400 2,5800 70 76h 11 12h
Hest Asia
Tsrael 2,760 2,830 86 84b 27 36h
Jordan 2,050 35 Y
Lebanon o 2,3200 63b 146
Syria 2,330 78 171
Sowthern and south-casicrn Asia
Ceylone 1,950 2,080 43 44 8 8
China (Taiwan) ¢ 2,210 2,350 53 58 i3 15
India 1,750 2,020 47 52k 6 &
Palkistan . 2,040 1,970n 48 45h 8 7h
Philippinese 1,720 1,810 38 43 9 14

Source: Food and Agriculture Organization of the United
Nations, Production Yearbook.

1 All developing countries for which FAO data are avail-
able are included. Data for 1962/63 are tentative. In some
instances the years differ slightly from those indicated in
the column headings. In cases where the difference is con-
siderable, this has been indicated

b For Latin American couniries and Lebanon, 1960-1961
average

¢ Calendar years.
4 1656-1658

¢ 1054-1056

L 1950.1661

#1950,

& 1960/61-1961/62.
1957
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Table 3A-10. Developing Countries: Trade Balances in Cereals and Food and Feed,
Average 1961-1962

Cercalst Food and feod®
Region and conniry® Per canita Total (millions of
{kilogrammes) {thousands of tous) dallars)
Latin Awmerica
Trinidad and 'Iabago o 134 —1,172 38
Barbados . . —115 266 —13
Jamaica . e -—07 ~-1,598 ~—22
Netherlands Antxlles A -85 —188 —23
Cuba .. e ~76 —5,358 .
Venczuela ‘ w8 3,830 —161
Bolivia ... —45 w1 501 —17
Paraguay o wnnd] 3 —772 5
Costa Rica —42 —538 —7
Uruguay 74 —1,230 23
Peru —39 —4,512 23
Panama, —-35 —380 5
Brazil 27 —10,987 —13
Chile . —23 ] BE0 5
El Salvador —21 554 —8
Guatemala . . ..., —17 w8k 4
Nicaragua . T —17 L] 7
Colombia . 13 —1,973 —32
Ecuador . .. . L -8 3 73
Dominican Republic ‘ —4 we] 13 15
Haiti -1 —i416 .
Honduras . -1 w12 36
Mexico e e -1 —418 142
Surinam . . o 19 66 —6
British Guiana 3t 186 6
Argentina . 2482 53,170 648
Africa

Mauritiug . —142 —896 —22
Tunisia —88 w3, 790 13
Libya . -85 —1,061 —18
Zanzibar and Pemha . —69 —221 -2
Senegal w5 ~-1,759 62
Uhnited Arab Republlc R —51 —13,974 110
Gambia .. . e 3B —118 7
Algeria . —"Y st} 153 .
Morocco .. . . o o35 —4,285 39
Liberia .. .. e —23 —a304 —13
Ghana o —19 1,380 w39
Gabon S . . —15 e (6) —8
Somalia . o ] —334 16
Congo (Brazzavﬂie) —14 —I11 —10
Ivory Coast . . —13 —450 w31
Sierra Leone . —12 —311 —7
Kenva —8 —716 —8
Cameroon .. . i e 324 wendy
Tanganyila —? —G95 12
Mauritania . ., — —44 o]
Togo . . 3 —82 2
Central Afncan Republlc o — —47 J—
Congo (Democratic Republic of} —i 523 3
Dahomey L —3 —70 5
Nigeria ... - e DB 137
Sudan . .. .. . . —1 —104 32
Uganda . —1 B2 2
Chad . . . —1 —34 —2
Mali ., S —1 —38 3

Upper Voita ‘ ] --32 0
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Table 3A-10. Developing Countries: Trade Balances in Cereals and Food and Feed,
Average 1961-1962 (continued)

Cerealsh Food and feeds

Region and coundryt

(nzillicns of

I*ar enpits Tatal
(f.‘ii’(;;rz-rl:;l’rlrtxz,r) (Hlau.rungfraaf tong) dollars
Africa (continued)
Ethiopia — —47 14
Niger - —15 11
Madagascar 3 179 7
Angola .. ... . ... ... 22 1,109 6
Rhodesia and Nyasaland 24 2,458 —11
Asin
West Asia
Israci —301 —56,806 —20
Lebanon —157 i G27 il B
Jordan . —167 — 1,840 —23
Saudi Arabia —38 —2,658 —66
Irag —27 -=1,798 58
Iran —17 —3,554 —32
Syria 5 276 —1
Sonthern and sonth-castern Asia
Hong Kong .. ... .. —163 5,571 w237
Federation of Malaya
and Singapore —101 —0,240 —257
Sarawalk -101 —778 18
Sabah —76 =303 o] 1
Ceyion —{f —G,842 —03
Chinz (Taiwan} 23 —2,559 -3
Republic of Korea 18 —4,812 —33
Philippines —13 —4,372 81
Indonesia —12 —11,840 —57
Palistan —11 «10,280 —75
India —8 —36,424 —]101
Laos . —4 —70 ..
Republic of Viet-Nam o 22 15
Nepal 2 192 .
Cambodia 68 3.038 20
Thailand 70 19,627 204
Burma 71 16,368 158
Source: Statistical Office of the United have been used where later information was

Nations, Monithly Bulletin of Statistics; Food
and Agriculture Organization of the United
Nations, Production Yearbook and Trode Year.
book

n\Within ench region countries are arranged
in descending order of net per capilo imports
ol cereals

b Including wheat and wheat flour, rice, bar-
fey, maize, rye, oats and other cereals not
specified. In a few instances, 1959 or 1960 data

unavailable

tFood and live animals (SITC scction 0)
plus beverages (STTC division 11) plus fats and
oils (SITC division 22 and section 4). Supar,
coffee, cacoa, tea and spices, though included as
imports, have been excluded as exports. In some
ingtances the trade balance is based upon trade
in major items in these categories and s there-
fore an approximation. Exports fob. less im-
ports ¢t f. In some cases data for 1960 were
used; in some instances data relate to a single
year
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Table 3A-11. Selected Countries: Production of Cercals and Food, Biennial
Averages, 1952-1963"

(Index, 1958-1959 = 100)

Couniry and f#em 1932-1953 1954-1933 1938-19359 1960-1941 19621963
Brazil
Cereals, total /8 o1 106 119 134
Per capita 03 102 100 112 119
Food, total 78 83 160 109 116
Per capita g 94 100 102 103
Chile
Cereals, total 77 82 100 96 o8
Per capita 90 a1 100 o1 89
Food, total agb 90 100 101 106
Per capita 101 100 100 a7 97
India
Cereals, total 24 88 100 169 111
Per capita 94 a5 100 105 102
Food, total 85 91 100 106 107
Per capita il 99 100 i 08
Indonesia
Cereals, total 83 a7 160 108 112
Per capita 95 106 100 103 103
Faood, total g0v 97 100 06 106
Per capita a0b 106 100 100 96
Pakistan
Cereals, total 94 o1 100 116 120
Per capita 105 99 100 111 110
Food, total 95 95 100 109 110
Per capita 107 103 100 104 101
Peru
Cereals, total 123 106 100 105¢ 116
Per capita 139 1i8 100 106¢
Food, total G7b 98 100 109 115
Per capita FRRIES 110 100 103 103
Philippines
Cereals, total 8t 85 100 105 108
Per capito S 99 96 100 99 95
Food, total B3 88 100 108 116
Per capita 102 1060 160 102 102
Uniled Arab Republic
Cereals, toinl 83 100 100 101 124
Per capita 96 110 100 97 112
Food, total 77 %0 100 105 122
Per capita B8 99 100 106 11t

Sonrce: Statistical Office of the United
Nations, Monihly Bulletin of Statistics; Food

and Agriculiure Organization of the United

Nations, Production Yearbook and Monthly
Bulletin  of Agriculturel  Eeonomics  and
Statistics,

o Food prodaction  includes grains, starchy
roots, sugar, pulses, edible oil crops, nuts, fruits,
vegetables, wine, cocoa and livestock products.

b 1953-1954 average.
¢ 1956-1960 average.
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Table 8A-12, United States PL 480 Exports to, and Total Imports of Grains by,
Selected Countries, 1954-1963

(T housands of tons; ratic in percentage)

Annnal averege

Conniry and item

10541955 1058-1950 1960-1961 19621963

Braszif

{a) PI. 480 exporis 15 544 1,136 1,056

(0) Total imports 1,769 1,717 2,001 27222

(¢) Ratio, (¢} to (I) - 3z 57 48
Chile

(@) — 41 68 121

(& 211 116 100 201

() — 36 68 60
Ghana

(a) — 10 27 4

)] 49 96 122 101

() — 10 22 4
Indio

{(a) . 4 2,568 3,741 3791

(b 774 3,577 4,374 3,628

() — 72 86 134a
Indonesia

(a) - 54 142 35

by 346 774 1,188 1,201

(e) — 7 12 26
Pabistan

(a) . - 703 1,254 1,287

&) 72 1,000 1,526 1,201

() — 70 8z 167
Perte

(2) 20 117 152 130

() - 279 351 367 454

O _ 7 33 4] 2
Philippines

() . - 37 26

i o 353 485 448 530

(&) : . e 8 3
United Arab Republic

(@ . o 34 472 1,324 1,984

. A 47 1.365 1,371 1,908

{cy 72 33 97 104z

Sowrce: United Nations, Trade Yearbook;
Food and Agriculture Organization of the
United Nations, 8Moenihly Bulictin of Agricul-
tural FEconomics and Slotislics, and communi-
cations from the United States Department of
Agriculture.

® Ratios in excess of 100 per cent are due
to such factors as reporting differences be-
tween recipient and donor sources and time lag
between shipments and receipt.



Chapter 4

RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

Total production of the centrally planned eco-
nomies increased in 1964 at a rate considerably
higher than that in both 1963 and 1962, but still
below the rate experienced in the years preceding
1962. The acceleration of growth during 1964 was
due mainly to the substantial recovery of agricultural
production in the Union of Soviet Socialist Republics
and to an acceleration in the growth of industrial
production in several other countries.

Investment activities accelerated in some countries
quite substantially, but slowed down in other coun-
tries. The supply of consumer goods in the retail
trade network increased in 1964 faster than during
the preceding year in most countries; in some,
however, a certain deceleration of growth of retail
trade took place. The balance between supply and
demand for consumer goods has been generally
maintained and in some countries improved, but
shortages of certain goods in high demand continued

during 1964, In Yugoslavia, however, the balance
between demand and supply of consumer goods was
severely upset, largely because of considerable in-
creases in money wages and in prices paid to agri-
cultural producers; real wages nevertheless rose
substantially in 1964, exceeding the relatively high
rate of increase achieved in 1963. In several other
countries real wages also increased faster than during
the preceding year, while in others the growth of
real wages decelerated. The efforts towards improve-
ment in methods of planning and management were
intensified in 1964. In several countries new signifi-
cant decisions have been taken in this field in the
course’of the year, and new methods have been
introduced on an experimental basis. Along with
these changes, increasing attention has been devoted
to the improvement of ways and means of foster-
ing inter-country specialization and co-ordination of
economic activities of the Council of Mutual Eco-
nomic Assistance (CMEA) couniries.

National income, investment and consumption

The centrally planned economies taken as a group
experienced a higher rate of growth of national in-
come in 1964 than in 1963. The changes over the
preceding year varied considerably among these
countries, however. In most cases the expansion of
the industrial sector was the main accelerating factor;
thus, in all countries except the Soviet Union the
industrial sector grew at substantiaily higher rates
in 1964 than a year earlier. In many cases less suc-
cessful developments in agriculture dampened the
effect of industrial expansion on over-all economic
growth, In the Soviet Union, however, the excep-
tional acceleration in the growth of national income
from 4.6 per cent in 1963 to 7 per cent in 1964
was due exclusively to improvements in agriculture,
which, after the 7 per cent fall in 1963, registered
a 12 per cent increase in 1964, In contrast, the ex-
pangion in industry in the Soviet Union fell some-
what short of the rates of growth achieved during
the preceding year, Significant acceleration in the
growth of national income also occurred in Fastern
Germany with a rate of growth of 4.7 per cent in
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1964 compared with 2.7 per cent in 1963 and 2.1 per
cent in 1962, A significant acceleration, most likely,
occurred in mainland China, also in view of im-
proved performance in agriculture and higher rates
of growth achieved in industry. Among the remain-
ing countries, the national income of Romania in-
creased somewhat faster and that of Bulgaria and
Yugosltavia at the same rates as in 1963, while in
Poland and Hungary a certain deceleration took
place. In the two latter countries this was due ex-
clusively to a steep decline in the rates of growth
of agriculture, industrial production having expanded
at accelerated rates. In Czechoslovakia, national in-
come, which declined in 1963 by more than 4 per
cent, remained unchanged during 1964, despite the
fact that industrial production increased by over
4 per cent and gross output of agriculture rose by
about one per cent. (See table 4-1.)

This discrepancy between the rate of growth of
production of the two main sectors of the economy
and the national income, apparent also in some other
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Table

4-1. Changes in National Income, 1960-1964

(Pereentage change over preceding year)

Country 1960 1962 1952 1963 1964
Planned Aetual
Bulgaria 6.8 28 6.2 6.0 6.3 610
Czechoslovakia 81 6.5 15 .2 1.4 —
Easternn Germany® 4.6 32 21 27 38 47
Hungary 10.0 6.1 47 50 65 40
Poland 435 7.7 22 6.5 16 5.0»
Romania 110 10.0 4.4 98 16.0
USSR 8.0 7.0 6.2 4.6 7.7 70
Yugoslavia 60 40 50 125 12.0 125

Source: Reports on fulfilment of plans; na-
tional statistical yearbooks and statistical bulle-
tins, and replies of Governments to the United
Nations questionnaire of November 1964 on
ecofiomic trends, problems and policies.

o In current prices. Data for 1962 and 1963
are based on Die Wirtschaft (Berlin}, 14 Jamu-
ary 1965; they differ from those originaily pub-
lished in the statistical yearbook of Fastern
Germany for 1963.

countries, was largely due to considerable differences
between changes in gross and net output in agri-
culture. Thus, in Czechoslovalda, for instance, the
confribution of agriculture to the growth of national
income was negative in 1964, net output of that
sector having declined by zbout 8 per cent. Similariy,
in Bulgaria, where gross agricultural production rose
by almost @ per cent in 1964, net output fell by about
4 per cent. In view of this the rate of growth of
national income has remained unchanged in Bulgaria
despite a great acceleration in gross output of agri-
culture and a certain increase in the rate of growth
of industry, beth of which rose in 1964 at substan-
tially higher rates than national income. These dif-
ferences between the changes in gross and net output,
especially in agriculture, which reflect the increase
in input per umt of output, have been of great con-
cern in several centraliy planned economies as one
of the basic factors restraining the rate of growth
of national income during recent years.

The difficulties encountered in agriculture in
Bulgaria and Czechoslovakia as well as in Fungary
were also responsible for the slow expansion of
nationai income relative to that planned In fact in
all countries except the Soviet Union the growth
of agricultural production fell considerably short of
the planned rates. In the Soviet Union national in-
come increased somewhat less than planned, while
industrial production rose considerably faster than
planned.

In Poland, however, the growth in industrial pro-
duction, which was much higher than planned, re-
sulted in a 6 per cent increase in national income,

b Based on the statement of the Chairman of
the Central Planning Commission published in
Trybuna  Lude (Warsaw), 25 March 1965
According to this statement, national income
increased by 6 per cent and net domestic ex-
penditure by 5 per cent According to the
original evaiuations published in the report on
fulilment of the plan for 1964, the respective
rates of increase were 5 and 4 per cent.

compared with an increase of 3.6 per cent anticipated
in the plan. In Fastern Germany, also, the pace of
expansion was faster than provided in the plan. As
in the preceding year, the highest rates of expansion
were achieved in Yugoslavia and Romania, with
12 and 10 per cent, respectively, followed by the
Soviet Union, Bulgaria and Poland,

Investment activities accelerated in 1964 in five
out of the eight countries listed in table 4-2, In
several cases the rates of change in 1964 differed
considerably from those planned for that year and
also from those achieved in 1963. One significant
feature was that, in all but one case, where plans
provided for a deceleration in the growth of invest-
mient, the actual growth rates in investment exceeded
those planned, while in cases where an acceleration
was planned, actwual performance fell short of the
plan targets.

The most radical changes occurred in Czechoslo-
valda and Yugoslaviz, the two countries which
achieved the highest rates of growth of fixed invest-
ment in 1964. In Yugoslavia gross fixed investment
increased by 17 per cent in 1964, as against a 10 per
cent increase planned for that year and an 11 per cent
increase achieved m 1963. This difference between
the plan and the actual achievement is explained in
part by the fact that, in contrast to other centrally
planned economies, decisions concerning investments
are fargely within the competence of individual enter-
prises, and that a considerable proportion of invest-
ment outlays is regulated by the central authorities
indirectly through credit policy. The extremely lib-
eral credit policy during the first nine months of
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Table 4-2. Changes in Gross Fixed Investment, 1961-1964

(Percentage change over preceding year; in constant prices unless otherwise indicated)

Cauptry and Lype 1941 1962 1963 e
of investment Planned Actual
Bulgarige
State and co-operative . 57 45 14.4 -7 0 39
State, centrally planned 32 99 190 —1.0 67
Crechoslovakio
Total 72 —26 ~110 142 12.2
Eastern Germanys
Total — 18 54 0.0 60
Hungary
State and co-operative —11.0 155 14.0 55 32
Poland
Total 7.3 109 44 26 3 4=
Romanig
State 214 137 89 130 11.0
USSR
Total 44 47 52 8.0
Cenirally planned state and co-
operative 100 g0 6.0 160 20
Yugosloviab
Total 40 90 110 100 17.0

Sonrcc: See table 4-1; also Planowvo Sto-
panstvo i Statistiba (Sofia), 1 November 1965;
and StatiszHhai Hovi Kéclemenyek, No. 4, 1965
{Budapest).

8 In current prices,

1964 led to a considerably higher rate of growth of
gross fixed investment than had been planned. Not
less significant, although in a different sense, were
the changes in Czechoslovakia where the 12 per cent
increase in fixed investment in 1964 represented a
turning point in investment, which had registered
an absolute decline in 1963 and 1962 of about 11
and 3 per cent, respectively. The 1964 recovery,
smaller than anticipated in the plan, brought the
level of investment almost to that of 1962; but it still
remained below that of 1961

A rather sharp change—though in the opposite
direction—took place in Bulgaria where investment
increased by 4 per cent in 1964, compared with a
14 per cent rise during the preceding year. The
extremely great investment effort during 1963
created a need for relaxation in 1964, and the plan
for that year in fact provided for a 7 per cent decline
in total investment and a one per cent fall in cen-
trally planned state investment. Indeed, the latter
investment rose by 6.7 per cent, offsetting the smaller
than anticipated decline in the remaining part of

b Estimated from data in current prices de-
flated by cost indices calculated on the basis of
changes in man-hours worked in construction
and of changes in prices of machinery and
equipment,

state and co-operative investment. In Hungary, also,
the expansion of investment slowed down quite con-
siderably, from a rate of 14 per cent in 1963 to
one of 3.2 per cent in 1964, In Bast Germany, Ro-
mania and the Soviet Union investment activities
accelerated, but in Poland some deceleration cccurred
although on a smaller scale than that planned,

The difficulties experienced in the implementation
of investment policies varied from country to coun-
try. Thus, in Bulgaria the increase in investment in
excess of the original plan was entirely due to ex-
pansion in construction works, while the delivery
of machinery and equipment fell short of expecta-
tion? In Eastern Germany the failure to fulfil the
plan was also caused by lower than planned delivery
of machinery and equipment. In Czechoslovakia and
Hungary, however, the reverse was true. The less
than planned growth of investment in these countries
was due exclusively to non-fulfilment of the con-

1The value of construction works was 6.6 per cent above
the planned level, while deliveries of machinery and equip-
ment were 4.9 per cent below the planned quota.
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struction targets, while the supply of machinery and
equipment substantially exceeded the planned quotas.?

The available information on sectoral allocation
of investment indicates that in all countries, with
the possible exception of Yugoslavia, investment in
agriculture increased much faster than average. Thus,
in Poland, investment in agricuiture rose hy 24 per
cent, while industrial investment increased by only
about 3 per cent and that in transport and com-
munications and in trade fell. In Hungary data
referring to state and co-operative investments in-
dicate that, while the total of these expenditures
rose by 3.2 per cent in 1964, the investment allocated
to agriculture rose by 6.1 per cent, absorbing 21 per
cent of the total. The shift in investment towards
agricniture was also apparent in the Soviet Union
as well as in Czechoslovakia, where the share of
agriculture in the total rose in 1964 to 12 per cent.

Within the industrial sector, the highest rates of
growth of investment were in most countries attained
in the chemical and engineering industries.

As in the past few years, all European centrally
planned economies continued, with varying intensity,
to concentrate on completion of projects under con-
struction, or on a limited number of high-priority
investments. The purpose of this policy was to
reduce the exceedingly high proportion of uncom-
pleted construction, and to increase the efficiency of
investment by speeding up the commissioning of
Ivestment projects, In several countries the amount
of investment irmmobilized in unfinished construction
was so much in excess of what was considered
normal that absolute reductions in volume were con-
sidered necessary. This policy has significantly con-
tributed to the improvements registered in this field
in several countries. The volume of unfinished con-
struction has been reduced either in absolute terms
or in refation to total investment, and relatively large
amounts of new capacities were put into operation
in 1964, In Czechoslovakia the volume of unfinished
construction declined in absolute terms. The new
additions to productive capacity increased for natural
gas by 78 per cent, for electricity by 57 per cent
and for installed steam boilers by 24 per cent as
compared with 1963 The volume of unfinished con-
struction was reduced by about 5 per cent, while
investment rose by 12 per cent in 1964 In the Soviet
Union the nmprovements achieved during the past
two years in relation to the period 1960-1962 are
shown in table 4-3. They indicate a substantial in-
crease in the ratio of completion to investment, which
resulted in a decline in the ammual increment in
unfinished construction. In 1964, however, neither

2 ¥n Czechosiovakia, the plan provided for a 136 per cent
increase in construction and a 351 per cent rise in the de-
fiveries of machinery and equipment. The actual increases
amounted to 84 and 176 per cent, respectively

Table 4-3. Soviet Union: Investment, Completions
of Investment Projects and Value of Unfinished
Construction, 1960-1964

(Billiong of roubles)

Valie of
Year Investment  Completions unfinished
construciion

1960 . 308 281 214
1963 7 287 248
1962 348 327 26.1
1963 370 362 26.2
1964 40.0 387 275

Source: Narodnoe Khosyeisive SSSR v 1963 Godu
(Moscow), pages 447 and 451; SSSR v Tsifrakh v 1964
Godu (Moscow), pages 107 and 109.

Note: All data relate to the state and co-operative sec-
tors; they do not include investment of the collective farms
or private housing construction. Fixed investment and com-
pletions are expressed in constant prices. Data on stock of
unfinished construction represent the actual cost of construe-
tion (in current prices) at the end of the year In conseguence,
the changes in unfinished construction derived by subtract-
ing completion from investment differ slightly from those
cafculated directly from annual data on unfinished con-
struction,

the plan for investment nor that for commissioning
of new capacities was fully implemented, and in
consequenice the value of unfinished construction
increased by 1.1 billien roubles, that is, somewhat
more than in 1963, as compared with an increase of
0.3 billion roubles anticipated by the plan. While
new additions to productive capacity were 6 per
cent larger in 1964 than in 1963, the increases in
the oil and gas industries amounted to 16 per cent,
in the coal and chemical industries to 17 per cent
each, in the food induastry to 10 per cent and in agri-
culture to 28 per cent. In Romania, also, the plan
to raise the ratio of completions to investment to
80 per cent was not fulfilled, the actual ratio amount-
ing to about 75 per cent. In that country, as in
Poland, considerable increases in capacity occurred
in the electrieal and power industries

In contrast to these developments, there was a
sethback in 1964 in housing construction in most of
the countries for which data are available. Only
Romania and Poland have reported increases in the
number of dwellings completed in that year. In the
latter country the number of rooms built by the
State and the co-operatives increased by 18 per cent®
In Romania the number of dwellings built in 1964
increased by 3 per cent over 1963. In Czechoslo-
vakia, however, the decline in housing construction,
which began in 1963, continued throughout 1964
Privately Ananced construction, which represented
26 per cent of the total in 1964, declined more than

. 3 No data are available on privately built housing, which
in 1963 represented 36 per cent of the total
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did state and co-operative housing. Developments in
Eastern Germany and in Hungary were similar in
many respects to those which tock place in Czecho-
slovakia. In these countries, also, housing construc-
tion had reached a peak in 1961, and the ensuing
decline continued through 1964, In Eastern Germany,
however, the decline suffered in 1964 was very slight,
amounting to less than one per cent, while in Hun-
gary housing construction fell during that year by
as miuch as 4 per cent. In the Soviet Union, state,
co-operative and private housing, excluding housing
construction of collective farms, declined for the
second consecutive year by about 3 per cent, largely
reflecting the drop in private construction.

As in the preceding years, most countries ex-
perienced a greater than anticipated unit cost of in-
vestrnent. This divergence reflected the under-
evaluation of cost in the preparation of plans as
well as actual increases in cost caused by the dis-
persion of efforts of construction enterprises over
a large number of projects, The extension of con-
struction activities over and above the actual capacity
of the building enterprises resulted in a considerable
lengthening of the construction period and increased
cost. In order to eliminate these shortcomings, sev-
eral countries introduced regulations aimed at im-

proving planning and increasing the efficiency of
construction enterprises, Thus, for instance, in East-
ern Germany and Hungary the performance of the
enterprise is to be evaluated after the completion
of a given project—the quality of the work and the
relationship between planned and total cost being
taken into account—instead of on the basis of an-
nually calculated “gross output”. The building enter-
prises are to be paid for their work only after
completion of the preject and in the meantime they
must cover their current expenditure by means of
interest-bearing credits, It is expected that this
will induce them to concentrate on the completion
of projects under way and aveid the dispersion of
their efforts on too many projects.?

Data on changes in consumption in 1964 are avail-
able for only four countries; for other centrally
planned economies the statistics on refail sales of
consumer goods provide the main indicators of
changes in consumption. As in the preceding year,
the highest rates of growth of retail sales were
achieved by Yugoslavia, Romania, Hungary and
Bulgaria {see table 4-4). In Yugoslavia a further

4 Recent developments in planning and management are
reviewed in the section “Changes in Planning and Manage-
ment”, below.

Table 4-4. Changes in Volume of Retail Trade, 1961.1964

(Percentage change over preceding year)

1944
Cotntry 1941 1942 1943
Playated Aectual
Bulgariz . 90 50 94 70 56
Czechoslovakia 45 25 14 28 27u
Eastern Germany 58 —07 03 45 34
Hungary 20 50 86 50 7.6
Poland 80 30 49 57 41
Romania 16.0 130 80 100 g0
USSR 40 6.0 50 58 53
Yugoslavia 120 40 14.0 170

Sonrce: See table 4-1
Note: Turnaver of retail trade includes pub-
lic catering. For Czechoslovakia, Romania and

acceleration of growth of consumer supply occurred
in 1964, as indicated by the 17 per cent increase
in retail sales following a 14 per cent rise in 1963,
Developments in 1964 were influenced by a con-
siderable growth in indusirial production and by
the improvement in agricultural supplies from the
1963 harvest. In Romania the volume of retail sales
increased by 8 per cent, that is, at the same rate
as during the preceding year but by 2 percentage
points less than planned for 1964. In Hungary, the
5 per cent rise provided for by the 1964 plan was
substantially exceeded. Actual sales during that year

the Soviet Union, retail sales figures are sup-
plied for state and co-operative trade only.
a In current prices

rose by 7.6 per cent, as compared with an 86 per
cent rise in 1963, In Bulgaria, also, the growth of
retail sales decelerated in 1964, But, in contrast to
Hungary, this deceleration was much greater than
that provided for in the plan. While in 1963 retail
sales In Bulgaria rose by 9.4 per cent, they increased
by only 56 per cent in 1964, compared with the
planned increase of 7 per cent. fn Poland, where
the 1964 plan provided for an acceleration in the
growth of retail sales, the actual increase fell short
of that planned and amounted to about 4 per cent,
compared with a 5 per cent rise in 1963. Among
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the remaining countries retail sales accelerated sub-
stantially in Czechoslovakia and Eastern Germany
and slightly in the Soviet Union. In Eastern Ger-
many rtetail sales, which declined in 1962 by some-
what less than one per cent and rose by no more
than three-tenths of one per cent in 1963, increased
in 1964 by 3.4 per cent, exceeding the level of 1961
by 3 per cent. The increase in sales, however, fell
short of the 4.5 per cent rise provided in the plan
for 1964. In Czechoslovalkia, also, the actual increases
were smaller than anticipated, but the 2.7 per cent
rise in retail sales in 1964 was higher than the rates
of increase achieved during the two preceding years.
In the Soviet Union the increase in retail sales
amounted to 5.3 per cent in 1964, as compared with
a planned rise of 5.8 per cent and an actual increase
of 5 per cent in 1963.

In mainland China, for which no statistical data
are available, indirect information indicates a sub-
stantial increase in retail sales, especially of food-
stuffs.

In most countries sales of food increased at a
higher rate than sales of non-food products. In
Poland, however, the reverse seems to have been
true, whereas in Eastern Germany both groups of
commodities increased at about the same rate,
although the non-fulfilment of the sales plan was
entirely due to the lower rise in sales of non-food
products than had been planuned.

Among the food products, sales of meat seem to
have increased less than those of other food-stufls.
In Poland, for example, the sales of meat did not
increase at all in 1964, and in the Soviet Union they
declined by 2 per cent. This decline, however, was
much smaller than the decrease in the industrial
production of meat, which, under the impact of the
sharp drop in agricultural production in 1963, de-
clined in 1964 by 23 per cent. The effect on suales
was largely offset by a reduction of stocks and by
changes in foreign trade.

In contrast, changes in sales of several other food-
stuffa, such as poultry, fish, milk and millk products,
were more favourable in most of the ceatrally
planned economies. Among other commodities, sales
of textiles in several couniries registered only very
modest increases, and in some cases even declined,
while sales of ready-made clothing and shoes in
many cases increased much faster. There were also
very substantial increases in the sales of certain
durable goods such as refrigerators and television
sets,® while the trade in radios and sewing machines

G The increases in sales of refngentors in 1964 over 1903
were 35 per cent in Bulgaria, 28 per cent in Fastern Germany,
65 per cent in Hungary, 30 per cent in Poland, 33 per cent
in Romania and 21 per cent in the Soviet Union.

increased only slightly, indicating in many cases
saturation of demand for these products at prevail-
ing prices.

Consumption data are available only for Bulgaria,
Czechoslovakia, Hungary, Poland and Yugoslavia.
They relate in most cases to total rather than per-
sonal consumption and therefore alse include gov-
ernment expenditure on goods provided free of
charge to the population and to institutions.® Since
neither these expenditures nor the value of goods
consumed directly by their producers is reflected in
retail sales, the changes in total consumption may
differ from those indicated by retail trade data. Thus,
in Bulgaria, where retail sales rose by 5.6 per cent
in 1964, total consumption increased by 5.1 per cent.
In Hungary this difference was much greater, the
comparable figures being 7.6 and 5 per cent, respec-
tively. In Hungary, and pessibly in Bulgaria as
well, the faster growth of retail sales reflects the
increase in the share of consumption goods pur-
chased through the retail trade network.” In contrast,
total consumption in Czechoslovakia and personal
consumption in Poland increased faster than retail
sales, although the differences in their respective
rates were rather small® In Yugoslavia personal
consumption increased by about 12 per cent in 1964
and in Fastern Germany by about 3.5 per cent.

The changes in the allocation of national income
among its end uses can in most of the centrally
planned economies be ascertained only by comparing
data on national income, gross fixed investment and
retail sales. However, for four countries more pre-
cise assessment of 1964 developments is possible
because of the availability of the data on the main
expenditure components of national income shown
in table 4-5. In Bulgaria the most significant change
consisted of a very large decline in accumulation,
of about 15 per cent® compared with a 6 per cent
increase in national income. Because of a change
from substantial net imports in 1963 to net exports

8 The share of social consumption in total consumption
in 1963 amounted 1o aboul 8 per cent in Bulgaria, 5 per cent
in Hupgary and 11 per cent in Poland

T This tendency, apparent also in several other countries
during the preceding years, reflects the shift of the agricul-
tural population to 111{!1151“'11 occcupai:om, or the increasing
share of money payments in the income of agricultural pro-
ducers, or both,

81Tn Poland personal consumption increased more slowly
than total consumption indicating a {faster than average
growth In social consumplion.

9 As indicated in table 4-2, pgross Axed investment in-
creased in 1964 by 4 per cent. The difference between the
growth rate of gross fixed investment and accumulation is
due to the effect of divergent changes in inventories, depre-
ciation and capital repairs, since accumulation in the concept
of national income in tmost centrally planned economies can
be defined as gross fixed investment less depreciation plus
changes in inventories plus capital repairs.
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in 1964, however, this did not result in any in-
crease in the share of consumption in national in-
come, In fact, the sum of accumulation and net
trade increased in 1964 by almost 9 per cent. In
consequence, consumption increased by only 5 per
cent and its share in national income declined.

The developments in foreign frade had a similar
though much less extensive effect on the allocation
of national income in Poland. National income in-
creased by 5 per cent while accumulation rose by
only 2.5 per cent!* But net exports more than
doubled and, together with accumulation, showed an
increase of more than 6 per cent. Total consumption
increased by 4.5 per cent, or less than national in-
come. The rise in personal consumption was even
lower, 4 per cent, while social consumption rose
by about 7 per cent. The increase in accumulation
by sbout 2.5 per cent compared with the 3.4 per
cent rise in gross fixed investment seems to be
largely accounted for by a decline in the growth
of inventories 2% In the two other countries for which
datz on allocation of national income are available
the shift in the allocation was in favour of
consumption.

In Czechoslovakia where national income showed
virtually no increase in 1964, accumulation fell by
about 6 per cent. But net exports declined by as
much as 50 per cent, and the sum of net exports
and accwmulation fell by 15 per cent. This decline
in the amount of resources allocated to purposes
other than domestic consumption made it possible
to raise consumption by 3 per cent over 1963, The
fall in accumulation, despite a 12 per eent increase

10 This is expressed in domestic currency; the changes
expressed In foreign trade carrency might he quite different
in some of the centraily planned economies the conversion
into domestic currency of trade figures expressed in foreign
curreacy occasionally resulted in an inversion of the plus or
minus sign

11 This analysis is based on data derived from the report
an the fulfiiment of the plan for 1964 According to a state-
ment made at a later date by the Chairman of the Central
Planning Commission (Trybung Ludu, 29 March 1965), the
original estimates of national income and of net natienal ex-
penditure have been revised upwards and ameunt to 6 and 5
per cent, instead of 5 and 4 per cont, respectively. The use
of the unrevised data in the present analysis was made neces-
sary because of lack of revised data covering consumplion
and acctzmolation While these dala have not yet been pub-
lished, it is Dbelieved that they would affect the absolute
magnitudes rather than the relations between expenditure
components indicated in the pian fulfilment report It should
be added that calculation of the lLalance of foreign trade in
1964 by the application of the revised indices to the 1963
values yields exactly the same absolute amount of net exporls
as the use of the unrevised data indicated in table 4.5
{The foreign trade balance has been caleulated by subtracting
national income from net domestic expenditure.)

12 Acccording to the reply of the Polish Gevernment to
the United Nations questionnaire on economic trends, prob-
lems and policics, 1964-1965, the increment in inventories
(presumably in current prices} declined hy 16 per cent in
1064, although according to the same source, this increment
rose by about 11 per cent in industry and by about 5 per cent
inn domestic trade.

in fixed investment, was caused by an absolute
decline in inventories, which occurred for the first
time since 1960.

In Hungary consumption also rose faster than
naflonal income. But, in contrast to Czechoslovakia,
accumulation also increased, although at a lower
rate than consumption. Thus, in 1964, national in-
come in Hungary increased by 44 per cent, while
accummlation rose by 5.2 per cent and consumption
by 56 per cent. These increases, exceeding the
growth of nafional income, were made possible by
an almost 70 per cent rise in net imports, In Yugo-
slavia national income and personal conswmption
seem to have risen in 1964 at approximately the
same rate of 12 per cent. Accumulation probably
increased at a higher rate,®™ but this did not reduce
the share of personal consumption in national income
significantly, if at all, because of a further sharp
increase in net imports and possibly a slower growth
of social consumption. In the Soviet Union in 1964
national income rose by 7 per cent, investment by
8 per cent and retail sales by 5.3 per cent. Aithough
consumption of the peasants out of their own output
may have increased more than retail sales owing
to the considerably better harvest, it is doubtful that
this would have resuited in a mwuch greater rise in
total consumption than in retail sales. It may there-
fore be concluded that the shift in allocation of
income in 1964 was in favour of accumulation. In
1963 the share of consumption in national income
was increased. The information on changes in invest-
ment, retail sales and national income in Eastern
Germany and Romania indicates that in these two
countries accumulation has also most likely risen
faster than consumption ™

In those countries where consumption increased
at a slower rate than national income the balance
between supply and demand was largely maintained
by means of an mcomes policy which in the indus-
trial sector consisted in keeping the growth of money
wages significantly below the rise in productivity.
In all eountries excepting Yugoslavia, output per
man seems to have increased considerably faster than
average money wages. In consequence, the develop-
ments in this sector had an anti-inflationary effect.
The changes in the ngricultural sector are more diffi-

13 The volume of gross fixed investment in the socialized
sector increased by about 17 per cent in 1964 The effect of
this increase on accumulation seems to have been partially
offset by decrease in inventorics

14 Ip Hastern Germany investment rose by & per cent, re-
tail sales by 3.4 per cent and national income by 4.5 per cont
In Romania the corresponding data were 11, 8 and 10 per
cent, respeciively. In Kastern Germany personzl as well as
total consumption seems to have increased at approximately
the same rate as retail sales, by 35 per cent. This is re-
vealed by ihe data on growth of consumption between 1958
and 1964 indicated in Die Hiréischaft 14 Januvary 1965 com-
pared with the data for 1958-1963 as shown in the Tastern
Germany statistical yvearbook for 1963
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cult to ascertain, owing to lack of data on money
incomes of the peasant population. In some coun-
tries, however, the money income of the peasants
grew more than the volume of their sales because
of increases in prices paid for agricultural goods
by the state purchasing agencies. Amnother factor
which in some cases contributed to the rise in dis-
posable money income was the reduction of taxes
and increases in money payments for pensions and
other social benefits. The effect of these factors
was in most cases not sufficient to offset the anti-
inflationary impact of the reduction of unit wage
cost in industry. In some countries the proportion
of income saved by the population seems also to
have increased. It is likely that this increase was
motivated in large part by the inadequate supply
of certain durable goods and the expectation of an
improvement in private housing construction in the
near future,

In only one country, Yugoslavia, did the growth
of money income of the population result in signifi-
cant imbalances between supply and demand for
consumer goods; this occurred despite the fact that
the share of national income allocated to consumption
did not change appreciably, if at all. A rise in money
payments in excess of the increase in output was
the main reason for the sharp increase in the pres-
sure of demand on supply.*® Thus total money earn-
ings in the socialized sector increased in 1964 hy
34 per cent, money payments to the peasants for
sale of their produce to the socialized trade agencies
increased by 23 per cent and other payments to the
population increased by 31 per cent. Although credits
extended to consumers were reduced in 1964 by
30 per cent as compared with the preceding year,
the total amount of money available to the consumer
after taxes rose by 27 per cent, or much more than
the increase in the supply of goods and services.
The volume of retail sales, for instance, rose by
about 16 per cent in 1964, In consequence, prices
increased sharply. The retail price index rose by
9 per cent, largely because of an increase of 19 per
cent in prices of food, while prices of industrial goods
rose by 6 per cent. The cast of living index increased
by 12 per cent in 1964,

In Bulgaria output per man in industry rose by
8 per cent while average wages increased by only
2.3 per cent.*® While these changes had a restraining
effect on the pressure of demand on supply, the
money payments to the peasants probably increased
more than did the deliveries of agricultural produce
owing to certain increases in prices paid by the

157t will be recalled that, unlike in the other countries,
neither the prices charged by the state enterprises nor the
meney payments to their staff are, as a rule, controlled by
the authorities in Yugoslavia

16 This percentage reiates to wage earpers. Payments to
salary earners in industry increased by 28 per cent in 1964

state procurement agencies. It seems, however, that
the balance between supply and demand was not
significantly affected by these changes Similarly,
in IZastern Germany the effect of the smaller rise
in consumption than in national income was largely
offset by the much greater increase in labour pro-
ductlvity than in wages, While output per man rose
in this country by 6.5 per cent, average wages
increased by only 3 per cent in 1964

Ian Poland the balance between supply and demand
for consumer goods improved in 1964 after having
deteriorated in 1963. This was achieved largely by
a slowing down of the rate of growth of employment
and by a rising productivity of labour in industry
without a corresponding increase in wages. Thas,
while output per man in industry rose in 1964 by
7 per cent, money wages per worker increased
by only 3 per cent. This difference between changes
in output and in labour earnings in the industrial
sector was the main factor preventing a rise in
inflationary pressures which might otherwise have
resulted from the rise in accummlation and the in-
crease in the ratio of net exports to national income.
In fact, total money income of the peasants increased
at a much higher rate than did agricultural pro-
duction and sales, Money income of the peasants
from sales of agricultural products to the state trade
organization rose in 1964 by 6.8 per cent, while
the wage bill rose by 49 per cent?? In addition,
new rtegulations were introduced increasing ex-
penditures on old-age and invalid pensions by 17 per
cent. The full impact of this measure will be felt,
however, only in 1965 On balance, the rise in total
mcome does not appear to have exceeded the in-
crease in supply of goods and services. For the
second consecutive year the sales of the latter in-
creased much faster than retail sales, their rates of
increase being 9.8 and 4.1 per cent, respectively.’®
Prices of most consumer goods remained stable in
1964, but the cost of living increased by 0.6 per
cent as a result of price increases affecting coal, gas,
electricity and milk introduced in the course of 1963.

In Romania a general increase in wages, amount-
ing on the average to 10 per cent, was initiated in
1964, with greater than average increases for lower-
incomeé groups. This measure, however, was to be
introduced only gradually in the course of 1964 and
1965 and was to be accompanied by certain reduc-
tions in income-taxes affecting mostly the lower-
income brackets The impact of these reforms on
money income in 1964 was rather small. In fact,
money wages of industrial workers rose in 1964 by
only 3 per cent, while output per man increased
by 10 per cent, These differences between the growth

17 In 1963 money payments to the peasants fell by 4.5 per
cent, while the wage bill rose by 8 per cent.

18 1n 1963 retail sales rose by 4.9 per cent and services by
18 per cent
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of output and income were amply sufficient to coun-
terbalance the possible effect of the changes in the
allocation of resources in favour of accumulation
on the balance between supply and demand for
consumer goods.

In the Soviet Union, also, average money wages
seem to have risen less than the 4 per cent increase
in output per man in industry. No data on changes
in money wages are available for the Soviet Union
for 1964, but according to an official statement,
they increased between 1939 and 1964 by 24 per
cent annually,’® and it would appear that their rise
in 1964 could not have been much greater. The
increase in money income of the collective farms
by 8 per cent corresponds largely to the increase
in the volume of their sales. In consequence, in the
Soviet Union also, the changes in money payment
in relation to output were largely adapted to the
changes in the aliocation of income between con-
sumption and accumulation.

As in other couniries, several steps were taken
in the Soviet Union to increase the wages of a large
number of worlkers. These were applied particularly
to persons employed in the non-productive sphere,
and were aimed at the reduction of the considerable
differences between their wages and those of pro-
ductive workers., In the last quarter of the year
wage irncreases were applied to non-productive oc-
cupations in the northern region and to workers
engaged in health services throughout the country,
affecting a total of 8 million wage and salary earners.
The effect of these measures on demand was, how-
ever, very limited in 1964, but upon completion of
the reform in 1965 it wiill be quite considerable
The total number of workers in all nen-produactive
branches affected by the reform in 1964 and 1965
will amount to 18 million bersons whose average
wages are to increase by 21 per cent®® The com-
pletion of the reform, which involves a higher rate
of wage increases for the lower-income hrackets.
will raise the minimum wage in the Soviet Union
to 40 to 45 roubles monthly.™

18 See Prevds (Moscow), 10 December 1964

20 In housing and municipal serviees, 15 per cent, in trade
and catering, 18 per cent, in health services, 23 per cent and
in education, 25 per cent

2% Data published in Seisialistichesky Trud, No. 8 1064
(Moscow}, page 4, indicate that the wage bill of the 18 mil-
Lon people benefiting from the reform will increase by 33
billion roubles, that is by 21 per cent. Tt foliows that the
average monthly wape of these workers, roughly corre-
sponding to the average wages of all persons engaged in the
non-productive sector, will be raised from 73 roubles to
88 roubles monthly. According to the same source, this will
reduce but not climinate the difference between the average
wages of the non-productive sector and those of the pro-
ductive sector, from 20 per cent in 1963 to 10 per cent in
1964-1965. This seems to indicate that average wages in the
productive sector were 86 roubles menthly in 1963, and will
amount to 97 roubles in 1965

Another measure announced in 1964 to take effect
beginning in 1965 is the introduction of pensions
for 6.5 million coliective farm workers, amounting
to about 1.3 to 1.4 billion roubles during 1965, This
expenditure is to be financed by the state budget
and by the collective farms, which are to devote
to it 3 to 4 per cent of their gross income. In
addition, members of collective farms are to receive
compensation for inability to work, for the death
of the main supporter of the family and as subsidies
for pregnant women. The average oid-age pension
of collective farm workers is estimated to be about
17 1oubles per month per worker, as compared to
4] roubles per menth paid on the average to the
urban pensioner.

As indicated earlier, consumption increased at a
higher rate than national income in the two remain-
ing countries of the group. In Czechoslovakia this
shift in the allocation of resources was accompanied
by an increase in income payments exceeding the
growth of output. Thus, while total national income
did not increase in 1964, average money wages in
all sectors of the economy rose hy 2.5 per cent, and
the total wage bill rose by about 5 per cent. The
discrepancy between the rise in output and that in
money payments was much greater in agriculture
where net output declined and gross output rose by
less than one per cent. The volume of sales of agri-
cultural produce to the state purchasing agencies
rose by much less than money income earned from
agricultural activities, which increased by over 15 per
cent, Total money income of the population rose
by 5.6 per cent. Total rise in income payments to
the population over and above the rise in output
should not create any problems as long as it corre-
sponds to the shift in the aliocation of national
income in favour of consumption. It seems, however,
that income payments increased more than the supply
of goods and services. Tt has certainly increased
more than retail sales, the volume of which rose by
27 per cent, and mere than the supply of services,
expenditure on which rose hy 3.5 per cent in 1964,
This difference, however, seems to have been abh-
sorbed by a very substantial rise in savings deposits,
which in 1964 increased by about 3.7 hillion korunas,
corresponding to 3.5 per cent of total sales in the
state and co-operative trade®® As in the case of other
countries, the increase in the rate of saving might
have resulted from the unavailability of certain com-
modities and from an anticipated increase in the
supply of durable consumer goods and housing
facilities.®®

22 1In 1043 this increment amounied to 26 billion korunas.

23 In Czechoslovalkia the deferred demand reflected the
expectation that new types of goods and poods of higher
quality would be made available in the near future. Among
durable goods, the deferred demand for motor-cars was of
particular importance
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In Hungary, aiso, the share of consumption in
national income rose and the income of the popu-
lation increased more than output. While in industry
the rise in wages was most likely smaller than that
in labour productivity, in agriculture total income
—in money and in kind—rose by 3 to 4 per cent
in 1964, while agricultural production increased by
no more than 2 per cent. The total wage bill in all
sectors of the economy increased by 7 per cent as
a tesult of a 3.5 per cent rise in employment and
a 3.5 per cent increase in average wages. But the
moaney income of the peasant increased much more
The money payment per “work unit” in the collective
farms increased by 16 per cent, while the income
paid in kind was reduced. The money proceeds to
members of the collective farms irom sales to the
State increased by 11 per cent These Increases in
the money receipts of members of the collective
farms, together with the rise in pension payments
of 9 per cent, clearly indicate that fotal money re-
ceipts of the population increased to a greater extent
than the 7 per cent rise in retail sales. Although
the savings of the population have also increased,
a certain pressure of demand upon supply seems
to have developed. Food prices on the free market
increased by almost 10 per cent, although this was
largely due to shortages of fruit and vegetables
Food prices in the state and co-operalive trade in-
creased by no more than about 14 per cent, and
some other prices were even slightly reduced.®!
These changes were reflected in an increase in the
cost of living of less than one per cent

In mainland China, for which only qualitative
information is available, the balance between supply
and demand for consumer goods seems to have im-
proved substantially, largely because of a greater
supply of agricultural goods resulting from the much
better performance of agriculture. Retail sales of
food-stuffs as well as of industrially produced con-
sumer goods increased substantially, and several
commodities previously rationed became freely avail-
able to the purchasers. Prices of consumer goods
generally remained stable,

The available information on changes in money
wages and prices seems to indicate that real wages
increased in 1964 by 2.3 to 3.5 per cent in most
countries. The increases in real wages in 1964 were
greater than in 1963 in Bulgaria, Czechoslovalia,
Eastern Germany and Poland. In Hungary, however,
the increase in real wages of about 3 per cent was
smaller than in 1963 when it amounted to 5 per
cent, and in Romania the rate of increase fell from
about 4.6 per cent in 1963 to 3 per cent in 1964

24 Based on price changes in Budapest. In Hungary the
state and co-pperative trade organizations also sell food on
the free market at prices differing from the ones charged
in their other trade outlets.

In the Soviet Union, the “real per capite income
of the population™®® increased in 1964 by azbout 4
per cent, compared with a 2 per cent increase in
1963. Since industriazl wages seem to have risen by
about 24 per cent in 1964, the 4 per cent increase
in the real per capita income of the population
indicates a greater than average increase in the
income of the peasants, owing to a much increased
output and to higher prices paid for their deliveries,
artd perhaps also to an increase in varicus benefits
paid to the workers in addition to wages.

The most significant increase in average real
personal earnings occurred in Yugoslavia, where,
despite z steep rise in prices, there was a 12 per
cent increase in the socialized sector of the economy,
foliowing a 9 per cent rise in 1963,

PLANS For 1965

The plans for 1965 in most countries were influ-
enced by readjustment measures considered neces-
sary for the launching in 1966 of new long-term
plans for economic development. In consequence,
considerable attention has been devoted to the

26 “Real income of the population” includes: wages and
salaries; income in money and in kind of members of col-
lective farms; pensions and similar benefits; scholarship
grants and other financial aids to education, and expenditures
on poods by institutions providing free as well as paid
services to the population (health, education and other).
The following items are subtracted from the totzl thus
obtained: personal taxes and other payments to the budget
and to various organizations, and payments for services
(passenger transport, theatres and other).

This subtraction of payments for services is motivated
by the fact that “the consumption of the workers employed
in institutions providing services is covered by their wages
and salaries and the poods used by these institutions are
added to the income of the population”. The net total is
calculated in constant prices and presented as indices of real
per capita income, average income of wage and salary
earners and members of collective farms, or as average
income of the active population No absolute data are
avatlable on real income of the population or on its com-
ponents. The Soviet Statistical Office publishes a2 series on
“benefits and grants” financed by the state budget and by
enterprises and other organizations. This series differs, how-
ever, irom the component benefits and grants in the real
income of the population, largely because it includes total
expendliture on goods and services in institutions providing
free services to the population as well as wages and salaries
paid during periods of leave with pay. The total of these
grants and benefits received by the popaulation from social
funds does not include expendifures on science, the press
and art, or capital expenditure (investment and capital re-
pairs) for socio-cultural activities; premiums and payments
for leave are calculated et of tax; but it does include
expenditure on the maintenance of housing facilities financed
by the state budget in excess of the very low rent paid
by tenants. The sums spent on these grants and benefits
amounted to 34.3 billion roubles in 1963 and to 366 billion
roubles in 1964, According to fzvestia (Moscow}, 4 October
1964, the total of all these benefits was equal in 1963 to
357 roubles per beneficiary, that is, to almost 30 roubles
monthly, Although this figure cannot be compared directly
with average wages because of certain overlapping and dif-
ferences in coverage, its order of magnitude is indicated
by the fact that the average money wage in ail sectors of
the cconomy seems to have been equal to about 82 roubles
monthly in 1963
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completion of projects started earlier, with special
emphasis on projects that are particularly important
for required structural changes. For similar reasons
the plans for 1965 aim at the elimination of various
imbalances which have developed during recent years
in several countries.

The plans of Bulgaria, Czechoslovakia and the
Soviet Union provide for an acceleration in the
growth of national income during 1965 In Czecho-

slovakia, where national income declined somewhat
i 1963 and remained unchanged during 1964, the
increase planned for 1965 exceeds 4 per cent. In
other eastern European countries for which data
are available the rates of growth of national income
planned for 1965 are lower than those achieved
during the preceding year. The differences in the
planned rates of increase in national income are
quite considerable, ranging from 3 per cent in
Hungary to 9 per cent in Yugoslavia (see table 4-6).

Table 4-6. Planned Targets for 1965

(Percenlage increase over preceding vear)

ftem Bulgurie 555;‘2:’3 ('?cﬂ,«':,t;:i; Hungary Poland Romania USSR Yuposlawia

National income 77 41 3.0 52 80 20
Consumption 6.3 35 20 47 20
Accumulation 95 300 —1.0 77
Gross fixed investment® 48 80 100 09 86 110 11.3 —35
Hetail tradeb 66 32 30 a5 60 10 7.9 -
Industrial productione 98 5.5 57 40 78 130 5.1 100
Tndustrial employment 3z 11 —12 1.0 27 37 23 32
Qutpat per man in industry 64 44 65 30 49 90 57 70
Agricultural production 77 72 410 20 27 1204
Foreign trade turnover 175 ] 100 80 8.0 43

Exports 190 120 7.3 125

Tmports 160 40 86 235
Wagese 23 17 10 435 45

Sonrce: Official documents relating to plans for 1965

a For Bulgaria, Czechoslovakia, Eastern Germany, Poland
and Yugosiavia, total investment; for Hungary, state and
co-operative sector; {or Romania, state investment; for the
Soviet Union, centrally planned investment in the state and
co-operative seclor.

b State and co-operative

Industrial production is planned to accelerate only
in Czechoslovakia, from 4 per cent in 1964 to 5.5
per cent in 1965, and in the Soviet Union, from
7 ta 8 per cent. In all the other countries, including
mainland China, the growth of industrial production
is to slow down, in some cases quite considerably.
Thus, in Hungary, where industrial production rose
in 1964 by about 9 per cent, the rate of increase
planned for 1965 amounts to less than half as much.
In mainland China and in Yugosiavia the growth
rates planned for 1965 were reduced considerably
from the rates achieved in 1964, from 15 to 11 per
cent in the former and from 16 to 10 per cent in
the latter. In other countries the planned deceleration
is much less significant. As in the preceding years
the highest rates of industrial expansion are planned
in the least developed countries, Thus, Bulgaria plans
to increase industrial production by more than 11
per cent, that is, somewhat faster than mainland
China and Yugoslavia, and Romania by as much as
14 per cent,

e For Bulgaria, Poland and Romania, industrial production
i the state and co-operative sector; for Hunpary, state in-
dustry; for other countries, total industry. For Tastern
Germany, data exclude changes in goods in process.

4 Spcialized sector

e In all sectors.

tIn industry only

Agricultural production is planned to accelerate
in several countries in 1965 Thus, the Yugoslav
plan anticipates a 12 per cent increase in agricul-
tural production in the socialized sector. Since this
plan anticipates improved weather conditions, it
seems clear that total farm production is also expected
to increase at a much higher rate than in 1964 when
it had riserr by less than one per cent over 1963.
Among the other countries, an accelerated growth
of agricultural production is expected in Czecho-
slovakia and DPoland, and a certain deceleration
is foreseen in Bulgaria. This is probably also true
of the Soviet Union, where the 12 per cent increase
in output achieved in 1964 largely represented a
recovery from a considerable decline in 1963,

Gross fixed investment is planned to increase
faster than total production in most countries. But
in Yugoslavia fixed investment is planned to decline
in absolute terms by about 3.5 per cent, and in
Hungary it is planned to increase by less than one
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per cent in 1965. In Yugoslavia the planned reduc-
tion in investment activities reflects the need for
relaxation after the great investment efforts of the
preceding year when gross fixed investment rose by
as much as 17 per cent. In Hungary the relatively
high rates of investment in 1962 and 1963 had
already made it necessary in 1964 to slow down
substantially the expansion of investment activities,
This deceleration was not considered sufficient, and
the decision to keep investment activities at approxi-
mately the level reached in 1964 was motivated
largely by the need for further structural readjust-
ments, Investment activities had to be restrained
owing to the inadeguate capacity of the construction
sector and because of the need to reduce substantially
the growth of imports, a move which wili adversely
affect the supply of machinery and eguipment. A
certain slackening in the growth of fixed invesiment
is also planned by Czechoslovakia. In Romania invest-
ment s to continue to increase at the same rate as
in 1964, while in Buigaria, Kastern Germany, Poland
and the Soviet Union it is planned to accelerate the
rate of investment activities very substantially.

In most countries retail trade is planned to increase
in 1965 faster than in 1964. Thus, in the Soviet
Union the plan provides for an almost 8 per cent
increase in retail sales, as compared with an increase
of about § per cent in 1964, Substantial acceleration
is also anticipated in Bulgaria, Poland and Romania,
In Czechoslovakia retail sales are also to increase
somewhat faster than in 1964, while in Eastern
Germany and especially in Hungary the growth of
retail sales is planned to slow down, in the latter
country from 7.6 per cent in 1964 to 3.5 per cent
in 1965,

Information on planned changes in the allocation
of national income between accumulation and con-
sumption is available for only a few countries. Thus,
in Yugoslavia consumption is planned to increase at
the samie rate as national income, both at a slower
rate than in 1964, More complete data are available
for Bulgaria, Czechoslovakia, Hungary and Poland.
They indicate that in all these countries consumption
is planned to increase at a slower rate than national
income in 1965, In Bulgaria national income is to
increase by 7.7 per cent, consumption by 63 per
cent, accwmulation by 9.5 per cent and net exports
{expressed in domestic currency) are to increase
by about 30 per cent, In Czechoslovakia accumulation
is planned to increase by 30 per cent in comparison
with a 4 per cent increase in national income, In abso-
lute terms this huge increase in accumulation is
greater than the anticipated increment in national in-
come, and the planned growth of consumption by 3.5
per cent will be made possible by a transition from
substantial net exports in 1964 to net imports in
1965.

In Poland, also, accumulation is to increase faster
than national income and consumption. The difference
between the growth rates of these two expenditure
components is, however, much smaller than in
Czechoslovakia. Thus, in Poland national income is
to increase by 5.2 per cent, consumption by 4.7 per
cent and accumulation by 7.7 per cent. Net exports
{in domestic prices) are to decline only slightly, In
contrast to the planned developments in these three
countries, accumulation is planned to decline in
Hungary by one per cent in 1965, while national
income is to rise by 3 per cent. The resources released
by the decline in accumulation in relation to national
income are not, however, to be used for consumption,
which is to increase by 2 per cent only. They will
be entirely absorbed by the very sharp decline in
net imports, which are to fzall by about 65 per cent
in 1965,

Data on planned changes in consumption and
accumulation are not available for other countries.
In the Soviet Union the data on planned increases
for 1965 in investment, retail sales and national
income, when compared with the corresponding data
for the preceding year, seem to indicate a certain
shift in favour of accumulation but the extent of
such a change will apparently be cousiderably smaller
than in 1964, In Romania retail sales and fixed
investment are to increase at the same rate, but in
Eastern Germany gross fixed investment is planned
to increase by 10 per cent while retail sales are to
increase by only 3 per cent, No planned rates of
growth of national income were announced in these
two countries.

Foreign trade is planned to expand substantially
in all countries, the increases over the preceding years
ranging from 7 per cent in Hungary to 19 per cent
in Bulgaria. In all countries for which data are
available the growth of foreign trade is to be much
faster thar that of national income. In four countries
data on planned exports and imports are available;
exports are to increase faster than imports in Bul-
garia, Hungary and Yugoslavia, resulting in a decline
in net imports. This change is particularly significant
in Hungary where net imports, which amounted to
9.6 per cent of total imports in 1964, are to be
reduced to 2.6 per cent of total imports in 1965,
In Bulgaria the corresponding ratios are 84 and 6
per cent, respectively. In Yugoslavia net imports,
which represented as much as 32 per cent of imports
in 1964, are to be reduced to 25 per cent of imports
in 1965. In Poland a slight export surplus corre-
sponding to about one per cent of imports is to be
entirely eliminated in 19635,

Information on anticipated changes in wages and
in other items of consumer income is available for
only a few countries. Average wages are planned to
increase in 1965 by 4.5 per cent in Poland and
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the Soviet Union. Is both countries these increases
are higher than those achieved in 1964. In the Soviet
Union they are almost twice as high as the average
increase during the past six years, when the increase
did not exceed 2.4 per cent annually. The planned
increase in average wages is largely accounted for
by the very substantial rise in the wages of about
18 million workers engaged in services™ and a rise
in the minimum wage in all sectors of the economy.
The total wage bill is to increase by ahout 7.4 per
cent. Total real per capita income of the population,
which in addition to wages includes income in money
and in kind of members of collective farms and other
benefits, is to increase by 7.3 per cent, compared
witl a 3.9 per cent increase in 1964, more than double
the annual average increase during the period 1959-
1964. The total real income of the population is to
increase by about 8.6 per cent,® that is, by more
than the wage bill. This seems to indicate a certain
shift in the allocation of disposable income in favour

28 About 23 per cent of the total of wage and salary
earners in 1965,

27T On the assumption that the population will increase
at the same rate as in 1964, that is by 13 per cent

Problems of national planning

In the course of 1964 further steps were taken in
most of the centrally planned economies towards
improvement in the methods of planning and man-
agement. The changes initiated earlier were further
extended and new reforms were adopted in some
cases. All countries conducted experiments with
various methods of planning and management, the
results of which were to be used for the elaboration
of future reforms.

While the present attitudes towards the scope and
urgency of the reforms may vary from country to
country, their conumon feature is the clear recognition
of the need to increase the degree of operational
autonomy of the state enterprises or their associa-
tions and to guide their activities by increasingly
greater use of indirect methods rather than by admin.-
istrative order. This is to be achieved by the creation
of conditions in which the self-interest of the indi-
vidual enterprises will induce them to act in con-
formity with the over-all interests of the economy
as refected in the central plan.

The process of re-evaluation of the methods of
planning and management was not limited to domestic
economic problems. Similar efforts have been made
in the field of international planning and co-ordi-
nation of economic activities of the CMEA coun-
tries with the purpose of enlarging the scope of
international division of labour among these countries.
Tt is significant that in this feld, also, the main

of members of collective farms and a faster increase
in pension payments and other social benefits, in-
cluding services rendered free of charge to the
population.®®

Among other countries for which data are available,
average wages are to increase by 1.7 per cent in
Czechoslovakia and by one per cent in Hungary.
In Bulgaria average wages of workers in industry are
to increase by 2.3 per cent; in transportation, by 3
per cent, and in construction, by 3.8 per cent. In the
latter country “real per capita income of the popti-
lation” is planned to increase much more—by 5.3
per cent—indicating, as in the Soviet Union, a shift
in the allocation of income in favour of the rural
poepulation.

28The 1965 plan provides for 374 billion roubles for
these payments and services. According to an official state-
ment, this amount exceeds the sums spent for this purpose
in 1964 by 4.3 billion roubles. According to SSSK v Tsifrakh
v 1964 (fode, such payments amounted to 343 billion in
1963 and to 366 billion in 1964. It is not certain whether
the discrepancy between these two sets of data is due to
differences in coverage or to an upward revision of data
relaling to 1964 in the last-mentioned publication

and regional economic integration

attention has heen devoted to devising ways and
means of eliminating differences which may arise
between the interests of individual countries and of
the area as a whole with respect to various speciali-
zation schemes. Moreover, although the changes in
the methods of domestic planning and management
have been undertaken independently from the search
for new metheds of inter-CMEA co-operation, they
will undoubtedly have a considerable impact on each
other.

CHEANGES IN PLANNING AND MANAGEMENT

The process of re-evaluating the methods of plan-
ning and management and introducing changes in
the system initiated some time ago has been intensi-
fied in 1964 in most of the centrally planned econo-
mies. In Eastern Germany the new system, initiated
in 1963, has been further developed. In Czecho-
slovakia the outlines of the reforms, the most far-
reaching in the group, have heen formalized in an
official decision and steps have been taken towards
their implementation In the Soviet Union experi-
ments conducted in individual enterprises have led
to the introduction of significant innovations in some
branches of light industry, and further extension of
the new methods to other sectors of the economy
has been announced. In the remaining countries the
changes which occurred in 1964 were less far-
reaching and were largely confined to partial inno-
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vations associated with experiments conducted in
specific fields, although in some cases important
decisions were taken with respect to the changes in
the organizational framework of industrial manage-
ment. Before proceeding with the description of
changes in planning and management in 1964 in
individual comntries, it seems relevant to give a brief
review of certain more general aspects of these
problems.

‘The new approaches to planning and management
in the centrally planned economies were discussed
in some detail in World Economic Swrvey, 1963.
The views expressed in the debates concerning the
shortcomings of the existing system clearly indicate
a widespread agreement ahout the pressing need for
improvement of economic policies, techniques of
planning and methods of management and imple-
mentation of plans. Although all these problems are
closely interrelated, one can clearly distinguish the
existence of three basic lines of thought differing
mostly in the degree of emphasis placed on each of
these objectives.

According to some views, the difficulties encoun-
tered in various countries in recent times were largely
due to errors in economic policies underlying the
technical preparation of the plans. The tendency to
impose unrealistic growth rates for specific sectors
or for the economy as a whole, with the belief that
such high targets would stimulate productive efforts,
has led to the emergence of shortages and tensions
which are largely responsible for the shortcomings
attributed to the existing system of planning and
management. These shortages have created the need
for centralized allocation of supplies, which in turn
has become the main stumbling bleck preventing the
smooth operation of the producing units. For exam-
ple, in the construction industry, the increasing cost
of investment and the unwarranted rise in unfinished
construction, were largely the effect of exaggerated
investment targets exceeding the capacity of the
construction enterprises and engineering industries,
Similarly, it is maintained that the difficulties experi-
enced in inducing the enterprises to produce the
planned product-mix are largely the effect of scarci-
ties caused by the state policy. The irrational price
and profit structure frequently malkes it more profit-
able for the enterprises to produce a product-mix
different from the plan and from the structure of
demand. However, it is pointed out that the enter-
prises can derive benefit from such practices only
in conditions of scarcities enalding them to seil goods
which in other conditions would be refused by the
purchasers. In consequence, the difficulties encoun-
tered during recent years cannot be fully accounted
for by deficiencies in the price system, defective
planning techniques or the inability of the central
authorities to secure the required information about

the state of the economy, The main problem, accord-
ing to these views, resides in improvement of the
state economic policies. This could be achieved by
wider participation and more open discussion of
economic policies prior to and during the process of
elaboration of economic plans, and by public con-
frontation of various views concerning economic
policies and planning.

The increasing application of mathematical meth-
ods and electronic computing techniques to planning
has given rise to a second tendency, namely, to place
the main emphasis on improvement in the collection
and processing of information and on techniques of
planning. One of the causes of imbalances influencing
the rates of growth of the centrally planned economies
has heen the inadequate co-ordination of various
plans as well as the unrealistic character of enter-
prise plans resulting from the final disaggregation
of national targets owing, among other things, to
the inadequacy of information about actual conditions
in individual enterprises. It is therefore believed that
the extensive use of cybernetic methods will improve
the flow and processing of information. The planning
authorities will be kept continually abreast of eco-
nomic changes; and, with the aid of econometric
models and electronic computer techniques, they will
he able to find adequate solutions of the macro-
economic as well as the micro-economic problems.
This would create the possibility of submitting to
the political authorities several variants of the plan,
indicating short-term and long-term implications of
various policy decisions. The possibility of simutation
of economic processes and of a rapid solution of
large numbers of simultaneous equations opens new
opportunities for improvement in central planning
not available in the pre-computer era.

The third tendency places the main emphasis on
basic changes in the present system of planning and
management through considerable enlargement of the
operational autonomy of the enterprises. It advocates
partial or total replacement of directive planning by
indirect methods of influencing their activities to
obtain conformity with the general objectives of the
national plan. According to these views, the pre-
requisite to improvements in government policies and
planning is the creation of conditions which will give
maximum scope for the release of local initiative.

It should be stressed that these views are not
mutually exclusive and that they differ in most cases
in the emphasis placed on various aspects of the
reforms. The need for improvements in government
policies and in techniques of planning and for reduc-
tion of the exaggerated tutelage of the activity of
enterprises is generally recognized It is significant,
for instance, that most of the proponents of the wider
use of econometric methods and electronic techniques
in planning do not helieve that they can be used as
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substitutes for decentralization and strongly support
the introduction of more flexible methods of man-
agement.

None the less, these variations in emphasis were
not without a certain influence on the importance
attached to various aspects of the problem and to
some extient on policy measures applied in 1964,
The main differences within individual countries
and Dbetween countries were clearly in the field of
methods of implementation of national plans In
general terms, the problem which all countries were
attempting fo solve was to find the optimum combi-
nation of the advantages of central planning and
decentralized solutions of micro-economic problems
by means of local initiative, based on the Lkuow-
fedge of local conditions and stimulated by rewards
based on profits But the differences concerning the
extent to which the central controls can be relin-
quished without upsetting the system of central
planning were quite considerable. They ranged from
the belief that the problems can be solved by reducing
the number of obligatory targets and improving the
system of incentives to the view that directive
planning should be entirely abolished in favour of
implementation of the central plan through global
policy measures.

Thus, for iastance, in Poland the policy measures
recently adopted were largely concentrated on im-
provement in the fermulation of production targets
assigned to the enterprises, on strengthening the
incentive system and on changes in the organization
of industry. In Czechoslovakia the main attention
was devoted to creating conditions which will induce
the enterprises to act under the influence of market
conditions, that is, to adjust their output to actual
requirements rather than to the fulfilment of specific
plans In Eastern Germany the considerable increase
in the antonomy of the eaterprises was reflected in
a drastic reduction of the number of targets assigned
to the enterprises and in the prominence given to
profits in the evaluation of the performance of the
enterprises and in the determination of rewards. But,
while the Fastern German reform is in many ways
similar to that decided upon by Czechosiovakia, the
measures so far adopted in the former country
indicate that it places much greater emphasis on
fulfilment of the enterprise plans than does the new
Czechoslovale system where, for instance, the rewards
are to be determined by actual achievements irre-
spective of whether or not they correspond to the
planned quotas.

Although the variations in policy measures adopted
by individual countries were influenced by the
diversity of their present approaches to the problems
of plamning and management, one should not over-
look the fact that these attitudes are in the process
of evolution and that in some cases the basic differ-

ences are being gradually reduced to variations in
timing. The difference in timing has been frequently
determined by specific conditions in the countries, as
well as by the greater or less readiness to asswne at
this stage the risk involved in introducing far-
reachiug modifications in the system of planning and
management.

It is not accidental that the most radical changes
are being intreduced in Czechoslovakia and Fastern
Germany, the most industrialized countries of the
group, highly dependent on foreign trade These
countries have during recent years experienced ex-
ceptionally great difficuities, generally helieved to
have heen strongly influenced by over-centralization.
These difficulties have created a sense of urgency
about the reforms, strong enough to overcome the
resistance of vested interests and the natural ap-
prehension of entering new and untried paths

The developments in these two countries are heing
closely watched by the other centrally planned eco-
nomies with a view to using this experience together
with their own experiments for the formulation of
further changes in their own methods of planning
and management.

It has been pointed out that any increase in the
autonomy of the enterprises tends to reduce the
differences between the directive and the indirect
planning and management. The reduction of the
number of directives given to producing units
enlarges the scope of micro-econontic decisions
influenced by market conditions. The influence of
market conditions acquires a new dimension when
the activities of the enterprises become increasingly
determined by production and trade programmes
elaborated by themselves on the hasis of freely con-
cluded agreements with the suppliers and producers
This does not necessarily mean that in order to
fulfil these conditions the enterprises have to be
completely released from the obligation to submit
their plans to supervising authorities, or that these
plans should not be modified in the light of informa-
tion received from the authorities But it does imply
a fundamental change in attitude towards the plans
of the enterprises and a redefinition of the function
of these authorities in their relations with the produc-
ing units. In these circamstances, the main function
of the supervising authorities would consist largely
in providing the enterprises with general guidance
and information concerning external conditions such
as domestic and foreign demand and supply, changes
in prices, cenirally plarmed allocation of investment,
credits and other factors which may influence the
work programune of the enterprises. It should be
stressed that the actual or anticipated changes in the
methods of planning and management and the tran-
sition o a system based on “socialist market vela-
tions” do not aim at the replacement of the old
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system by indicative planning or at reducing the func-
tions of the central planning board to co-ordination
and integration of enterprise plans. Even in cases
when the directive planning of the activity of indi-
vidual enterprises is to be entirely abandoned, the
national plan is to retain its obligatory character.
Under the reform schemes the aggregate components
of the central plan, such as the over-all and sectoral
growth rates, distribution of national income between
consumption and investment, sectoral and branch
allocation of investment and the like, will not be
reduced to the role of general indicators of the
desirable rate of development, but, on the contrary,
will provide an obligatery foundation for operational
decisions concerning the implementation of the plan.
Although fiscal, financial and price policies are to
play an increasingly important role in the imple-
mentation of the plans, the administrative measures
are also to be applied in conditions where the effect
of these policies on profits or the influence of the
profit consideration on the behaviour of the enter-
prises proves to be inadequate.

The enlargement of the role of the market
mechanism in the centrally planned economies is to be
accompanied by an improvement in the price system.
While the views concerning the most appropriate
method of price determination vary considerably,
there is widespread agreement that price relations
should correspond to relative costs, that they should
in some way reflect the relative scarcities and that
they should be much more flexible than heretofore.
This flexibility is to be achieved largely by more
frequent readjustment of prices by central authori-
ties and by the elimination of central controls for
less essential goods. According to the prevailing view,
an entirely free determination of market prices hy
producing units could, in the existing conditions,
lead to monopolistic practices and at the same time
deprive the government of the possibility of using
prices as a tool of its economic policy to the based
on social preference scales as reflected in the plan.

The discussion of problems relating to the in-
creased functions of the market were made under
the assumption of perfect competition. Such an as-
sumption was generally considered unrealistic not
only for the centrally planned economies but also for
the private enterprise economies. However, the prob-
lems of management, industrial organization and
price formation in developed western countries were
examined to see how far their experience could be
used for the solution of some of the problems facing
the centrally planned economies. Thus, for instance,
industrial prices in the western countries, far from
being determined by marginal or average cost, are
largely influenced by the decisions of the main
producers aiming at achieving the most profitable
volume of output. Particular attention was devoted

to the concentration of production in a limited
number of large corporations and the advantages of
such concentration for improved efficiency, despite
what are regarded as otherwise adverse effects of
monopolistic tendencies in private enterprise econo-
mies. It was believed that vertical or horizontal
integration of production has created the possibility
of a much more efficient organization of production
and specialization than could be achieved by purely
commercial links between the individual enterprises.
Moreover, the efficiency of such enterprises was
believed not to have been impaired by the fact that
their freedom of decision is restrained by rules and
regulations or even by specific instructions handed
down by the higher managing bodies of the corpo-
rations. There is little doubt that these conclusions
nave had a considerable inHuence on recent decisions
concerning the organization of industry in the
centrally planned economies.

As already stated, the greater reliance on the
market mechanism does not exclude the use of admin-
istrative methods in the implementation of the plans.
It is Dbelieved that, in certain circumstances, the
implementation through price and fiscal policies may
not be adequate to bring about the desired results,
because such global measures cannot but disregard
the large variety of specific conditions in individual
enterprises. An attempt by the central bodies to
differentiate these measures wouid be tantamount to
the return to the system of detailed planning from
the centre. Such methods proved to be deficient,
largely owing to the insufficiency of information
about local conditions at the centre. The solution
of these problems is sought in all centrally planned
economies in the integration, mostly horizontal, of
the individual plants, either into a single large enter-
prise or into associations of enterprises for each
branch or sub-branch of industry. This is expected
to result in increased over-all efficiency through
greater inter-branch speciafization. This integration
severs the direct links between the central authorities
and the individual plants through the creation of
intermediate bodies which are better acquainted with
the conditions in the plants or enterprises under their
supervision. An important feature of this system is
that these intermediate bodies are not conceived as
administrative units but as business undertakings
with their own revenue, expenditure and profit
accounts. Since the profits and income of these asso-
ciations depend entirely on the efficlency and the
profitability of the enterprises under their super-
vision, it is believed that this factor, together with
their intimate knowledge of local conditions, will
enable the associations to allocate the general tasks
among the plants in a much more efficient way than
could have been achieved by the administrative
authorities or by over-all policy measures and market
relations. This is the main reason why, in all coun-
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tries, irrespective of the degree of decentralization
anticipated for the near future, the process of inte-
gration has been accelerated. In the more centralized
system the directive targets received by the branch
associations are distributed by them to the enter-
prises under their supervision. In cases where the
directive targets are assigned to the associations,
the latter may implement their plans either by means
of direct allocation of production targets or through
inducing their enterprises to achieve the desired
results by the use of differentiated internal prices
and rewards adapted to the specific conditions in
individual plants under their supervision,

In conclusion, it may be pointed out that the
system bhased on “socialist market relations” even in
its most advanced form will be guite different from
the market economy in private enterprise systems,
Since prices and especially the volume and the
sectoral and branch allocation of investment are
centrally determined, the market mechanism will have
no direct influence on the rate and pattern of eco-
nomic growth. But while the central plan will con-
tinue to deal with macro-economic problems, the im-
plementation of the general plan will be increasingly
dependent on the decisions taken by the producing
units under the influence of market relations.

It will be noticed that some of the actual or antici-
pated changes indicated in the preceding review bear
great similarity to the reforms in planning and man-
agement introduced much earlier in Yugoslavia. That
country was the first to demonstrate in practice
the possibility of combining social ownership of
productive capacities with autonomy of enterprises
working under market relations. Although the ex-
perience of Yugoslavia is not considered conclusive
in every respect, there is hardly any doubt that the
present drive towards reforms is motivated by the
same considerations as were the earlier Yugoslav
reforms and that it points in the same general direc-
tion. Nevertheless, the extent and character of
changes anticipated for the near future are different
from those achieved by Yugoslavia and vary from
country to country. In the following pages a more
detailed review of the changes in individual coun-
tries is presented. The Czechoslovalk and East
German reforms are given a fuller coverage because
they are more fully elaborated than those in the
other countries, while the experiments and inno-
vations taking place in Hungary, Poland and the
Soviet Union are discussed more briefly.

ReroruMs 1x PLANNING AND MANAGEMENT
IN INDIVIDUAL COUNTIRIES

sechoslovakia

The basic aims of the Czechoslovak reforms as
stated in the official decision of January 1965 are:
the improvement of ceatral planning, especially of

long-term planning; the establishment of a new
economic system combining central planning of eco-
nomic development with “socialist market relations”,
that is, direct and relatively freely established rela-
tions among state enterprises, and extension of the
autonomy of enterprises and improvement of the
system of incentives for stimulating the initiative
and efficiency of the management and labour force
of the enterprises. The reform is to be introduced
gradually, beginning in 1966, first in industry and
then in agriculture and other sectors, although some
innovations will be introduced on an experimental
basis in the course of 1965. The State Planning
Commission and other central hodies were entrusted
with the task of drawing the first detailed guide-
lines relating to industry by mid-1965 and of com-
pleting the elaboration of measures concerning agri-
culture and transportation by the end of the vear 2
The new approach to planning as reflected in the
January decisions and in subsequent official state-
ments and articles in Czech economic publications
is characterized by a considerable reduction of the
number of targets contained in the centra! plan and
by the shift in emphasis towards long-term planning.
The five-year plans are to be elaborated on the basis
of long-term plans encompassing a period of ten
to fifteen years. The five-year plans will be subject
to modifications on the lLasis of actual experience,
and the annual plans will represent segments of the
five-year plans. The role of the annual plans in this
systemi will be substantially reduced in so far as
their implementation will be considered not as a goal
in itself but rather as a means of attaining the tong-
term targets. In consequence, their role will consist
mainly in providing a broad framework for policy
measures aimed at eliminating imbalances and guid-
ing the activities of the enterprises and their asso-
ciations. According to an official statement, the
central plan should in future contain mainly the
aggregate targets relating to national income, con-
sumption and investment as well as the relationships
between various sectors and industrial branches.
Within this broad framework the largest possible
initiative should e left to the producing units. Their
activity is to be influenced wherever possible by
price and fiscal policies rather than by admifiistrative
orders.

Serious imbalances often resulted from the previous
practice of setting up maximum, often unrealistic,

20 While the Janwary 1965 decision and other official and
semi-official statements clearly indicate the general tendency
of the reform, many aspects of the new system are still
subject to debate. The definite content of the reform will
obviously depend on the decisions concerning the more con-
crete guide-lines now under preparation. In consequence, the
following review, which draws not only on the broad out-
lines of the official documents but also on the more specific
views expressed by the proponents of the reform, should he
considered as reflecting the present attitudes which may
not be fully embodied in the final decisions.
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targets for specific sectors without due regard to
their effect on the output of other sectors and on the
over-all economic development. The January 1963
decision tries to avoid this problem by stressing the
need to plan with a view to achieving an optimum
allocation of resources and to reach this goal through
the preparation of several variants of the plans to
be submitted to the central authorities for final
choice and approval Particular siress has been
placed on the need to provide in the plan for reserves
of unallocated resources, In the past the need for
such provisions was often neglected on the grounds
that this would involve less than full utilization of
resources and consequently would reduce the planned
rates of growth It has been pointed out, however,
that this practice has resulted in the emergence of
imbalances and tensions preventing the fulfilment of
the plans and causing considerable losses owing to
inefficient use of existing capacities and resources as
well as to an excessive accumulation of unfinished
construction An important feature of the reform is
the considerable increase in the role of producing
units in the preparation of the central plan. It is
true that in the past the enterprises were also, at
least in principle, expected to participate in plan
formulation. But since under the old system there
was little inducement for the enterprises to plan and
aet in conformity with the general interests of the
economy,*® the central authorities were inclined
frequently to disregard the suggestions of the produc-
ing units and to impose upon them targets consid-
ered cither as realistic or at least as mobilizing the
efforts of the enterprises for improved efficiency

Consequently, the discrepancy between the central
plans and the actual condition of the economy tended
to increase, and the influence of the producing units
on the preparation of the central plan was consid-
erably reduced

The new system of planning and management aims
at a radical change in these conditions, Its Dbasic
tenet is to create a system of economic stimuli which
will eliminate the differences between the interests
of individual euterprises and those of the economy
as a whgle The system of stimuli is to he such that,
to maximize their profits, the enterprises will have
to adjust their production programmes te the actual
volume and pattern of demand. It is expected that
under these conditions the plans suggested by the
enterprises will acquire a new dimension in rela-
bility and efficiency and their part in the preparation
of the central plan should increase considerably. The

30 For instance, they were inclined fo cxaggerate their
claim for additional investment and labour, underestimate
their productive capacity, suggest low production targets
in order to reap high bonuses for over-fulfilment of the
plans and restrain the rate of expansion of their ouiput for
fear that this would prompt the authorities to impose upon
them too high targets for the following years

increased importance attached to the role of the
enterprises and their associations in the preparation
of the central plans is reflected in the significant
changes in the relations hetween central planning
bodies and the producing units. The main task of the
planning boards in this respect will be to examine
the plans of the associations in the light of the over-
all goals in order to ensure the optimum allocation
of resources between investment and conswmption
and between various economiic sectors. It will then
provide the enterprises with information concerning
the centralized resources put at their disposal, leaving
the more detailed planning to the newly created
concerns and trusts, which will elaborate their pro-
grammes on the basis of this information and their
own evaluation of future demand.

The finally approved central plan will continue to
have an obligatory character. But the largely macro-
econoinic directives contzined in the central plan
will be binding mainly for the central authorities,
and only a very limited number of specific directives
might he transmitted to the asscciations of enter-
prises. Such targets as total production, output per
man and cost reduction, which in the old system
played a decisive role in the central management of
the enterprises, will be abolished The degree of
fulfilment of the remaining directive targets will not
be considered as the main criterion of evaluation of
the performance of the enterprises. This new ap-
proach represents perhaps the most significant depar-
ture from the system of relations between the central
authorities and the management of the enterprises
prevailing in the centrally planned economies. The
main reason for this change is the belief that no
substantial improvement in the initiative and effi-
ciency of the enterprises can be achieved as long as
their remunerations are deterimined by the degree of
fulfitment of the plan targets rather than by their
actual performances.

A reduction of the part played by specific directives
was closely associated with the increase in impor-
tance of general regulations to be established by the
state authorities for a prolonged period, say, for
five years. Among these regulations the more impor-
tant ones are those related to the share of the gross
income® of the enterprises to he transferred to the
central government hudget, the charge on capital
paid to the State, the conditions regulating the
granting of credits to the enterprises, wage regula-
tions establishing basic wage rates, the rights and
duties of the enterprises in the field of wage and
lahour policies and the rules regulating prices and
defining the rights of the various organs in this field.

The aim of these measures is to place the activity
of the enterprises within a certain relatively stable

M Gross receipts less cost of materials and depreciation
aliowances
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framework of general obligations which will enforce
certain restrictions on the enterprises but at the same
time will enable them to plan their activities for a
longer period of time with the assurance that they
will not be abruptly changed by an ad hoc inter-
vention of supervising authorities. It goes without
saying that the elaboration of such regulations, which
are to play a very important role in the new system,
presents considerable difficulties, As their effect on
the economic changes in general and on the hehaviour
of the management of the enterprises in particular
cannot be foreseen, it is believed that they cannot
be correctly determined without extensive experi-
mentation.

One of the most significant aspects of the Czecho-
slovak reform is the specific role assigned to
groupings of enterprises which are to be in charge
of planning and management of plants and enter-
prises under their supervision. These bodies, called
“trusts” or “concerns”, are to be set up not as admin-
istrative organs of the State but as autonomous
economic undertakings with their own sources of
revenue. The concerns will be set up as single enter-
prises comprising several plants or workshops. They
will be formed mostly in industries such as mietal-
lurgy, chemicals and engineering where even before
the reform a substantial part of the output was
produced by a limited number of large-scale enter-
prises. The plants belonging to a concern will not
work on the basis of separate economic accounting.
Their current outlays as weil as their rewards will
be covered by the concern which will guide their
activities in the same way as the management of an
enterprise directs the activities of the various plants
and workshops. In fact, the concern is conceived as
a single enterprise with a single system of economic
accounts covering all the financial flows of its plants.

The trusts are to be set up in those industries —
producer or consumer —— where output is spread
over a large number of firms. Unlike the concerns,
they represent- an association of enterprises each
of which will continue to act as a separate economic
unit, covering its expenses out of its own proceeds
and earning profits, which after the obligatory
deductions will be used for the formation of various
enterprise funds for the payment of rewards. The
activity of these enterprises will be supervised by
the trust directorate which may exercise the super-
vision in various forms. Although the rights of the
trusts with respect to the enterprises under its
jurisdiction have not yet been clearly defined, the
general tendency is to leave a considerable degree of
freedom to the trusts in this respect. Thus, in some
cases the trusts may have recourse to direct admin-
istrative methods, that is, to present the enterprises
with obligatory directives, while in other cases they
may influence their activities by indirect means. The

trusts may also estalidish their own wholesale organi-
zations which will influence the activity of the
enterprises by placing orders for various goods based
on their own analysis of consumer demand. The
enterprises belonging to a given trust may also be
entitled to enter into direct relutions with other
enterprises, irrespective of whether they belong to
the same or other trusts, and with independent
wholesale or retail trade organizations. The trust
itself will have its own separate budget, its revenue
being derived from deductions made on a percentage
basis from the income of the enterprises. The revense
of the trusts will be used for the formation of invest-
ment and other funds and for the rewards of the
management of the trust. The existence of these
various funds creates the possibility of redistribution
of income among the enterprises of the trust, through
a differentiated allocation of additional rewards to
the enterprises and by payment of subsidies in cases
where individual enterprises are in o disadvantageous
position caused by conditions beyond their control

The management boards of trusts and concerns,
calied “branch directorates”, will constitute the main
economic bodies responsible for guiding the activities
of branches or sub-branches of industry.

The methods of management and the system of
incentives applied within the concerns and trusts
will be largely determined by their directorates,
which wili be free to apply different methods to dif-
ferent units under their supervision, depending on
specific conditions of their worl and on the character
of their assignments. The branch directorates will
act under the general supervision of industrial
ministries,

The most distinctive feature of the Czechoslovak
reforms is that the current activities of the branch
directorates will be guided rather than directed by
the provisions of the national plan as well as by the
rules and regulations mentioned above, and will be
influenced by price and by fiscal and financial policies
of the Government. The central planning organs will
provide the branch directorates with general output
and other fargets, but in contrast to the past these
targets will have an indicative rather than a directive
character. They will mainly provide the trusts and
concerns with information covering the investments
aliocations made by the centre and with information
relating to price policy and other data en various
aspects of the economy not otherwise available to
the enterprises and associations. But the actual de-
termination of the volume and composition of output,
employment, production techniques, material and
labour costs and other micro-economic decisions,
will remain within the competence of the branch
directorates  They will formulate their programme
on the basis of their own evaluation of the future
market requirements for their products and the in-



172

Parr II. CUBRENT ECONOMIC DEVELOPMENIS

formation received from the central planning bodies
concerning financial and other resources placed at
their disposal. The centrally determined targets will
retain the form of obligatory directives for the pro-
ducing units only in a small number of limited cases,
such as for the production of certain types of ma-
chinery and equipment of exceptional importance
for general technical progress and for the main in-
vestment projects specifically listed in the central
plan. In view of the crucial role of foreign trade
in the Czechoslovak economy, production of basic
export goods will also be included in that list. Finally,
similar methods will be applied in cases when specific
shortages will impose the need to use directives
rather than the market mechanism for their rapid
elimination. The central allocation of supplies is to
be abolished and replaced by contractual agreements
between producers and users of raw materials, semi-
manufactures and finished goods. Only in cases of
shortages is it envisaged to have recourse to central
allocation of supplies. It is, however, stressed that
the repiacement of rationing by direct exchange of
goods between enterprises cannot be brought about
without the elimination of existing imbalances, a
far-reaching reform in the price system and the re-
moval of the exceedingly high differences in profita-
bility of enterprises in various industrial branches.

It should be added that, at least in the transitory
period, certain restrictions on the autonomy of the
branch directorates are to be maintained, as for
instance in the field of employment in view of the
labour shortages prevailing in Czechoslovakia.

The elimination of direct intervention of the cen-
tral authorities in the planning and management of
individual enterprises by placing the enterprises
under the jurisdiction of branch directorates is ex-
pected to remove one of the basic defects of excessive
centralization, namely, the inability of the central
authorities to take into account the specific conditions
of individual producing units and to evaluate ade-
quately the demand for their products. The branch
directorates are expected to have a much better
knowledge of the actual conditions in the relatively
small number of enterprises under their control than
has the central planning board or the industrial
ministry 3 Not less important is the fact that (uniike
in the case of central or other administrative bodies)
the decisions of the branch directorates will be

32 A question which may arise in this context is that of
the optimum size of the concerns and trusts, It is expected
that zll industries will be divided into about 100 byanch
directorates out of which the majority will be organized
in the form of trusts Each concern will he composed of
one of the existing large enterprises to which some smaliler
enterprises may be attached. In view of a fairly advanced
concentration of gutput in Czechoslovak industry, the num-
ber of enterprises in each trust will most likely be in the
order of ten units, which is not considered excessive from
the point of view of adminisirative efficiency.

largely influenced by their desire to maximize profits;
they will, therefore, be vitally interested in the
improvement of the over-all efficiency of their plants
and enterprises.

The eventual elimination of directive planning and
the increase in the autonomy of the concerns and
trusts will obviously lead to a significant change in
the role played by economic minmistries. In future
the central ministries wili mainly deal with the prob-
lem of long-term development of various industries,
while their role in current management of enter-
prises will be considerably limited.

The basic condition for success in decentralization
and in enlarging the role played by the “socialist
market mechanism” clearly lies in the creation of
2 system of built-in regulators which will ensure
the fullilment of the general objectives of the central
plan, avoid the emergence of imbalances and need
little direct intervention in the activity of the branch
direciorates. Considerable attention has therefore
been devoted to the elaboration of the general rules
and regulations governing the finances and rewards
of the enterprises, so that an automatic link can be
established between them.

Unlike the situation in several other centrally
planned economies where the rewards of the enter-
prise are linked with profits, in the new Czecho-
slovale system the main indicator of the activities
of the enterprise is to he the “gross income” of the
enterprise, defined as total proceeds less cost of
materials and depreciation. After deduction of the
charge on capital and of the obligatory payments fo
the budget, the remaining amount represents the net
proceeds of the enterprise, which are then allocated
to a remuneration fund used for payments of basic
wages and of bonuses and premiums and to an
mvestment fund 3

The investment fund is to be used for the financing
of current investment and repayment of investment
credit and interest. These outlays need not be equal
to the current contributions to this fund in any given
vear. Similarly, the remuneration outlays need not
be equal to the current contribution to the remunera-
tion fund.

The introduction of this scheme was based on
several considerations. The use of gross income
rather than gross proceeds for the evaluation of the
performance of the enterprises is similar to the re-

38 This pattern of distribution of gross proceeds is in-
dicated in the following scheme:
Gross proceeds:
l.ess cost of materials and depreciation
Eauals gross income
Less transfers to the budget and other payments
Less charge on capital
Equals net proceeds:
(&) contribution to remuneration fund
() contribution to investment fund.
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placement of gross value of output by net value
or similar indicators in some other centrally planned
economies, These changes were aimed at discourag-
ing the enterprises from increasing their material
inputs over and above the actual reguirements,
which they were inclined to de in order to show
higher quantitative results. The distinctive charae-
teristic of the new Czechoslovak regulations is the
replacement of the concept of profits by that of gross
income, which, in addition to what in other centrally
planned economies is defined as profits, also includes
the total wage biil,

Far from being purely conceptual, this innovation
is intended to eliminate the need for directive plan-
ning of the wage bill of individual enterprises by
the administrative authorities. The fact that the wage
bili is to be covered from the net proceeds at the
disposal of the enterprises opens up to the manage-
ment the possibility of making independent decisions
concerning the allocation of these proceeds to in-
crease employment, raise average wages, bonuses
and premiums or increase investment,

The importance of this innovation is indicated by
the fact that in the past approval of any changes
in the wage Dbill and employment was entirely de-
pendent on the fulfilment of the planned output
targets, and the rigidity of this system prevented
the enterprises from adjusting their production to
changes in demand if such adaptation implied
changes in wages or employment. Under the new
system, the wage bill and employment will be de-
termined by the management of the concerns or
trusts without any direct interferesice by adminis-
trative authorities. However, the branclh: directorates
will be obliged to conform to the centrally approved
wage rates and other general regulations concern-
ing basic wages, and to contribute a fixed percentage
of the remuneration fund to a reserve account to be
used in cases of emergency for payment of wages.
The remuneration of the employees is to be deter-
mined both by the individual performance and by
the over-all financial results of the activities of the
individual enterprises, plants and workshops It is
envisaged that about 10 to 25 per cent of the earn-
ings of wage and salary earners will depend on the
over-all financial results, while the rest will he de-
termined by their individual achievements. As a
rule, the latter will be composed of basic wages and
premiums, while the remuneration based on over-
all financial results will take the form of bonuses.
The bonuses will be paid only if the remuneration
fund exceeds the basic wage bill If the fund falis
short, the difference is to be covered by drawing
on the reserve funds of the enterprise or, if necessary,
by funds of the trust or by banl credits.

It is considered that the new system linking the
remuneration fund to net output of the enterprises

will be sufficiently self-regulatory to provide the
basic conditions for restraining the emergence of
inflationary tendencies and thus for avoiding undue
government control over the wages and employment
policies of the enterprises. This control will be
largely confined to influencing the net proceeds of
the enterprises through price and fiscal policies. The
major element in the fiscal policy consists of in-
creasing or decreasing income to be transferred to the
budget. ‘This proportion is, however, to be fixed for a
long period, say, five years, in order to assure the en-
terprises that they will not be deprived of the benefits
of their efforts to improve efficiency by increased
taxation. According to the prevailing views, the
percentage share of the gross income appropriated
by the budget is to be uniform for all enterprises.
However, it is recognized that such uniformity
should be preceded by price reform, which would
eliminate or significantly reduce the large variations
in profitability as well as in the share of investment
financed by individual enterprises out of their re-
tained income,

As already indicated, one of the important meas-
ures tending to improve the efficiency of the enter-
prises is the introduction of a charge on capital and
the considerable increase of the role to be played
by interest-bearing credits in financing of invest-
ment, Since these charges will have a direct influ-
ence on the share of total proceeds left at the
disposal of the enterprises, they are expected to
induce the enterprises to economize on capital out-
lays and to make optimal use of their existing
capacity. The charge on capital is to be uniform
for ali industries and will determine a minimum
level of efficiency below which no investment will
be worth while. The charge is to be assessed on net
value of capital assets. It is, however, stated that
the implementation of these measures would not be
possible before further changes are made in the price
system, because the new prices of producer goods
introduced as of April 1964 have reduced profita-
bility to such an extent that the iatroduction of
the charge on capital would not be practicable. While
the introduction of the charge on capital is aimed
at promoting its more efficient use, the new rights
of the management over disposal of the net proceeds
are expected to induce them to minimize employ-
ment The stress placed on this task is caused by
the scarcity of labour prevailing in Czechoslovalkia,

As already stated, under the new system the
enterprises are to be free, within certain limits, to
aliocate their net proceeds between investment and
the remuneration fund, and to determine the size
and composition of their labour force. It is therefore
believed that the wish to increase the investment
fund or to raise the average earnings may induce
enter prises to keep their employment at the mininum
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level. Since, in contrast to other countries, the remu-
neration fund covers both the basic wage bill and
bonuses, it is clear that a reduction in labour force
in relation to output will create the possibility of
raising average earnings. The enterprises may also
be inclined o use these savings to increase invest-
ment financed out of their own funds. It should
be added, however, that the extent of freedom to
allocate the net proceeds between remuneration and
investment funds is still under debate. While the
general tendency is to give the largest possible
autonomy to the enterprises, it is most fikely that,
in the initial period at least, allocation of the net
proceeds between these funds will remain under
government control. It is expected that such control
over consumption and investment funds on the enter-
prise level will improve the effectiveness of over-all
measures taken at the central level for preventing
the emergence of imbalances between supply and
demand.

The investment funds of the enterprises will in
the initial period constitute only a relatively minor
part of total investment, which will continue to be
financed largely by the state budget. But the role
of the budgetary financing is to be gradually reduced
in favour of bank credits, which will be allocated
to concerns and frusts in conformity with the obliga-
tory provisions of the central plan.™

The financinl and fiscal regulations described
above are to be applied in different manner to the
concerns and to the trusts. In the latter case, certain
proportions of the funds of the enterprises will be
transferred to the trust funds. The concentration
of a certain proportion of all these funds in the trusts
will enable their directorates to influence the activities
of the enterprises under their supervision by re-
allocation of common funds and by granting addi-
tional rewards in conformity with the general in-
terests of the trusts, The trusts will also control
the allocation of credits as well as the budgetary
investment grants to the individual enterprises The
increases in worling capital in the case of hoth the
concerns and the trusts will be financed as a rule
by bank credits. Similarty, all the other flows of
funds from and to the state budget will be effected
through the trusts. Thus, while the concerns will
directly transfer to the budget a fixed proportion
of their gross income, the enterprises belonging to
a trust wifl pay their contribution to the trust funds,
which in turn will transfer apprepriate amounts
to the budget.

Tn addition to state control over investment funds
and their allocation, which will be determined by
the central plan, the price policy will play an im-

34 Equipment repairs and miner investment will be fi-
nanced out of the deprecintion allowances left in part at
the disposai of the individual enterprises or trusts

portant role in influencing the activity of the enter-
prises in the new conditions of socialist market
relations

It is generally recognized that, in order to ac-
complish these functions adequately, fundamental
changes will have to be introduced in the methods
of price determination® The new prices of pro-
ducer goods are to be based on production cost,
defined to include the cast of labour, materials and
depreciation, to which a certain proft margin caleu-
lated at a uniform rate for all commodities is to be
added. It is still not decided whether the marleup
should he calculated in relation to capital assets, to
labour cost or to the cost of labour, materials and
depreciation. But prices determined in such a way
are to be used as “basic prices” only and are subjeet
to further modifications. In order to use the price
mechanism for inducing the enterprises to act in
conformity with the social requirements, the actual
market prices will have to reflect other factors as
well, Thus, it has been stated that, in order to en-
courage improvement in quality and the introduction
of new products, prices for these goods will have
to be fixed above the basic prices. A much more
significant change consists in the recognition that
scarcity relations have to be taken inte account in
the determination of producer goods’ prices under
certain conditions. In cases where the balancing of
demand with supply cannot be achieved by increases
in supply within a relatively short period, the prices
of commodities in short supply should be set at a
level exceeding basic price, while in cases of ex-
cessive supply they should fall below these prices.
In other words, while the new price policy will as
a rule avoid short-term price fluctuations, it implies
a much greater flexibility than in the past, aimed
at the adjustment of prices to the relations hetween
supply and demand in the longer run. One of the
aims of the new price policy is the creation of con-
ditions which will eliminate the need for centraiized
allocation of supply and will instead permit as far
as possible the regulation of the market through
price and incomes policies.

The introduction of greater fexibility of prices
as cnvisaged in Czechoslovakia is not tantamount
te the establishment of a price system entirely
subordinated to a free play of market forces. Such
a system is not considered necessary and useful in
the planned economies, since the volume and branch
allocation of investment is determined by the central
plan and does not depend on movement of prices
and profits. Towever, it is believed that the required
flexibility of prices could not be achieved if all prices
were to be fixed by the central authorities In con-

35 The changes are to be applied to prices of producer
goods and to factory prices of consumer goods but not nec-
cssarily to sales prices of consumer goods which were in
principle established at levels required to clear the market.
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sequence, the Czechoslovak reform envisages the in-
troduction of three types of prices. Fixed prices,
established by central authorities, are to he applied
to the main raw materials, fuel, power, most im-
portant types of machinery and equipment, basic
food-stuffs and certain industrial goods for mass
consumplion. 1t is Dbelieved that the decontrol of
prices of these essential goods might result in a
considerable deviation of the structure of demand
from the pattern set in the development plans. It is
stressed, however, that even the centrally fixed
prices should be subject to meoedifications by the
central  auwthorities whenever warranted by the
changes in the relation between supply and demand.

The second type of prices, called limit prices,
will be applied to commodities for which the centrai
authorities will establish the upper limit or the
lower limit, or both, leaving their exact determina-
tion to the enterprises. The fixing of upper limits
is obviously motivated by the wish to discourage
the enterprises from monopolistic practices, that is,
from raising their revenue through price increases
rather than through expanding production and re-
ducing costs. The establishment of lower limits is
intended to restrain the demand for certain goods,
the production of which requires the use of imported
or domestic materials in short supply. The simul-
taneous fixing of upper and lower limits is to be
applied mostly to a group of commodities within
a given production line, leaving to the enterprises
the right to determine prices of individual items
within the limits set for the group

Finally, entirely free prices will prevail for goods
which are not of primary importance for investment
or consumption purposes as well as in cases where
the anticipated competition between producers is ex-
pected to forestall monopolistic practices, While the
range of goods falling in this category will be rather
limited initialfy, it is expected that in future it might
be considerably extended.

The prominent role to be played by prices and
the market mechanism in the activities of the enter-
prises was also reflected in the tendency to establish
a cloger link Dbetween wholesale and retail prices,
which under the old system were almost entirely
dissociated. This separation was largely due to the
fact that in cases where the retail prices were set
at the level roughly corresponding to the relation
between supply and demand, the difference between
the price received by the enterprise and the marlket
price was absorbed by the turnover tax. In conse-
quence, the producing enterprises were net induced
to increase outpui of goods in high demand. In order
to increase the effect of demand on production, a
much closer link is to be established between retai
and factory prices. The methods of management of
retail and wholesale trade enterprises are to be

reorganized along the same lines as those of indus-
trial enterprises. In any event, they will cease to be
semi-administrative organizations distributing their
supplies in accordance with centrally determined
allocation plans. Under the new system they will be
free to choose their own suppliers and conclude
delivery confracts without interference from admin-
istrative authorities.

Particular attention is devoted to the increase
of incentives in foreign trade undertakings as well
as in enterprises producing goods for export. While
trade enterprises will have to conform to state regu-
lations and to the state plan for foreign trade, their
freedom of action is to be considerabiy enlarged.
Several experiments are being conducted with the
purpose of testing the practicability of direct par-
ticipation of producing units in foreign trade
operations

Lastern Germany

The nain outlines of the new system of planning
and management imitiated in 1953 in Fastern Ger-
many were reviewed in World Economic Survey,
1963, 1. Ciurvent Economic Developments. In the
course of 1964 new measures were iniroduced and
additional information on wvarious aspects of the
reform became available. The basic changes in
Eastern Germany tend, as in Czechoslovakia, to in-
crease the scope of autonomous decision of the enter-
prises or their associations; their activities are to be
increasingly influenced by fiscal, financial and price
policies rather than by government order. The cen-
tral plan will concentrate on macro-economic goals
and proportions. It will, as a rule, avoid dealing
with detailed targets, the scope of which will be
reduced to a limited number of specific tasks con-
cerning production and delivery of certain goods
and the more important investment projects. The
associations of enterprises, set up as profit-making
undertakings, are subordinated to the National Feo-
nomic Council, which took over some of the functions
of the former industrial ministries. A large part of
these functions has been transferred to the associa-
tions, which have [ull jurisdiciion over all enter-
prises in their respective branches

The associations are to conform to general oh-
jectives assigned to each branch by the central plan
in the form of various “mdicators”. The number
of such indicators has been considerably reduced
and, what is more important, only a few of them
can bhe assigned to the associations by the National
Economic Council or given by the association to the
enterprises under their supervision in the form of
directives. The basic indicator of the eficiency of
the activities of the enterprises is the fulfilment of
the profit plan. In addition. no more than three
supplementary indicators may be assigned to the
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enterprises and their associations, in the form of
directives, the fulfilment of which will influence their
rewards, The group of indicators from which the
three complementary directives can be chosen in-
cludes the volume and composition of output, pro-
duction of specific items, degree of utilization of
capacity, technological improvement, deliveries to
the retail trade outlets, deliveries of the most im-
portant investment goods and exports. The three
complementary directives to be chosen from this list
must in all cases include the target for technological
improvements and, for enterprises in which more
than 30 per cent of the output is earmarked for
exports, they have to include export targets. Em-
ployment, wage bill and investment are regulated
by ceilings established for each Dranch association
by the central authorities.

Production targets are to be expressed in terms
of sales or in net value rather than in gross value
of output. In cases where production targets set for
individual associations prove to be inconsistent with
the demand, the enterprises are entitled to request
the alteration of the plans and are induced to press
for it because of their effect on profits, which under
the new system are considered the main indicator
of their activities,

The production and supply plans of the asso-
clationt are to be largely based on market analysis
and on contractual arrangements with other asso-
ciations or enterprises. The role played by the central
allocation of supply will be correspondingly reduced,
as can be seen from the sharp reduction of the num-
ber of aliocation balances set up by central
authorities 39

In contrast to the past, the purchasers will be
entirely free to reject any offer not corresponding
to their requirements in terms of type of goods,
quality and delivery schedules, and no transfer of
funds from the purchasers’ to the suppliers’ accounts
will be made by the banks without the purchasers’
advice that the goods have been accepted as corre-
sponding to contractual agreements,

1t is expected that these measures will induce the
enterprises to adapt their production and delivery
programmes to their contractual obligations and
therefore to actual demand, bhecause the fulfilment
or over-fulfilment of global production programmes
will not entitle them to any bonuses or premiums
as long as the potential profits included in the prices

36 Thus, while in 1963 the associations and individual
enterprises were responsible for setting up 605 allocation
balances, in 1964 the number rose to 2,360, and in 1965 it
is to attain 5,236 items. On the other hand, the number of
such halances set up by the National Economic Council
will not exceed 436, and that prepared by wholesale organi-
zations, 485 during that year. Morcover, the State Plan-
ning Comunission ceased altogether to prepare allocation
balances for specific commodities in 1904

of their goods are not translated into actual profits
from sales,

As in other countries, the enlargement of the
autonomy of the associations or enterprises greatly
increases the role of incentive in the form of bonuses
and premiums financed out of profits. The planned
volume of the premium fund is to be linked with
the planned volume of profits, whereas previously
it was established as a fixed percentage of the wage
bili#? The actual amounts transferred to the pre-
minm fund will depend on the fulfilment of the profit
plan. They wiil also be influenced, although to a
much less extent, by the degree of fulfilment of a
limited number of other plan targets. One-third of
the planned amounts of premiums is to be paid,
irrespective of the degree of fulfilment of the profit
plan, to the most efficlent workers, while the total
planned amounts of the premiums will be distributed
only if the profit plan is fully implemented®® The
rate of premium paid to the enterprises is graduated
so that they should be encouraged not only to over-
fulfil the targets but also to establish the highest
possible targets in the process of the preparation
of the plans®® :

The premium funds of the eaterprises are used
for payments of individual rewards to workers and
technical personnel for special achievements, such
as improvements in quality and technical innovations,
as well as to the managing staff for the fulfilment
of various planned targets.

Some enterprises have experimented, apparently
successfully, with bonuses, the payment of which
was linked not with individual achievements but with
the over-all results of the activity of the enterprises.
In some of these experiments 10 to 20 per cent of
the earnings of the management represented bonuses
paid for the achievement of specific tasks

The preceding review of the new system of in-
centives indicates that the main emphasis is still
placed on the execution of enterprise plans, although
these accomplishments are primarily judged by the
fulfiiment of profit plans and a few complementary
indicators.

17 It has heen stated that this change eliminates the links
between bonuses and the wage bifl in order to discourape
the enterprises from raising their wage bill with the purpose
of increasing bonuscs,

38Tf the actual profits are equal to 90 per cent of planned
profits, 35 per cent of the planned premiums will be paid
to the employees; with profit egual to 95 per cent of the
plan, the payments will amount to 85 per cent of the planned
premiums.

30 For example, if the enterprise accepts the tarpet sup-
gested to it by the supervising authorities, it is entitled
upon its fulfilment to, say, 1 per cent of the profits, If,
however, the planned targets of the enterprises are sct over
and above the amounts originally suggested, it obtains a
premivm amounting to 75 per cent of the difference. The
over-fuifilment of the planned targets carries in alf cases a
premiom of 30 per cent of the difference between planned
and actual profits.
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Many aspects of the new system are still being
tested and will be subject to further modification
based on experience. One of the changes already
envisaged is the replacement of the present deter-
mination of the premiums by linking them more
directly with profits through a coefficient fixed for
a prolonged period. It is believed that, among other
things, this will enhance the effect of the anticipated
introduction of a capital charge for better utilization
of capacity. The charge on capital has been intro-
duced in 1964 on an experimental basis in several
enterprises in order to ascertain the most appro-
priate method of assessment and to determine its
rate, which according to prevailing views should be
as a rule uniform for all industries. Other experi-
ments were designed to test ways and means of
expanding the role of associations in foreign trade
operations through closer ties with specialized foreign
trade agencies or through direct transactions with
foreign customers. In the field of domestic trade,
further steps were taken in 1964 to expand direct
relations between producing enterprises and to in-
crease the influence of demand on the pattern of
supply. In some cases, especially in the trade of
consumer goods, this has led to a certain departure
from the principle of evaluating the activities of the
enterprises and determining their rewards by com-
paring them with the plan targets. For example,
some enterprises were absolved from the need to
follow any pre-established plan, apart from ob-
serving the ceilings set for their wage bill. Their
rewards were to be determined by the volume of
their actual profits.

The introduction of the new system of planning
and management has been accompanied by a price
reform, which is to be introduced in several stages
beginning in 1964 and ending in 1966. The main
purposes of the reform is to eliminate the excessive
differences between the price-cost relations of raw
materials and other preducer goods on the one hand
and of finished goods on the other hy raising prices
of the former. During the first stages of the reform
prices of hasic producer goods which frequently
were lower than costs have been increased substan-
tially, enabling the Government in most cases to
eliminate the subsidies paid to several industries
These increases have primarily affected factory
prices paid to the producers, while their influence
on sale prices was partially compensated for by the
reduction of turnover taxes, which in Fastern Ger-
many were levied on certain producer goods Prices
of consumer goods were not influenced by this re-
form, because in those cases where the cost of ma-
terials wsed for their production did increase, its
effect was absorbed by reducing the high turnover
taxes assessed on consumer goods.

One of the aims of the reform is to bring about
greater uniformity in price determination of various

commodities and to calculate profits in relation to
the labour cost rather than in relation to total cost.
It is believed that the new method will eliminate
the considerable variations in profit-wage ratios
caused by the differences in the material content
of various commodities. This change is considered
particularly imporiant in the new conditions when
profits are to serve as the main indicator of the
performance of the enterprises. The first stage of
the reform has resulted in a virtual elimination
of subsidies and has increased inducements for a
more economic use of producer goods. But the new
prices, which more adequately reflect cost relations,
are considered only as “basic prices”, subject to
further adjustments to differences in quality, or in
technical efficiency in the case of machinery and
eguipment. Moreover, it has been pointed out that
the new prices disregard the capital cost and there-
fore do not adequately reflect total production cost.
In consequence, they do not provide any inducement
for better utilization of productive capacity. Accord-
ing to suggestions offered for further improvements
of the price system, capital cost would be reflected
in prices either by calcalation of the profit margin
in relation to capital or by including in the cost a
charge for capital assets, or both. Among other
problems raised in connexion with the price reform,
the most important were those concerning the need
for greater adaptation of price levels to conditions
of supply and demand and for their more frequent
changes. Although associations conducted certain
experiments in price fixing in the past year, there
is mo intention of transferring to them the respon-
sibility for price fixing on a permanent basis for
fear that they may not always act in conformity
with the general interests of the economy.

The Soviet Union

In the Soviet Union the tendency to increase
the autonomy of the enterprises and to reduce the
role played by the directive targets was discussed
in World Econoinic Survey, 1963, II. Current Eco-
nontic Developurents. This tendency began to assume
a more concrete form in experiments first conducted
iz a limited number of enterprises and later ex-
tended to a large number of enterprises in a few
industrial branches. Morcover, it has been officiaily
announced that the new methods of planning and
managemeni will be further extended to other in-
dustrial branches in both consumer and producer
goods industries. In these experiments the enter-
prises were authorized to establish their own pro-
duction programmes independently and to change
them, if need be, in the course of the year. They
were permitted to maintain direct relations with
the market by choosing their own supplier of raw
materials and selling their output to trade organiza-
tions of their own choice. They were also authorized
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to determine the structure of wages and the alloca-
tion of premiums to their staff

The purpose of these experiments was to ascer-
tain the effects of eliminating direct controls over
the enterprises and permitting them to be guided
by market conditions Though they were conducted
on a small scale, these experiments exercised con-
siderable influence on subsequent changes in plan-
ning and management in the Soviet Union. The
miost important experiments in autonroniy were comn-
ducted in 1964 in two associations of clothing enter-
prises, namely, the “Bolchevitchka” in Moscow
and the “Mayak” in the Volga-Viatsk region The
main feature of the experiments was that the manage-
ments of these enterprises were authorized to de-
termine their production programme without any
directives from above concerning the volume and
assortment of goods to be produced, or regarding
cost, manpower or other indicators usually included
in the enterprise plans. The production programme
of these enterprises was determined by the manage-
ment on the basis of agreements freely conciuded
with the wholesale organizations which, in turn, had
placed their orders after consultation with the retail
trade outlets in accordance with consumer demand.
Moreover, the premiums paid to the management
and the staff, which as a rule were dependent on
the fuifilment of production plans, were now related
only to the fulfilment of the enterprises’ contractual
obligations with respect to their customers and their
profits Similarly, the transactions between the enter-
prises participating in the experiment and their
suppliers were also conducted on a purely com-
mercial basis by placing orders specifying the types
of goods required. This was a significant departure
from the prevailing practice, which required each
enterprise to present to higher authorities a draft of
its plan hased on the achievement of the previous
year, including very detailed targets concerning
output, sales, costs and purchases and a large num-
ber of other norms and indicators, which after being
reviewed by these authorities took the form of
directives1?

It is chvious that such an experiment could not
be conducted without the participation of the sup-
pliers of raw materials on the one hand and of the
distributors of the goods produced by the experi-
menting enterprises on the other. The latter was
secured by means of a decision of the Supreme Eco-
nomic Council of the Soviet Union, which notified
the wholesale organizations that if they were not
able to sell the goods purchased from the enterprises
participating in the experiment they would bear the

40 These, often conflicting, directives were frequently re-
vised in the course of the year by the supervising authorities,
The continuous intervention of the authorities in the current
activities of the enterprises has considerably reduced the
operational flexibility and itiative of management

resulting losses, which in turn would affect the
rewards paid to their staff, With respect to suppliers,
the experimenting enterprises were authorized to
place their orders in any textile enterprise and the
textile enterprises were directed to accept them even
if this should involve changes in their allocation
plans Although they are still subject to the approval
of the republican sovnarkliosy,*' the results of the
experiments have brought into sharper focus several
problems of the Soviet plamming and management
system, They clearly demonstrated that production
and profit plans prepared according to the prevail-
ing methods were poorly adapted to the actual de-
mand for products The production programme of
the Bolcheviichka, based on orders from the trade
organizations, cafled for an extensive change in the
pattern of output established in the original plan.
For example, orders from retailers showed that a
considerable reduction was required in the share of
the more expensive clothing in total production,
This change resuited in a decline in gross value of
output as compared with the original targets, and,
since the profit margin of the more expensive goods
was higher than that for less expensive products,
profits also feil in relation to those anticipated in
the plan. In spite of certain price adjustments—con-
sisting of raising the prices of the goods in greater
demand-—the rate of profit achieved by the Boiche-
vitchka amounted to 5.6 per cent, instead of the
9 per cent foreseen in the plan. The shortfall was
not considered a failure, however; it served to em-
phasize the deceptive character of profits achieved
through the production of goods which remain
unsold in the stock of the trade organizations and
which, in fact, represent net losses to the economy.
Tt has also heen stated that the experiment clearly
demonstrated the need to eliminate the unjustified
differences in the profitability of various goods,
through appropriate adjustment of prices. Such an
adjustment would eliminate the losses incurred by
the enterprises in cases where the adaptation of
their output to the pattern of demand involved a
shift from more to less profitable cammodities.

Tn spite of the special privileges granted to the
experimenting enterprises in securing the necessary
supplies, considerable difficulties were encountered
in procuring the required amount and types of
materials from the textile industry. The latter, work-
ing on the basis of its own plans, was not able,
and perhaps not eager for fear >f eventual losses,
to adjust its production pattern to the demands of
the experimenting enterprises in spite of govern-
ment instructions. Notwithstanding these short-
comings—which obviously were not due to the
autonomy granted to the experimenting enter-
prises—the experiment considerably strengthened

11 T pcal economic councils,
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the trend towards changes in the methods of plan-
ning and management. According to decisions taken
by the Soviet Government in 1964, the methods
applied in the experimental planis are to be ex-
tended in 1965 to 400 enierprises in the clothing and
shoe industries, which account for about one-fourth
of the output of these indusiries. As in the case
of the Bolchevitchka and the Mayal, these enter-
prises are authorized to prepare their own produc-
tion and profit plans and determine their wage hill
and the employment and other aspects of their
activities.

The elaboration of the production programme is
to he based on contractual agreements with pur-
chasers as well as with suppliers of raw materials.
The enterprises will also be permitted {o change
their plans to respond to changes in demand. As
in the case of the first two experiments, several steps
were taken to create the external conditions re-
quired for the functioning of the new system in
the 400 plants. Thus, for instance, the enterprises
producing the raw materials for the clothing and
shoe industries are to make their production pro-
grammes more flexible in order to meet changes in
the requirements of the plants using their products.
Several of the textile, leather and other enterprises
supplying the materials to these plants are in fact
to determine, subject to the approval of their
supervising hodies, their own production and profit
plans on the basis of the orders they receive from
the clothing and shoe industries. The need for such
flexibility was amply demonstrated by the difficulties
encountered by the two clething factories in the
1964 experiment. That experiment also confirmed
the view that, to induce the trade organizations to
adapt the orders they place with the producing
umnits to the pattern of demand, it would bhe neces-
sary to make them fAnancially rasponsible for the
losses caused by the accumulation of stocks of
umwanted goods. In coensequence, a certain number
of trade organizations dealing with the shoe and
clothing industries will be instructed fo adapt their
methods of operation to the requirements of the
plants working under the new system. The activity
of the associntions or enterprises wiil he evaluated
on the basis of the fulfilment of their siles agree-
ments with the purchasers and of fulfilment of their
proft plans. Penalties {or the violation of delivery
agreements have Deen considerably strengthened.
The premiums and benuses paid to the workers and
to the managerial and technical staff have also been
substantially increased * An important innovation

12 Workers paid on 2 piece-work basis may receive pre-
miumns for high-quality work amounting to as much as
40 per cent of their wages. The amount of Donuses 1o De
distributed among the management and fechnical staff may
not, however, exceed 50 per cent of the total basic remunera-
tion of the personnet entitled to premiums

consists in opening up to the associations and enter-
prises the possibiiity of influencing the prices of their
products. In order to induce the introduction of new
models and improve the quality of the purchases,
enterprises may, subject to the approval of the re-
gional sownarkhosy, raise wholesale and retail prices
over and above ihe state-established price lists in
cases where such improvements increase costs. The
extension of the new methods to a large number
of plants in the shoe and clothing industries clearly
indicates that the tendency towards a much more
Hexible method of management evidenced in recent
debates is gaining favour with the central authorities
of the Soviet Union.

The extent and the timing of the reform as well
as the choice of the system of incentives influencing
the activity of the enterprises will be determined
on the basis of further experiments and have not
vet been announced. But the direction of the changes
is not in doubt. The intentions of the Government
are reflected in the most recent official statement,
which indicated the need for greater autonomy for
the enterprises and for adapting production to the
changing pattern of demand by establishing direct
links with other enterprises or their associations in
the fields of both consumer and producer goods,
The activity of the enterprises is to be evaluated
mainiy by the extent to which ouiput corresponds
to the requirements of the users, that is, by the
actual sales and quality rating of the product, rather
than by purely quantitative results. Furthermore,
prices paid to the enterprises for various products
are to be established in such a way as to encourage
them to adapt their pattern of output to that of
demand. It has also been indicated that to achieve
these results it will be necessary to abolish the pres-
ent practice which permits enterprises o secure the
means for covering their current expenses and to
continue to operate, earn profits and rewards even
if the goods ihey produce are unsalable. Accord-
ing to the recent official statement, it is necessary
to begin planning production of consumer goods on
the hasis of the orders placed with the enterprises
by the users and to this effect to establish direct
commercial relations hetween industrial enterprises
and trade organizations. Such a method of planning
will bring the volume and pattern of output into
¢closer relationship with the needs of the economy
and of the conswmers. It is significant that, in the
view of the authorities, this method of preparing
enterprise plans should not be limited to the con-
sumer goods industries but should be further ex-
tended to other sectors of the economy.

The expansion of the autonemy of the enterprises
is fo be accompanicd by a further extension of the
role played in their activities by “economic account-
ing”  This principle is also to be applied in the
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associations of enterprises and in all organizations
dealing with operational activities in order to induce
them to conduct their affairs as business under-
takings rather than as administrative bodies.

While these policy statements were presented in
a rather general form and have not as yet been
followed by a detailed programme of action, they
seem to point in the same general direction as the
views advocated in recent Soviet debates by the
proponents of far-reaching reforms. It is noteworthy
that these proposed reforms bear a close resemblance
to the main tenets of those in Czechoslovakia and
Eastern Germany reviewed in the preceding sections,

Apart from the experiments mentioned above,
others conducted in several enterprises in the Soviet
Union were largely aimed at testing various schemes
of inducement, linking the payment of premiums with
fulfilment of production plans, quality improvement,
introductiont of new types of products and profita-
bility. In many instances the gross value of output
concept used in the formulation of production plans
and in the evaluation of their fulfilment has been
replaced, mostly on an experimental basis, by new
indicators, such as “normative cost of processing’™3
which approximates value added. The introduction
of this indicator was motivated by the belief that
it more adequately reflects the performance of the
enterprise than does gross value of output, which
is influenced by variations in input of materials
from outside sources and by the rather arbitrarily
set profit rates. In several construction projects,
investment financing by credit has been introduced
on an experimental basis with the aim of ascertain-
ing whether and to what extent the requirement
to repay the principal and interest will induce man-
agement to economize on capital outlays and to
shorten the construction period of the new projects.

The changes in the organizational framework of
industry have proceeded along the same lines as in
other centraily planned economies. They have con-

43 *Normative cost of processing” can bhe defined as the
sum of costs of labour, fuel and power, subsidiary materials
and depreciation evaluated on the basis of norms estabiished
for all enumerated inputs in constant unit cost. This norma-
tive cost can be calculated for industries or groups of enter-
prises or even for individual plants. It differs from the
gross value of output in that it includes neither the cost
of raw materials and semi-manufactures from outside
sources nor profts,

The plarming and performance indicators in the form of
normative cost of processing were used in several enterprises
in the following industries: clothing; shoe; wool; wool
cleaning ; ginning; canning; artificial leather; film products;
printing, and ship repairing. Moreover, this indicator was
also used in all enterprises of the Middle Volga sovnarkihos,
in all those producing coal mining machinery in the Donbass,
in several engineering enterprises in Leningrad, in meat
and millc processing enterprises in Latvian sovnarkhos and
in some enterprises in other sovnarkliosyn. The enterprises
usitg the normative cost of processing accounted in 1964
for zhout 15 per cent of the total industrial production of
the Soviet Union.

sisted largely in the creation of two basic types
of associations (also called “firms”), namely, a
single large eaterprise similar to the Czechoslovak
“concern” described above, and an organization re-
presenting a group of separate enterprises under a
single direction.

Poland

‘ In Poland, main attention has heen devoted to
improvements in specific aspects of planning and
management rather than to more fundamental in-
novations. Both the recent debates and the ex-
periments conducted in several enterprises have
been concentrated mainly on improvements in the
selection and formulation of tasks assigned to pro-
ducing units, in the system of incentives and in the
organization of industry. Much less attention has
been paid to the problems of greater utilization of
the market mechanism and to indirect methods of
influencing the activities of the enterprises. The
Government's attitude with respect to the most
important changes in methods of planning and
management was expressed in the decision of the
Fourth Congress of the Governing Party in July
1964. These decisions emphasized the need to im-
prove planaing by providing in the long-term plans
for sufficient reserves to forestall the emergence
of shortages, which in the past were largely respon-
sible for the disruptions that restrained the ex-
pansicn of the economy.,

The five-year segments of the long-term plans
are to be suljected to revisions in the light of
actual achievements, and the preparation of the
detailed annual plans is to be accompanied by the
setting of the main targets for the following year.
The practice of formulating production targets in
terms of gross value of output is to be abandoned
as is the use of this concept in planning the pro-
ductivity of labour, employment, the wage bill and
other items. The gross output coucept is to be
replaced by other indicators, which are to be
selected on the basis of experiments conduected in
varions industries.

Although these indicators may vary from industry
to industry, they would as a rule approximate the
concept of value added** While the replacement
of gross value by value added in the formulation
of plan targets is expected to discourage eaterprises
from increasing the input of materials over and
above actual requirements, it will not, by itself,
provide an incentive for a reduction in material
costs. In order to create a stronger inducement to
economize on materials as well as on other expenses,
it has been decided to shift the emphasis to such

44 (One such‘ indicator used on an experimental basis was
the so-called “normative cost of processing” which is defined
in footnote 48,
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over-all criteria of efficiency of the enterprises as
profits, while specific criteria would be down-graded
to a subordinate role. The number of directives
given to the enterprises would also be reduced and
a closer link established between profits and the
rewards paid to the staff and management.

Another important decision was concerned with
the initiation of experiments to impose a differen-
tiated percentage charge on fixed assets and with
widening the scope of financing of investment by
credit. To encourage the enterprises to undertake
technical innovations and introdiice new production
lines, the risk involved in such changes is to be
reduced hy special provisions for compensation for
losses incurred in this connexion.

While the expansion of the role of profits and
prices in guiding the activities of the enterprises is
common to all centrally planned economies at the
present stage, a spectal feature of the Polish attitude
to these problems is the emphasis placed on the
need to separate sales prices from the prices paid
to producing enterprises, the difference being ab-
sorbed by the turnover tax. This dichotomy, which
in the past was largely applied to consumer goods,
is now being suggested for producer goods as well.
The proposal for such a dual system of prices is
motivated by the following considerations: sales or
market prices are intended to remain relatively
stable, but prices paid to the producing enterprises
are to be made flexible in order to induce them to
adapt their product-mix to the requirements of the
plan. In some cases it may be desirable to change
factory and market prices in opposite directions.
Thus, for instance, an increase in market prices
aimed at balancing demand with supply of certain
commodities may be accompanied by a reduction in
the factory price paid to the producing unit il it
is considered expedient to discourage expansion of
output or import of these commedities or of the
raw materials needed for thelr production ® The
reverse policy of increasing the factory price would
be applied in order to raise output of certain goods
in short supply without attempting to reduce demand
through market price increases.

The main changes in the system of management
outlined in the 1964 resolutions concern the asso-
ciations of enterprises whose part in planning and
management is to be increased substantially. The
assoctations, which frequently acted as intermediary
organs transmitting ministerial directives to the
enterprises, are to be granted a much greater au-
tonomy in planning and co-ordinating the activities
of the enterprises under their supervision. The

45 It has been stated that i order to make this system
effective it is necessary to abandon the practice of relating
premiums and bonuses to fotal mark-up, including indirect
tax, and to caleulate them on the basis of profits only,

importance of economic accounting in their activities
is to be increased in order to induce them to
economize expenditures of the branch or sub-branch
for which they are responsible and to maximize
their profits. While no detailed provisions concerning
the revenues, expenditures and rewards for the
management of the associations have been specified,
it has been stated that management will be respon-
sible for setting up combined financial balances of the
enterprises under their supervision and will be solely
responsible for all financial transactions with the
state budget. The financial resources as well as the
production tasks for a given branch are to be
assigned to the associations, which in turn will
distribute them among their enterprises. The asso-
ciations will also be free to distribute their own
funds—financed out of their profits—for replace-
ments and modernization. Moreover, they will be
entitled within certain limits to reallocate the re-
sources of the individual enterprises for improving
the over-all efficiency of the association, especially
for the achievement of their export targets. It has
been stressed, however, that the introduction of these
measures should not lead to the resiriction of the
rights of individual enterprises, which should retain
their own economic accounting and independently
dispose of the profits left to them after the obligatory
deductions.

The enlargement of the autonomy of the associa-
tions is to proceed gradually and their scope and
pattern are to be adapted to special conditions in
various industrial branches. As the associations will
take over some of the {functions of the present
branch departments of the industrial ministries, the
latter will increasingly shift from operational direc-
tion of the enterprises or associations to over-all
planning and to guiding their activities through
indirect means.

Hungary

In Hungary the changes in planning and man-
agement, although of a rather limited scope, have
been applied over a period of several years. Their
cumulative effect is reflected in improvements in
planning and better co-ordination of production and
supply plans, Like other centrally planned econo-
mies, Hungary initiated some time ago a programme
of industrial concentration which was virtually
completed in 1964. In most cases this was accom-
plished by the fusion of a number of enterprises into
larger units and was accompanied by the dissolution
of central branch administrations in various minis-
tries, most of whose functions were transierred to
the enlarged enterprises. This change has resulted
in increasing the scope of the autonemous decisions
of the enterprises and in shortening the conmmuni-
cation lines between the latter and the central
authorities. The most important change introduced



182

Parr 1. CURRENT ECONOMIC DEVELOPMENTS

in 1964 was the implementation, as of January
1965, of the earlier decisions concerning the in-
troduction of a 5 per cent capital charge on fixed
and working assets. This measure was applied to
industries under central supervision and is to be
extended in the future éo all non-agricultural sectors.
As prices have remained virtually unchanged, the
introduction of this charge has resulted in a decline
in proftability. This has not, however, influenced the
amounts of profits left at the disposal of the enter-
prises since the effect of the introduction of the
charge on capital was fully compensated for by a
reduction in the amount of profits to be transferred
to the budget. This compensation was to be offered
only once, and in the future any change in the
capital-cost tatio per unit of output will have a
direct effect on the profits left at the disposal of the
enterprises. The influence of this change on a more
rational utilization of resources will be further
enhanced when the capital cost will be included in
the calculation of total cost and of prices of individual
commodities.

As in Poland, the main attention of the authorities
has been concentrated on improving the system of in-
ducements, on reducing the number of targets as-
signed to the enterprises and on reformulating these
targets in more rational terms.

Among the experiments conducted in various enter-
prises, the most significant ones were aimed at
testing the inducements for expoit promotion. In
order to increase the interest of the enterprises
producing for export and to improve their co-
operation with foreign trade undertakings, they
were authorized to share a certain proportion of the
foreign currency proceeds with the latter and to
participate in their profits and losses.

Considerable importance is attached to the new
experiment started on 1 January 1965 in the medical
instruments industry, where 66 per cent of total
production is concentrated in one enterprise and
70 per cent of its output is exported. The obligatory
targets assigned to this enterprise were reduced
to three, namely, exports, imports required for its
production and average wages and salaries. The
statutory obligations, such as the payment of the
charge on capital and the share of profits to be
transferred to the central budget, were maintained.
But all the other directive targets'® lost their obliga-
tory character for the duration of the experiment
and were to serve exclusively for purposes of
comparison with the results obtained by the appli-

40 These directive targets include as a rule the following:
value of output; value of sales for domestic and foreign
markets; transactions with the co-operating enterprises;
increase in output per man; cost reduction; profits; average
wages; employment; raw materials and investment. Thirty
to 60 per cent of the goods produced are listed specifically
in physical terms.

cation of the new method. Another important
innovation to he tested by experiment is the deter-
mination of bonuses and premiums by actual sales,
and not, as in other branches of engineering indus-
tries, by production and delivery of goods to
warehouses or trade organizations. The bonuses and
premiums are to be exclusively financed from prohis
and will depend entirely on the amounts of profits
earned by the enterprises, but under no circum-
stances may they exceed the sum corresponding to
15 per cent of the wage bill ¥ The influence of these
and several other experiments on shaping future
policies has been quite considerable since they have
shown both the qualities and the shortcomings of the
measures 5o far applied. Thus, for instance, the
profit-sharing schemes discouraged the introduction
of new production lines because of their negative
effect on profits, at least in the initial period. The
higher rewards for over-fulfilment of the plans
resulted frequently in lowering the plan targets by
the enterprises and in understating their capacity
in order to reap greater benefits from exceeding the
planned quotas. The brief experience with the charge
on capital has shown that in some cases it may
discourage investments in expensive machinery and
equipment. On the other hand, since the charge is
assessed on gross value of assets and not on net
value after depreciation, its introduction has in some
cases led to exaggerated claims for replacement of
old equipment by new. While the latter shortcoming
can be eliminated by assessing the capital charge
on net value of assets, the other difficulties seem to
be related to broader issues of the present economic
system, It is in fact increasingly recognized that
partial improvements relating to some specific aspects
of the economy may not be fully effective if they
are not accompanied by complementary changes in
other closely related felds

Despite the shortcomings indicated earlier the
experiments in enlarged antonomy of the enterprises
and the changes so far introduced in management
and planning are generally recognized as favourahle.
The experience gained during recent years is to
provide the basis for a more general reform, which
is now being prepared for implementation in the
near future.

ProBLEMS OF ECONOMIC INTEGRAIION OF THE
CENTRALLY PLANNEDR ECONOMIES

In recent years the centrally planned economies
have been paying increasing attention to the prob-
lems of greater specialization in and co-ordination
of their economic activities. The gradual developntent
of the international division of labour among the
CMEA countries is leading, according to prevailing

47 In other enterprises, the upper limit amounts to 8.5 per
cent of the wage hill
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views, to the creation of an economically integrated
“commonwealth of socialist nations”. Although such
an integration is generally considered—on Dboth
doctrinal and practical grounds—as the ultimate
goal of the centrally planned economies, the adoption
and implementation of measures to accelerate this
process have thus far encountered considerable diffi-
culties. These difficulties have heen largely related
to the different effects—actunl or anticipated——that
the specialization schemes would have on individual
countries, and the complexity of the problems of
equalization of advantages, or transitory disad-
vantages, involved in structural adaptation. A fuil
analysis of these problems cannot be undertaken at
this stage for lack of adeguate data on relative costs,
productivity and trade flows of specific commodities
as well as of other information required for an
evaluation of the effects of specinlization for indi-
vidual countries. In consequence, the following review
will deal mostly with the general problems of ex-
tension of specialization and co-ordination of eco-
nomic plans and with the views expressed on these
problems i the centrally planned countries.

The trend towards greater economic co-ordination
of the centrally planned economies is reflected in the
evolution of the CMEA during the fifteen years
which have elapsed since its creation in 1949, During
the first period of its existence, from 1949 to about
1956, the CMEA was mainly concerned with practi-
cal problems of inmmedinte interest. The main objec-
tive of its activities during this stage was to facilitate
the development of new geographical and structural
patterns of trade among these countries, in place
of their traditional trade patierns, which had been
disrupted by the war and by post-war developments.
During most of this period little attention was paid
to the problems of establishing an optimum retation-
ship between foreign trade and domestic production,
However, already in the mid-nineteen ffties, the
CMEA was considering the problem of co-ordinating
the economic plans of its member countries, especially
those relating to the allocation of raw materials.
During the following years, the Council elaborated
various recommendations concerning inter-couniry
specialization in certain fypes of products of engi-
neering industries, and in 1956 it attempted for the
first time to introduce a measure of co-ordination
into the national five-year plans by recommending
specialization in the production of a relatively large
range of goods in several industries. Neither these
nor subsequent attempts aimed at introducing joint
financing of investment, developing multilateral trade
and co-ordinating development plans have thus far
proved o be particularly successful.

The increasing recognition of the need for more
fundamental changes became particularly apparent
in numerous statements made in various countries
before and after the formulation of the Basic Prin-

ciples of International Socialist Division of Labourt®
adopted by the CMEA in 1962,

Several of these statements went much further
than the recommendations contained in the Basic
FPrinciples. According to some views expressed dur-
ing this period,”® the CMEA countries were ap-
proaching a new stage in which it was possible and
necessary to create a unified socialist economy. This
was to be achieved by a gradual increase in inter-
country specialization and co-operation, including the
establishment of close links between producing enter-
prises of different countries and provision for direct
sales in each other’s markets®™® as well as develop-
ment of flows of capital and labour among the mem-
ber countries. The end result of this process would
be the creation of a commonwealth of nations with a
fully integrated economy guided by a single economic
plan commonly agreed upon and divided into sepa-
rate national or regional plans. No attempt was
made to specify the time period within which such
integration could he achieved, but it was generally
recognized that this goal could be reached only
through gradual changes over a prolonged period.
None the less, important changes in planning were
envisaged for the near future with the purpose of
accelerating the process of integration. Thus, sectoral
and global production plans of individual countries
were to be mutually adjusted and co-ordinated into
a single plan for the whole area. Such adjustments
were to aim at the fullest growth of the entire
CMEA area and once accepted were to be binding
for its member countries. It was also suggested that
it might be expedient to allocate investments among
countries with a view to increasing the overall effi-
ciency of the area, provided that this were achieved
on the basis of conditions matually acceptable fo the
interested countries. The common financing of in-
dustrial and other projects was to be considerably
extended.

Several countries prepared projects™ [or the set-

18 See Council of Mutual Economic Aid Secretariat, Basic
Principles of Inicrnational Soecialist Division of Labour
(Moscow, 1962). For a detailed description of the activities
of the CMEA, see Proceedings of the United Nations Con-
ference on Trade and Developmen!, Fohone Vil Trade
Expansion  and  Regional  Gronpings, Part 2 (Sales
No.: 64 IIB17).

10 See, for instance, N §  Khrushchev, “Nasushchnye
voprosy  razvitia  mirovel  socialisticheskoj  sistemy™,
Konunist, No. 12, 1962 {Moscow), and Mirovaia Ebono~
wika i Mezhdunarodnye Otnoshenia, No, 2, 1963 ( Moscow),
Nowvd Myst, No. 10, 1962 (Prague} and Nowe Drogi, No. 11,
1962 (Warsaw).

5 This was not tantamount io the ahelition of the mo-
nopoly of forcign trade because such transactions would he
conducted under the control of the national authoritics
responsible for foreign and domestic trade activities.

81 These projects involved somc border regions of Bul-
garia, Czechoslovakia, Enstern Germany, Poland. Romania
and the Soviet Union The tendency towaids this kind of
limited integration was also reflected in the proposal of a
Soviet geographer concerning the unification of the whele
Danube area on the grounds of cconomic efficiency The
proposal was strongly criticized by the Romanian Govern-
ment and condemmed by the Soviet authorities
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ting up of international economic regions on their
adjacent borders, which would be subordinated to
the joint authority of the interested nations. The
distinctive characteristic of the views and suggestions
expressed during this period was the considerably
increased emphasis placed on the over-all interests of
the “commonwealth of socialist nations” in develop-
ing specialization and co-operation schemes. It should
be added that the proponents of greater co-ordina-
tion of plans have repeatedly indicated that this
should not jeopardize the long-term interests of in-
dividuz! countries and, more specifically, should not
slow down the process of equalization of economic
levels of different countries of the group.

1t soon appeared, however, that many of these pro-
posals were premature and that the difficulties en-
countered in their implementation were far greater
than anticipated. This was reflected in the differ-
ences i attitudes towards the methods and patterns
of co-operation to be established and often in diverg-
ing interpretations of the Basic Principles. While
these differences extended over a wide range of prob-
lems, they were in a sense epitomized in the attitude
towards the degree of independence in the formula-
tion of national economic plans and policies. The
most extreme views on these problems were ex-
pressed in Romania on the one hand and Mongolia
on the other. According to an official statement of
the Romanian Government of April 1964, “the
planned management of the economy is one of the
fundamental and inalienable attributes of the socialist
state”, which “must hold in its hands all the levers
of economic and social life”. The transfer “of these
levers to the competence of supranational or external
hodies would deprive the idea of sovereignty of any
content”.5? Similar opinions have also been expressed
by the authorities of mainfand China, which is not a
member of the CMEA, The development of the

62 Stafement on the Stand of the Romanian Workers
Puarty Concerning the Problems of the World Conwnunist
and I orhing-class Movement Endorsed by the Enlarged
Plenwm of the CC. of the RW.P. held in April 1964
{Bucharest, Agerpress, 1964).

socialist countries, according to the views expressed
in China, should be self-sustained. The projects for
integration of the CMEA countries were criticized
in China as being inspired by foreign experience,
such as the European Common Market, and were
regarded as incompatible with socialist principles.
Entirely opposite views were expressed by the Chair-
man of the Council of Ministers of Mongolia, who
stated in an article published in September 1964 that
the sovereign rights of socialist countries, however
inalienable, “should be seen in the light of the fun-
damental aims of the socialist system”. He rejected
the view that the creation of an international planning
hody would infringe upon national sovereignty and
stated that “it will be eventnally necessary to draw
up an integrated general economic plan for all the
member countries and also to set up a permanent
planning body”.%®

The extreme positions adopted by Romania and
mainland China, however, are not shared by most
of the centrally planned economies, Nevertheless,
there is some reluctance among the CMEA member
countries to undertake any far-reaching inter-country
specialization and co-operation schemes. In con-
sequence, the co-operation between the centrally
planned economies continued to develop mostly along
the lines evolved in the nineteen fifties, which largely
consisted in promoting foreign trade and to a much
less extent in co-ordinating the plans of production
and trade for specific commodities as well as the
plan for certain investments.

The foreign trade of all the centrally planned
economies has increased in recent years at a faster
rate than their national incomes, and the share of
intra-trade in the total has also increased in most
countries (see tables 4-7 and 4-8) .5+

63Y. Tsedenbal, “Economic Co-operation between So-

cialist Countries, a Vital Necessity”, IWorld Marxist Review
(Problems of Peace and Socialism), No. 9, 1964 {Toronto).

&4 The share of the trade with the CMEA countries has
declined only in Romania and Bulgaria where it was
already very high at the beginning of the period covered
by table 4-8.

Table 4-7. Import and Export Elasticities, 1950-1963

Azwverage rates of
growth of national

Country income
(percentage) Tmport clagticity Export clasticity

1930-1955 1955-1960 19606-1963 1050.1055  1955-1960 1960-1943 19501935 1955.1960 19661941
Bulgaria 9.3 9.7 81 130 209 1.56 147 202 1469
Czechaslovakia B2 70 Jon 128 166 20 105 149 160
Eastern Germany 102 6.8 26 193 1.93 158 253 1.69 263
Hungary 63 6.6 47 190 182 212 205 126 235
TPoland 86 63 6.8 123 157 143 091 121 146
Romania 130 69 81 099 101 200 1.06 162 106
{JS5R 114 93 5.4 140 140 142 121 mnm 174

Sonrce: National statistical yearbooks.
2 1960-1662. The inclusion of the year 1963 would distort

the general tendency indicated by these data owing to the
abschute decline in national income in that year
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Table 4-8. CMEA Countries: Distribution of Foreign Trade Turnover, 1958 and 1963
‘ (Percentage)

Partner countrics

TGS Bdoris G ey e pdewd Rameia USSR Suewel Setdl o

Bulgaria

1938 104 24 93 49 11 532 81.3 187 1000

1962 80 20 95 36 1.9 533 784 216 1000
Crechostovakia

1058 27 58 111 58 2.1 331 60.6 394 100.0

1963 32 6.1 9.8 74 23 389 687 113 1600
Hungary

1058 14 12.8 112 50 22 269 59.5 405 100.6

1963 1.3 113 95 6.3 28 343 655 34.5 100.6
Eastern Germany

1958 19 84 38 6.6 18 428 653 7 100.0

1963 34 88 43 7.1 20 480 742 258 100.0
Poland

1958 16 73 27 115 L 262 504 496 100G

1063 18 9.0 1 100 20 337 606 304 1000
Romania

1958 038 6.5 31 70 27 5.5 716 284 100.0

1063 13 81 16 35 38 419 64.2 358 1000
USSR

1958 40 111 42 187 74 56 519 4940 1060

1963 60 126 6.0 183 80 56 580 42.0 1000

Sonrce: United Nations, Yearbook of I'nternational Trade Statistics for the years 1962 and 1963 (Sales Nos.: 63X VIR

and 64.XVILI1Z).

In 1963 several steps were taken to improve the
co-ordination of national plans. Until recently the
investment plans of each niember country were pre-
pared on a national basis first, and co-ordination
with the plans of other countries of the CMEA
followed afterwards. According to a decision talken
by the CMEA in July 1963, the preparation of
national plans was to be preceded by a preliminary
exchange of views concerning their eventual co-
ordination. The standing Executive Committee of
the CMEA, set up in 1962, deals on a continuous
basis with current problems raised in the process
of implementing the decisions of the Council. Spe-
cialized agencies have drawn up preliminary halance-
sheets for raw materials and basic equipment re-
quired for the period from 1966 to 1970.

The International Bank for Economic Co-opera-
tion was set up in 1963 and began to operate in the
following year. It is expected to play an important
role in fostering the expansion of trade and economic
co-operation among the CMEA countries. Its hasic
role is to act as a clearing-house for multilateral
transactions among the member countries and to

provide special credits for the financing of tem-
porary deficits meurred in intra-trade. The Banlk
is also to engage in financing joint long-term invest-
ment projects. A number of joint projects, begun
independently earlier, have already been completed
and others are being started, mostly for the pro-
duction of raw materials. The interconuexion of
power-grids was completed in 1963 and resulted in
a considerable increase in the transmission of electric
power. The oil pipeline system established earlier
is to be further extended, At the end of 1964 it was
decided to construct a gas pipeline from the Soviet
Union to Czechoslovalia and its completion has been
scheduled for the summer of 1967. A new pipeline
is also being considered for transporting gas from
the Soviet Union to Poland. Significant results have
heen scored in the field of transportation as well ; the
raifroad pool of the ecastern Furopean countries
has been considerably enlarged during 1964 and the
air transport of Bulgaria, Eastern Germany, Poland
and Romania has been combined into a pool Con-
siderable progress has been achieved in the worlk
on standardization in metallurgy, machine building
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and the chemical and electrical industries. The ma-
chine building commission of the Council of Mutual
Ficonomic Assistance has made specialization recom-
mendations which cover about 20 per cent of the
total output of this industry. The plans for scientific
and technical research have been co-ordinated for
the years 1964 and 1965 and steps have been taken
for extending them to the next five years

These achievements are no doubt significant;
nevertheless, progress in the field of economic co-
operation among the CMEA countries has not been
as great as was generally expected Work on co-
ordination of the new long-term plans, called for by
the decisions adopted in 1963, has been considerably
slowed down by unforeseen delays in the completion
of the drafts of national long-term as well as medium-
term plans. Hardly any progress has been achieved
in developing a system of multilateral trade, although
it is widely recognized that the purely bilateral bal-
ancing is an obstacle to inereased co-operation in
and expansion of trade. The role of the Bank in this
respect was very limited, since the credits it offered
could not be effectively used for purchases in any
coutitry without its express agreement,

Although a certain measure of progress was
achieved in developing specialization in the engineer-
ing industries, the recommendations made in this
field by the Council's specialized commission proved
to be very difficult to implement. Thus, while they
covered about 20 per cent of the output of the
branches of these industries, the actual share of pro-
duction manufactured under specialization agree-
ments ameunted only to 2 to 6 per cent of the total 5
Oue of the shortcomings was in the field of speciali-
zation in component parts. Although this type of spe-
cialization is considered to be extremely important
for the further development of the international di-
vision of labour, progress made in this field has
been modest. Similarly, the growth of specialization
and co-operation in the metallurgical and chemical
industries has also been relatively limited®® Such
sectors of the economy as agriculiure or consumer
goods industries have practicaily been lelt outside
the scope of specialization agreements. The relatively
limited result of the efforts towards greater speciali-
zation, which began in 1956, is reflected in the fact

65 Gospodarkae Plarowa, No 6, 1964 {Warsaw), page 44;
Planevoe Khozyvaistve, Ne 4, 1964 (Moscow), page 5

69 This is also indicated by the fow share of total pro-
duction of various goods entering into the trade of CMEA
countries, Thus, according to an article in JWirtschaftswis-
senschaft, No 11, 1964 (Berlin), the proportion of output
entering trade among CMEA countries ir the early nincteen
sixties amounted fo 5 per cent for rolled steel, 3 per cent
for locomotives and 6 to 8 per cent for combines and tractors
According te other estimates, only 5 per cent of the
machine tool output was traded in 1939 Data on growth
of production and trade of machine tools scem to indicate
that the situation has not significantly improved in more
recent years.

that the assortment of goods within specific branches
of industries has remained extremely wide. Con-
sequently, the economies of scale expected from the
reduction of the number of items produced by spe-
cific plans have not been achieved. While this was
largely due to the fact that many of the recommenda-
tions concerning specialization were not implemented,
their implementation in some countries did not re-
sult in a significant increase in the scale of opera-
tions, so that the gains expected irom the use of
mass production methods did not materialize. In
part this stemmed from the fact that the specializa-
tion measures were not based on efficiency evalua-
tions but were determined rather by the balance of
payments requirements. This was particularly the
case when a country had to produce certain goods
required by its trade partners, though their produc-
tion could not otherwise he justified, in order to re-
ceive from them badly needed raw materials Some
countries with growing import requirements had to
produce a wide range of goods for export without
regard to profitability. Such diversification of pro-
duction resulted in a decline in over-all efficiency,
which could have been avoided by more efficient
specialization 57

Moreover, the specialization agreements freely
concluded by the interested parties have frequently
remained unfulfilled, especially with respect to the
time schedules and quality provisions. In some cases
a member country that discontinued production of
certain goods in conformity with a specialization
agreement was later unable to receive them from
its partners 52

Developments have been strongly influenced by
the economic, historical and political factors. The
centrally planned economies are in many respects
favourably situated for achieving economic integra~
tion. They are unified by a common purpose as well
as by the common historical traditions of their gov-
erning parties. On the doctrinal level, the need {for
the ultimate elhmination of economic barriers between
national states is shared by all. Their economic and
social systems are, for all practical purposes, iden-
tical. All these countries are in the process of rapid
cconomic growth, which is clearly opening up wide
possibilities for mutual readjustment of their econo-
mies. As most of the CMEA countries are rela-
tively small, they are vitally interested in widening
their foreign economic relations in order to achieve
economies of scale This factor is, of course, much
less important for the Soviet Union, whose attitude
towards closer co-operation has been largely in-
fluenced by its interest in increasing the economic

6T See W irtschaftswissenschaft, No. 10, 1964, page 1656

88 Hungary, for instance, which in conformity with a
specialization agreement has discontinued production of
freight cars, has encountered considerable difficuities in
proguring them from its partners.
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strength of the area as a whole. Social ownership
of the major part of productive capacity, and central
planning and management of the economies provide
the possibility of fostering integration by excluding
the pressure of sectoral interests and making over-
all adjustments easier. Moreover, co-ordination of
their trade with production plans is facilitated by
the long-term trade agreements that they have with
each other. The CMEA countries have also been
drawn together by the attitude adopted towards them
hy the western countries, both politically and in the
sphere of econemic relations. The inward orienta-
tion of their trade was also influenced by other fac-
tors, The CMEA countries have not been able sig-
nificantly to increase their trade with the outer world.
In addition to the difficulties of entering new mar-
kets, their trade with the rest of the world has been
hampered by the restrictions imposed upon them by
the western countries. The quality of their manufac-
tures, also, was often not up to the standards
recquired by western importers. The creation of com-
mercial bocs in the west, which afford strong pro-
tection for certain privileged sectors, has prompted
the CMEA countries to shift some of their trade

from the west to their own area. Thus, for example,
the creation of the European Economic Community
has induced a country such as Poland, which is
heavily dependent on its agricultural exports to the
west, to seek alternative outlets in the CMEA area.

But, irrespective of these general conditions, an
important factor acting in favour of integration has
been the existence of the great untapped oppor-
tunities for considerable gains from specialization and
co-operation among the CMEA countries. This was
partly accounted for by the fact that during much of
the post-war period the development of these coun-
tries was largely autarkic and that the progress
hitherto achieved in the field of specialization and
co-operation had been relatively limited.

While the conditions described above offered con-
siderable inducement for the greater economic in-
tegration of the CMEA countries, development of
the new forms of co-operation was considerably
hampered by several other factors It should be
observed in the first place that the CMEA area is
composed of countries at very different levels of
development, as is shown in table 49 This includes

Table 4-9. Indices of Per Capite Output, 1950-1963
(Average for the growp == 160)

p Fundustrey Agrivaliure Nationa! income
ouniry

’ 1930 1958 1963 1950751 1957758 19462743 1930 1958 1963
Bulgaria 33 40 48 83 93 100 59 65 71
Czechoslovakia 188 169 158 103 43 Y] 131 135 127
LEastern Germany 149 166 163 101 G7 109 128 157 154
Hungary 83 75 75 112 110 109 93 77 80
Poland 87 a1 87 116 112 106 1] 85 81
Romanin 49 52 63 74 79 78 o0 62 73
USSR 112 106 106 10} 116 107 107 115 112

Sowree: The estimates for industry are based on data for
1962 as given in Sprawy Micdsynaredowe, No 2, 1964
{Warsaw) and extrapolated for 1050 and 1063 by the use af
indices of industrial production and changes in population
in each country. The estimates for agriculture for 1950/31
and 1957/58 are froms A Bodnar, Goespodurka Ewropejskich
Krajow Socialistyesuyeh (Warsaw, 1062), page 238 They
were extrapolated for 1962/63 by the use of national indices
of agricultural production

highly developed industrial countries, such as Czecho-
slovakia and Tastern Germany and, to a less ex-
tent, the Soviet Union, ag well as countries at an
intermediate level of development, such as Hungary
and Poland, and semi-industrial countries with large
agricultural sectors, such as Bulgaria and Romania
Another country member of the CMEA, Mongolia,
is even considerably less developed. The problems
and difficulties of integrating countries at very dif-
ferent levels of economic development are clearly
much greater than those faced by more equally de-
veloped economies. Considerable differences in pro-

The indices for national income ropresent a roagh estimate
obtained as a weighted average of the indices of industry and
agricuture using the Soviet structure of weights derived
from the 1950 national income: the data obtained for 1950
were extrapolated for 1958 and 1963 by the use of national
indices of por capilo income

ductivity, standards of living and general economic
and social conditions have created exceedingly com-
plex problems of equalization of benefits to he de-
rived from the extension of economic ties by the
participating countrieg %9

i The existence of these problems might be partially
responsible for the fact that the CMEA does not include
the much less developed Asian centraily planned economies
Although cevery country sharing the Principles of the
CMEA s ontitled to membership in the organization, the
Asian cenfrally planned economics, with the cxception of

Mongolia, have not jeined the Covncil and have instead
participated in its work only as observers
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Although the problems arising from the difference
in the levels of economic development accounted for
many of the difficulties encountered in the co-ordina-
tion of the economic activities of the CMEA coun-
tries, not less important were the impediments caused
by structural rigidities and institutional factors. It
has been stated earlier that state ownership and
central plarning might be considered as factors fa-
cilitating the process of integration in so far as they
enable the government to effect directly the neces-
sary long-term adjustments. But the concentration
of all decisions in the hands of central authorities
had also certain disadvantages Thus, for instance,
the process of co-operation and specialization in the
market economies has been considerably facilitated
by the existence and the possibility of further ex-
tension of direct transactions between individual
firms in various countries. Moreover, specialization
in the production of final goods or component parts
has been stimulated by competition or by agreements
reached by the interested firms or corporations in
these countries. No such tradition exists in the
centrally planned economies; they have to devise en-
tirely new methods and forms of international co-
operation. In the private enterprise economies, spe-
cialization was largely influenced by the market
mechanism and was induced by the self-interest of
individual enterprises. But in the centrally planned
economies this process was entirely within the re-
sponsibility of the central Governments, whose de-
cisions had to be based on considerations of national
interest as well as the interests of the various coun-
tries members of the CMEA. The complexity of
this task and the difficulties involved in devising
appropriate institutional arrangements to facilitate
increased co-operation were largely responsible for
the reluctance of national authorities to undertake
far-reaching commitments which would impose se-
vious structural changes on their economies.

The absence of a fully elaborated scheme of in-
tegration and the lack of ways and means of safe-
guarding the interests of individual countries, has
largely contributed to the sense of uncertainty ham-
pering the growth of specialization. The Basic Prin-
ciples of International Sociakist Division of Labour
represented only a general framework of the activi-
ties of the CMEA without providing any specific
measures; these are to be elaborated later, The ab-
sence of machinery for covering the risks and pro-
viding indemnification for eventua! losses by compen-
satory financing, subsidies, foreign trade credits and
by adjustments of the terms of trade has increased
the reluctance of the member countries to par-
ticipate in multilateral planning.

Similarly, not much has been achieved in attain-
ing greater mobility of the factors considered essen-
tial for fostering economic co-operation. In the past,
the migration of labour which occurred among the

centrally planned economies for alleviating tempo-
rary surpluses or scarcities of labour were very lim-
ited. In recent discussions, however, it has heen
frequently suggested that a redistribution of labour
among the CMEA countries may become useful, and
that the progress of international co-operation may
stimuiate such transfers. However, in spite of con-
siderable and largely complementary differences in
the availability of manpower in various countries, it
is doubtful whether significant migration of labour
will develop in the near future, since in many coun-
tries such transfers are not considered as proper
instruments of economic policies. This attitude was
most explicitly expressed in Romania in an article®
indicating that, while the transfer of manpower
may be inevitable in private enterprise economies,
it is incompatible with the principles of the socialist
economies where central planning creates the pos-
sibility of fully utilizing resources without the need
to transfer labour even within national boundaries.
Though this attitude has not been expressed in such
explicit form in other countries, there is widespread
reluctance to accept the usefulness of large-scale
movements of labour.

The emphasis has been placed, instead, on increas-
ing the mobility of capital. Beginning with 1956,
the centrally planned economies have undertaken
joint ventures, mainly in the extractive industries.
Several jointly financed long-term projects have been
put into operation in some of the countries while
others are still in process of construction. The role
played by these projects in national investment plans
thus far, however, has been very limited. In Poland,
which is one of the main beneficiaries of these
capital flows, foreign participation in the joint ven-
tures, planned for 1959-1965, represents no more
than 2 per cent of total industrial investment.5
It i3 widely acknowledged that the scope of these
ventures is far too limited and that the develop-
ment of inter-CMEA co-operation calls for a much
greater transfer of capital from one country to an-
other. Comparatively little progress has been made
in these fields since 1962, It is believed that further
development of joint investment wiil depend on the
solution of two problems, The first is that an ac-
cepiable concept of international property be devised
which would afford the possibility of setting up
enterprises jointly owned and managed by several
countries. The second problem is that of creating
financial incentives for the setting up of such proj-
ects and for foreign investment in general. Under
present arrangements the participation of one coun-
try in the projects located in another country is
limited to financing. The enterprises are owned and
managed exclusively by the country in whose ter-

88 Fiata Econemica (Bucharest), 12 June 1964,
4201 Baﬁed en data indicated in A. Bodnar, op. cit, pages
to .
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ritory they are located. The credits offered by the
foreign investors bear, according to usual practice,
a nominal interest amounting to 1.5 to 2 per cent.
Since the gains from foreign investment are con-
siderably below those that could be obtained by
extending domestic productive capacity, the potential
investors are inclined to keep their participation in
these projects to a2 minimum. The only inducement
to invest is the obligation of the credit-receiving
country to ship to the investors part of the output
of the jointly financed project in repayment of
credits and on a purely commercial basis.

The importance attached to the solution of these
problems stems from the belief that adequate capital
flows would enable the CMEA countries to derive
considerable benefits from the wide differences in
their respective natural endowments. Although the
area is considered to be richly provided with raw
material deposits, most of these deposits are located
in the territory of the Soviet Union. The natural
resources of the other eastern LKuropean countries
are very unevenly distributed. Some couniries, such
as Poland and Romania, are refatively well endowed
in fuel and mineral ore deposits. Others, such as
Czechoslovakia or Eastern Germany, are in a much
less favourable position. Because of the extremely
high capital intensity of the extractive industries,
it is generally believed that the most efficient way of
expanding production of raw materials would be to
conceptrate on the development of the extractive
industries in certain countries, and to share the bur-
den of the required investments among all the coun-
tries.®® The absence of adequate inducements for
foreign investment was largely responsible for the
adoption of certain contradictory policies, detri-
mental to individual as well as to the collective in-
terests of the CMEA countries. Thus, some countries
relatively well endowed with certain natural re-
sources were reluctant to develop their extraction
over and above their requirements. At the same time,
however, faced by the inability to import other raw
materials, they were compelled to expand the ex-
ploitation of low-grade deposits of these materials,
which would never have been undertaken in more
normal conditions. The high capital cost of produe-
tion of raw materials, together with inadequate
capital flows, was also responsible for the emergence
of certain difficuities in trade hetween the more in-
dustrialized and the less industrialized CMEA coun-
tries In the initial stages of post-war development,
the less developed countries largely financed their
imports of machinery and equipment by exports of
raw materials. In the later stages, however, when
they had developed their own engineering industries,
they became increasingly reluctant to pay for their

02 For more details on this point, sce United Nations,
World Economic Swrvey, 1958 {Sales No 3011 C.1),
page 162.

imports in this way, and tended to exchange ma-
chinery against machinery. This pattern of trade ob-
viously created difficulties for the more developed
countries such as Czechoslovakia and Eastern Ger-
mauy in so far as it restricted their ability to acquire
raw materials in exchange for machinery and equip-
ment. Its effect on the less developed countries was
more complex. The growth of their engineering
industries was obviously an important factor for
their accelerated growth. It is less certain, however,
whether, in some cases at least, much better resuits
could not have been achieved if this process had
been conducted on the basis of co-ordinated de-
cisions, taking into account the benefits of economies
of scale which could be achieved by a more rational
inter-country specialization. This, however, could
not be accomplished without alleviating the burden
of investment in the extracting industries by an in-
flow of foreign capital,

The extension of capital flows together with the
introduction of various compensatory measures is
also expected to eliminate other difficulties hamper-
ing the growth of inter-country specialization. For
example, specialization has been discouraged by the
possibility of losses due to temporary declines in
output which would occur if the production of cer-
tain goods were discontinued and new lines of pro-
duction not introduced in their place. Similarly, the
decline in profitability caused by the high cost of the
newly introduced production lines in the initial
period, and the balance of payments difficulties result-
ing from additional import requirements discouraged
specialization. The importance of these problems
remained concealed for quite a long time because of
the limited scale on which specialization was tried
With the acceleration of this process these problems
have been brought to the fore.

These problems will obviously become more im-
portant as the international division of labour de-
velops further, especially if, as has been suggested,
specialization measures involve discontinuing pro-
duction of a wide range of industrial commodities in
favour of others. These difficulties were fargely
responsible for the reluctance of member countries
to accept the recommendations of the CMEA in-
volving the cessation of production of certain goods.
In consequence, the attempts of the Council to re-
duce the number of goods produced simultaneously
by several member countries have not heen very
successful, and achievements in this field consisted
at best in preventing any significant increase in
their sumbers ® According to widespread opinion,
the absence of appropriate incentives and compen-
sation was onte of the most important obstructions
to closer co-operation in this field.

68 See Plangvoe Khosyaisivo, No. 4, 1964, page 5
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In addition to the factors thus far reviewed, pro-
gress in the field of specialization and co-operation
among the CMEA countries has also been slowed
down to some extent by the preference given in
certain cases to trade with the outer area. While
the expansion of trade with private enterprise econo-
mies was not considered imcompatible with the
establishment of closer ties among the CMEA coun-
tries, it was felt that in many cases imports f{rom
the west included commodities which were either
available or could easily be produced within the area.
The preference for such purchases was largely moti-
vated by the higher quality of certain products pro-
duced in the west.

The effect of this attitude was twolold. It resulted
in certain restrictions of imports from the other
CMEA countries and it led to the continuation of
the production of certain goods, in spite of their
high cost, for the sole purpose of securing foreign
currency. Such production would have been dis-
continued had a much wider specialization been
achieved among the CMEA countries.

The difficulties encountered in extending economic
co-operation among the CMEA countries were fre-
quently aseribed to the lack of adequate methods of
evaluation and analysis. The progress achieved in the
application of such methods to internal planning
has not been matched by comparable achievements
in planning for the entire area, In view of this, the
impact of the recommendations of a specialized com-
mission of the CMEA couid not often be assessed
with any degree of accuracy. In many cases the
recommendations concerning specialization were sim-
oly based on the fact that specific production capaci-
ties existed in a given country or that certain com-
modities were traditionally produced in that country,
without sufficient attention being paid to the prob-
lems of relative costs and other factors. The impact
of specialization on balance of payments was fre-
quently neglected. These shortcomings were largely
caused by the fact that neither internal prices nor
the official foreign exchange rates could be used for
the required evaluation. The foreign exchange rates
in the centrally planned economies bear little refa-
tion to the purchasing power of the currencies, and
serve only as an accounting device. The methods
of price formation vary from country to country,
and within each country the rvelative prices differ
considerably from the relative costs of preduction
of various commeodities. In such conditions the com-
parison of foreign and domestic prices could not
yield any indication concerning the benefits to be
derived from foreign trade. The problems created by
the shortcomings of the price system were not in-
soluble, however., For eliminating the distortions
created by it and evaluating the profitability of im-
ports and exports on a more rational basis, most of
the centrally planned economies devised various

“efficiency” criteria. In some of these formulas the
domestic cost of commodities was calculated by
adding labour costs and depreciation at each stage
of manufacturing ; the total cost thus obtained was
then converted into foreign currency by specially
devised exchange rates™ The exchange rate was
determined as the ratio of domestic to foreign cost
of a basket of wage-goods. This exchange rate was
used for conversion into foreign currency of labour
as well as of capital inputs. The comparison of
foreign proceeds with the domestic cost expressed
in foreign prices served as an indication of the prof-
itability of exports of individual commodities, and
the comparison of the degree of profitability of a
wide range of exports and Imports provided the
basis for policy decisions concerning foreign trade.
These policies could not of course be determined
by profitability considerations based on such calcu-
lations alone. Since the trade of the centrally
planned economies is conducted on a bilateral basis
and in most cases with little use of convertible cur-
rencies, the comparison of relative costs has to be
supplemented by other considerations, such as the
availability of certain goods in individual partner
countries or the possibility of achieving bilateral bal-
ances. These factors can be taken into account by
introducing  additional coefhicients into the for-
mulas or by the use of differentiated exchange
rates in the efficiency caleulations. Selutions con-
cerning total trade can be found by the use of
linear or other programming techniques. Practical
difficulties have restricted the application of these
methods to the determination of geographical
and commodity distribution of exports on the basis
of a fixed volume of imports reguired for the
fuliiment of economic plans. It is believed, how-
ever, that similar methods can also be used for the
solution of macro-economic problems, such as the
determination of the volume of exports and imports
corresponding 4o the optimum utilization of re-
sources. %% While such calenlations have mostly heen
applied to the solution of current trade problems,
they have also been used to some extent for the de-
termination of medium-term investment policies in
cases involving import substitution or export pro-
motion, In such cases, investment efficiency for-
mulas, used for the choice between various invest-
ment projects, have been applied in combination

84 Several other formulas have been used for wvarious
purposes. See M. Rakowski (ed), Efcktyionosc Inwestycyi
(Warsaw, 1963), pages 273 to 323, and Fuesimyaya Tor-
govlya, No. 5, 1962 (Moscow). Sce also United Nations,
Economic Bulletin for Europe, vol. 11, No. 1, 1959 {Geneva),
pages 67 to 72,

8 For a detailed analysis of these methods, see W.
Trzeciakowski, Methods for the Determination of the Mar-
ginal Rate and Simplified Metheds for Analysis of the
Effectivencss of Foreign Trade (Warsaw, 1964). For a
discussion of the problems raised by the application of these
methods, see Zycie Gospodarcze (Warsaw), 7 March and
4 April 1965.
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with the foreign trade efficiency formulas described
above.#®

Although the new methods thus far applied have
been far from perfect, they have considerably im-
proved the planning of foreign trade, which, in con-
trast to the past, is being increasingly influenced
by macro-economic efficiency criteria. Since the
evaluation of the gains derived from foreign trade
is closely related {o the assessment of the advantages
of specialization, it has olten been suggested that
these methods could be used in the elaboration of
recommendations relating to further expansion of
the international division of labour among the CMEA
countries. The main difference between the use of
the techniques for planning current foreign trade
and their use for specialization is that in the latter
case the potential rather than the immediate gains
would be decisive. It is significant, however, that
while the uselulness of these techniques for the
evaluation of the efficiency of the trade of individual
couniries is generally recognized, their use for long-
teym decisions concerning specialization and the
international division of labour has been criticized
on fundamental grounds. The objections against the
use of these methods were, in fact, directed against
the systematic application of the principle of com-
parative advantage to the problems of international
division of labour among the CMEA countries.
They have ranged from the infant Industry argu-
ment te the view that in the long rus the com-
parative advaniage approach cannot provide any
indication of the most efficient pattern of specializa-
tion for individual countries. According to some
views, the extensive use of such criteriz would be
detrimental to the elimination of the differences in
the Tevel of development of the CMEA countries
The pattern of specialization determined by the com-
parative advantage approach. though eventually hene-
ficial for the CMEA community as a whole, might
be achieved largely at the expense of the less de-
veloped countries, thereby resulting in a widening
of the gap between the less and the more developed
countries of the group Tt is of interest to note that
while the case against the principle of comparative
advantage was not always stated in the CMEA
countries in as rigorous terms as in the wrikings
of many western economists, it was essentially sup-
ported by very simitar considerations Thus, it was
argued®? that any specialization hased on these prin-
ciples will he more heneficial to the more developed
countries bechuse the terms of trade are generally

W For the investment efficiency formulns. see [Forld Fco-
nonic Swrocy, 1959 (Sales No :60TTC 1Y, pages 104 to 110

07 See, for example, Kispasdasigi Ssemle, No. 6, 1962
(Budapest), pages 1026 and 1027, Plancooe Khosyaistoe,
No 8, 1963, page 73; Probleme Ecowomice, No 9, 1964
(Bucharest). pages 7 to 10 See alse J. Nevozamsky,
Farovnawdnt  chonomické iirovmé zemi RVERP  (Prague,
1064). pages 88 to 95

more favourable to countries exporting manufac-
tures than to those exporting raw materials and
food. Secondly, the income elasticity of demand {or
traditional exports of the less developed countries is
low, so that their exports do not expand as much
as do the exports of the more developed countries
with a rise in income. Thirdly, the lower hargaining
power of these countries reduces their share of the
gains from trade. Fourthly, the limited possibility
of reallocating their resources among the various
sectors to adjust output to the changes in the pat-
tern of foreign demand prevenis the less developed
countries from making the most of the trade op-
portunities opened up by international specialization,
For these and other reasons, the gains in produc-
tivity in the less developed countries are likely to
be transferred to the more developed countries by
the mechanism of price reduction of traditional ex-
ports, whereas the increase in productivity in devel-
oped countries tends to lead to Increases in domes-
tic wages and profits.

These views, generally defended both in the less
and in the more developed CMEA countries, have
usually been expressed in very general terms only,
without clear indication whether these shortcomings
of specialization are of universal validity or whether
they are caused by the use in CMEA trade of world
market prices. In some cases, i fact, it has been
stated that the unequal relationship between the
less and the more developed countries in the outer
world is being transposed to the CMEA countries
By the use of world prices, in spite of certain ad-
justments made for alleviating this effect. It is in-
creasingly believed, however, that these effects are
not the result of the pricing system alone but that
hasically they arise from the difference in the eco-
nomic struciure of the countries. Great prominence
therefore has been given in the resolutions of the
Council of Mutual FEconomic Assistance and in nu-
merous other statements to the need for developing a
“complex economy in each country. While the no-
tion of complexity has not been fully elaborated, it
has been broadly defined as an economy consisting
of all essential branches of economic activities, such
as agriculture, mining and manufacturing, and, with-
in the latter, producer as well as consumer goods
industries. In order to achieve this complexity in
the less developed countries, the growth of some
sectors or branches has to be given top priority;
thus, industry should develop faster than agriculture,
and the output of producer goods should grow faster
thar that of consumer goods. Special emphasis has
heen placed on the growth of machine building in-
dustries owing to their importance for technical
progress in other branches of the economy. A con-
sequence of this approach has been the belief that
infernational specialization should proceed along
intra-branch rather than inter-branch lines
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It may be of interest to note that some of these
views—which in 1962 were formalized in the Basic
Principles of International Sociglist Division of La-
bour--have been subjected to some, though rather
isolated, criticism. It has been stated, for instance,
that the priority assigned to the growth of producer
goods should be applied to the CMEA area as a
whole rather than to each country individually. It
has also been suggested that the high level of devel-
opment reached by certain agriculturally oriented
western European or overseas countries indicates
that the advantages of inter-branch, as compared to
intra-branch, specialization can indeed be large. The
same conclusion has been drawn from the analysis
of natural endowments in the CMEA countries. The
priority assigned to the growth of the engineering
industries in each country has also been guestioned
on similar grounds and it has been stated that the
tendency to develop industries already existing in
other countries may weaken the opportunities for
expausion of trade between the CMEA countries.®®
These opinions have remained isolated, however,
and have been strongly criticized in both the devel-
oped and the less developed CMEA countries. The
latter in particular have repeatedly stressed their
opposition to any departure from the principle of
complex development of their economies. Such a
pattern of complex development is obviously very
different from that which would obtain from the
application of the principle of comparative ad-
vantages.®® It is equally obvious that a pattern of
growth which in the long run is beneficial to an in-
dividual country may not be in agreement with the
interests of the area taken as a whole. The recon-
ciliation of these interests is not considered impos-
sible, however, provided that specific measures are
taken to compensate a given country for the eventual
disadvantages caused by its avoiding the expansion
of certain industries in the common interest.

Since decisions concerning the structure of domes-
tic outpat and of foreign trade are largely determined
by existing foreign trade prices, significant changes
in the pattern of specialization could be achieved
by modifications in the terms of trade. In fact, sev-
eral official documents as well as the Basic Prin-
ciples of International Secialist Division of Labour
state explicitly that the relations between the CMIA
countries should be conducted on the basis of a
separate price system which would introduce new
terms of trade differing from those prevailing in

88 See, for example, Nopd Ausl, No. 1, 1958 and
Wirtschaftswissenschaft, No. 9, 1961 and Nos. 4 and 8, 1963

88 Ty should be added that, even apart from the objections
indicated earlier, the principle of comparative advantages
is considered to be of rather limited use in solving the prob-
lems of specialization in the CMEA countries in view of
the fact that each country is assumed to be able to develop
full efficiency in each branch of the manufacturing industrv,
especially if the cost of research and experimentation is
shared by the community of co-operating nations.

the world market. The new prices, it has been stated,
should be fixed for a relatively long period. This
recommendation, however, has proved difficult to
carry out.

The need for a new system of prices in the foreign
trade of the centrally planned economies was ad-
vocated on various grounds. The most commonly
advanced reason was that in order to achieve a more
rational division of labour between the CMEA coun-
tries, the decisions taken by individual countries
must be based on a comparison of actual costs of
commeodities in various countries rather than on
comparisons with world prices, which are entirely
divorced from the cost relationships in the CMEA
area. In consequence, according to some suggestions,
the new prices should be based either on the cost
of the main exporter of a given commodity or on the
average cost of several producers weighted by their
share in total output or exports of the CMEA area.
Little has been said about the eventual adjustment
of these basic prices to the scarcity relations, or
about changes aimed at providing compensation
for the temporary or long-term disadvantages that
4 country may suffer owing to specialization. The
lack of adequate information on cost relations and on
the eventual price structure based on these relations
precludes any assessment of the anticipated differ-
ences hetween the present and the future terms of
trade and of the impact of the reform on various
courntries.

It has been recognized from the cutset that the
introduction of a separate system of foreign trade
prices for the CMEA countries may present con-
siderabie difficulties. Whatever the shortcomings of
the present system, it at least has the merit of hav-
ing been in existence for quite a long period of time,
Any transition to a new system is likely to raise
strong objections by countries for which the new
price relations might be less advantageous than the
old ones, Moreover, the severance of direct links be-
tween CMEA and world market prices raises addi-
tional complications by setting up a dual foreign
trade price system. One of the problems would be
the diversion of certain trade flows to other areas,
beneficial to some countries but hampering the ex-
tension of inter-CMEA specialization and co-opera-
tion. It is not surprising, therefore, that the idea
of introducing a new system of prices has not re-
ceived unqualified support. It has been argued, for
instance, that no country should be deprived of the
opportunity to trade with the outer area if the prices
received for its exports or paid for its imports prove
to be more advantageous than those established for
intra-trade Some apprehension has heen expressed
that the weakening of trade links with the western
countries could reduce the incentive for cost and
price reductions in the CMEA countries. In some
cases even the need for a separate price system hnas




CuHAPTER 4. RECENT ITRENDS IN THE CENTRALLY PLANNED ECONOMIES 193

been questioned on the grounds that, in view of the
growing share of production and trade of the CMEA
countries in the world total, prices in world trade
will be increasingly influenced by productivity rela-
tionships as well as by the supply and demand con-
ditions in the CMEA area, According to these views,
the differences between relative costs within the
CMEA area and the rest of the world would tend
gradually to disappear.™ Although the introduction
of a separate price system in the trade of the CMEA
countries was not aimed at the elimination or reduc-
tion of trade relations with the rest of the worid,
there is no doubt that its main purpose was to create
conditions for greater collaboration among the
CMEA countries. It was not, certainly, accidental
that the stress placed on the need for a separate
price system coincided with increased attention de-
voted to the problems of integration of the CMEA
countries. The introduction of separate CMEA prices
based on relative costs within the area may be a
means of achieving graduval elimination of differ-
ences between internal prices of various countries,
facilitating, along with increased mobility of factors,
the creation of an integrated economic community.
The elimination of the differences between domestic
prices and prices used in trade between the CMEA
countries would, in fact, leave only one system of
foreign trade prices, namely, those used in trade
with the rest of the world. In such conditions, cer-
tain trade flows with the rest of the world considered
to be incompatible with the over-all interests of the
CMEA area would he forestalled by the commu-
nity’s monopoly of its foreign trade

In the absence of such integration, the undesirable
effect of a dual system of foreign trade prices could
be eliminated only through the creation of a cus-
toms union which through appropriate export and
import duties on trade with the rest of the world
would abolish  the differences between world
prices and prices used in trade among the CMEA
countries.

But, in any event, the change to a new system of
foreign trade prices would entail a change in relative
profitability of exports and imports of various com-
modities. In consequence, a new price system would
be acceptable to the interested countries only if it
would not reduce their present gains from foreign
trade or if some of them were willing to carry the
hurden of an eventual redistribution of these gains
The assessment of the impact of changes in the price
system on individual countries and the finding of
solutions acceptable to all concerned represent an

70 For a detailed presentation of these views, see Der
Aussenhandel, Nos. 1, 4 and 5, 1958 and Nos 4 and 5, 1959
{Berlin} ; Politickd ckonomie, No. 7, 1960, and No 2, 1964
(Prague): W. Kunz, Grundfragen der internationalen
Wirtschafissusammenarbeit der Linder des Rates [lir gegen-
scitige Wirtschafishilfe (RGW) (Berlin, 1964), page 108

exceedingly difficult task, especiafly if this should
involve structural changes in production and trade.
It is not surprising, therefore, that little of the
urgency originally attached to this task has been
maintained and that the introduction of a new price
system is not contemplated for the time being.”

The difficulties encountered in the process of de-
veloping an international division of labour among
the CMEA. countries have been submitted to thor-
ough examination by the CMEA bodies and by in-
dividual countries as well as by an international
symposium of economists from these countries in
19637 Although the results of these reappraisals
have not been formulated in any single document,
the general trend as reflected in various resolutions
and statements has been in favour of the introduc-
tion of more realistic and more efficient methods of
co-operation. The elaboration of institutional and
policy measures aiming at the elimination of exist-
ing shortcomings has also been suggested. Recent
debates have indicated that it is generally recognized
that the policy of co-operation cannot, at the present
time, disregard the existence of national states, and
that the ultimate goal of a fully unified economic
community can only be achieved through a long proc-
ess of development in the course of which the dis-
trusts and the sense of national separateness in-
herited from the past will gradually disappear.?™
At the present time any attempt at creating a fully
integrated economy and eliminating state barriers
or at artificially accelerating this process is consid-
ered detrimental to the successful development of

the international division of labour among the CMEA
countries.

An important result of the recent reappraisal was
a clear recognition of the contradictions which may
arise between the interests of the CMEA area as
a whole and the interests of its individual member
countries. It has been stressed that these differences
are of particular importance in long-term planning
of investment and in shaping the structure of future
production and foreign trade. Thus, while from the
point of view of a given country the expansion of
certain industrial branches may be most efficient,
their location in another CMEA country might vield
greater increase in productivity for the area as z
whole. A global approach might obviously involve
for some countries slower rates of growth than they
could potentially achieve, resulting in under-utiliza-
tion of their resources, creating balance of payment

LTt hag been announced that the prices used in trade
between the centrally planned economies, which in recent
years have been based on 1957-1958 world prices, are to be
recalculated for 1964 and 1965 on the basis of average world
prices during 1937-1961

72 An abbreviated report on this symposium was published
in World Marxist Review (Problems of Peace and Social-
fsm), vol 7, Nos, 4 and 6, 1964

™ Ibid, vol 7, No. 4, 1964, page 55
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difficulties or requiring the outflow of manpower and
capital. It is obvious, therefore, that as long as sepa-
rate national entities exist, the prospects for inter-
country specialization will have to be judged from
the point of view of national interest.

The existence of these problems was largely re-
sponsible for the reluctance of many countries to
engage in far-reaching specialization agreements.
Apprehension that such agreements would sacrifice
the interests of the small or less developed countries
to the over-all interests of the community or to those
of the more developed countries has made them
difficult to accept. In consequence, it bas recently
been reaffirmed that the existence of these potential
differences in national and over-all interests precludes
the use of the glohal efficiency consideration as the
sole or even as the most important criterion for the
determination of the international division of labour
among the CMEA countries.

It is believed that the solution might be found in
improvement of the methods of co-ordination of
national plans thmugh the introduction of a dual
approach, consisting in comparison of specialization
schemes suggested in the preliminary drafts of na-
tional plans with those developed for the area as
a whole.™ The confrontation of such nationally de-
termined drafts with alternative evaluations of the
most effective solutions from the point of view of
the CMEA community will more clearly show the
henefits and the losses involved in different variants
of the plans. This will provide the basis for recon-
ciliation of conflicting interests through the choice
of an optimum variant acceptable to all parties as
well as for devising measures for compensating the
countries which might suffer temporary or long-
term disadvantages owing to the adoption of a par-
ticular plan of specialization. Among these measures
an increasingly importani part is to be played by
capital flows among the CMEA countries

Since the attitude towards further extension of
the tnternational division of labour is dependent upon
a clear assessment of the effects of the proposed
changes on individual countries, considerabie atten-
tion is being devoted to the elaboration of the meth-
ods of evaluation of relative and absolute advantages
of specialization. As already stated, the difficulties
involved in international comparison of cost, pro-
ductivity and profitability of various undertakings
are particularly great in the centrafly planned econa-
mies because the existing system of prices is en-
tirely inadequate for such calculations. Moreover,
while more fully satisfactory methods of caleulation
are being devised by the CMEA commissions, opera-

T+ On the dua! approach to planning of inter-CMEA spe-

cialization, see Fldwované hospedifsiol, No. 1, 1965
(?tagus) page 73, Voposy Ekonomiki, No. 11, 1963,
page 7, and Nowe Drogr, No 9, 1963, page 6L

tional decisions are being taken on the basis of re-
sults obtained by methods similar to those used in
the evaluation of efficiency of investment and foreign
trade in individual countries.’® Considerable stress
has also been placed on the development of a system
of guarantees against the risk of non-fulfihment of
spt_mailzatmn arrangements, including penalties [or
failure to conform to purchase and delivery agree-
ments with respect to the amounts, type and quality
of goods and delivery schedules. It has also been
stated that each country should accumulate reserves
of goods and convertible currencies to be used in
cases where they are not able to [ulfil their export
obligations out of curreat production.™ The absence
of such guarantees has been an important cause of
the reluctance of several countries to enter into such
agreements. Since the trade of the CMEA countries
has been conducted on a bilateral basis and in un-
converiihle currencies, the failure to deliver or pur-
chagse goods under the specialization agreements has
entailed considerable losses for the country which,
in accordance with the agreements, has discontinued
output of certain goods or has introduced new pro-
duction lines. This reluctance has been considerably
strengthened by the lack of any certitude that the
partner country would keep abreast of technical de-
velopments, modernize its output or share the gains
from increased productivity with the purchasing
country.

The impact of the measures for creating more
effective machinery for mutual co-operation is likely
to be reinforced by the reforms being introduced
in planning and management in the centrally planned
countries. For example, the decentralization of man-
agement which provides greater scope for autono-
mous decisions of the enterprises and the new system
of incentives may considerably increase the interest
of individual enterprises or of their assoclations in
international specialization, It is widely recognized
that they are often in a better position than are the
central bodies to evaluate the advantages and the
extent of useful specialization in the specific fields,

6 Sec above, More complex calculations would be required
for efficiency evaluation from the global point of view since
adequate results would presuppose the use of shadow prices
reflecting relative scarcities in the CMEA area as a whole
In view of the extreme complexity of such calcuiations,
more approximate methods have been suggested, It is be-
liecved that the methods used to assess the profitability of
joint iovestment projects could be applied here as well
In such evaluations cost is measured in prices of the country
where the investment project is to be located These costs
are then converted into 2 common monetary unit by using
separate coefficients for each cost component. The minimum
rate of proftability required is to be determined by the
cconomic commission of the Council of Mutnal FEconomic
Assistance. Tt is generally believed that this method is
capable of wyielding a fairly mood approximation of the
eptimal solutions,

For more details, see Plangroe Khosyaistvo, No 11, 1961,
an(I Inwwestyeje 1 Brra’owmc!zuo No. 12, 1964 (Warsaw)
1%5 6See [konamicheskaia Gaseta (Moscnw) 31 March
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and it has been suggested that direct contact be-
tween enterprises of various counfries could give
a mew impetus to specialization agreements, subject
to final approval by central authorities. This tendency
was clearly reflected in the new regulations gov-
erning the activity of enterprises in Eastern Ger-
many, which provided that the associations of the
enterprises should formulate their own proposals
for specialization and co-operation with enterprises
in other CMIA countries. According to a recent
- statement, cerfain large enterprises and associations
in some CMEA countries have heen authorized to
sell directly not only on domestic but also in foreign
trade markets. They have also been authorized to
establish direct relations between suppliers and pur-
chasers within their countries as well as with the
corresponding economic organs in other CMEA
countries.” The Czechoslovak, Hungarian and Pol-
ish steel industries have set up a common organiza-
tion called “Intermetal” which has since heen joined
by Bulgaria, Eastern Germany and the Soviet Union
Intermetal began its operations as of 1 January
1965 Its immediate objectives were to develop pro-
duction of certain rolled sections in short supply,
to stimulate the adeoption of unified production stand-
ards and provide for a more efficient utilization of
existing capacities. Special importance has been at-
tached to the last objective since production capaci-
ties in the member countries-—although in many ways
complementary-—have not always heen fully utilized.
At a later stage Intermetal is to develop, in close
co-operation with the iron and steel commission of
the CMEA, long-term specialization and investment

T Ihid

Summary and

This review of developments in the field of eco-
nomic co-operation among the CMEA countries in-
dicates that, despite expansion of trade and the sub-
stantial role played by Inter-country credit financing,
mostly by the Soviet Union, the co-ordination of
economic plans and the extension of inter-country
specialization are stiil not very far advanced MHow-
ever, a survey of current views suggests thai the
possibility of and the need f{or raising the over-all
efficiency of the CMEA area by moere rational and
more extensive intra-CMIEA division of labour is
fully realized in all the centrally planned countries.
Concentrated efforts are being devoted, therefore,
towards improving the methods and policies of inter-
country co-operation so as to create the conditions
necessary for juller utilization of the potentialities
of specialization.

A significant feature of recent developments has
been the intensive search for ways and means of

plans in these industries. Other joint inter-country
producers’ organizations have also heen sel up in
other industrial branches, although on a more re-
stricted scale. The future development of this type
of organization is to play an increasingly important
role in the field of specialization and co-operation.

It has previously been mentioned that the creation
of the International Bank for Economic Co-opera-
tion was expected to foster the development of muli-
lateral settlements among the CMEA countries, the
absence of which has been restraining the growth
of the international division of labour. The influence
of the Bank on multilateralization of trade is in-
significant at present mainly because the net bal-
ances expressed in terms of transferable roubles
could not, in fact, be used for purchases in other
CMEA countries without additional bilateral agree-
ment. In consequence, the transferable roubles have
mainly been used as an accounting unit for clearing
purposes with small influence on the multilateraliza-
tion of trade. It has been suggested, therefore, that
greater multilateralization of trade could be achieved
by the introduction of convertibility of the transfer-
able roubles into gold or into convertibles currencies
of the western countries. This could he achieved
gradually in stages, by making only 10 per cent of
the outstanding balances convertible into gold or
convertible currencies as the first step and by increas-
ing this ratio in successive steps to 100 per cent over
a period of several years. The possihility of using
them for purchases in the world market would re-
move the reluctance to accept transferable roubles
for settling net balances. ™

T8 Trvbuna Ludw, 27 Aprit 1963

conclusion

reconciling the differences that might arise between
the interests of individual countries and those of
the arca as a whole. The efforts, apparent in all
CMEA countries, are directed towards the elabora-
tion of new methods of evaluation of relative and
absolute advantages of various specialization schemes,
and towards the introduction of new institutional
and policy measures fostering closer co-operation.
The more realistic approach to the solution of these
problems is reflected in the stress faid on the need
to create conditions providing individual countries
with cconomic incentives for greater specialization
and co-operation within the CMEA area.

These approaches are, in many respects, similar to
the efforts now being made in all CMEA countries
to solve their internal economic problems. As shown
in the section of this survey dealing with the changes
i planning and management in the centrally planned
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economies, the decentralization and the enlargement
of the autonomy of enterprises require the elimina-
tion of the differences between the interests of in-
dividual enterprises and the general interests of the
economy as reflected in the central plan. As in the
field of inter-CMEA co-operation, this reconcifia-
tion is to be achieved by evolving a system of eco-
nomic incentives inducing the enterprises to act in
conformity with the general interest.

The links between the internal and external
changes are not confined to this similarity of ap-
proach. These changes are, in fact, complementary
and mutually reinforcing. The elimination or attenua-

tiont of the existing obstacles to greater inter-CMEA
co-operation and the establishment of closer relation-
ships among the enterprises or their associations in
various countries are expected to create new stimuli
for improving the efficlency of national enterprises.
At the same time, through greater reliance on their
self-interest, it is hoped to induce the national enter-
prises to seek improvements in CMEA specializa-
tion and co-operation. Introduction of new methods
and policies in the field of internal as well as ex-
ternal economic relations is expected to release new
potential rescurces for future growth of the CMEA
countries,






