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FOREWORD

The present report is the second part of a twa-rert Survey beocing preserted in
response to General Assembly resolution 118 {IT). Tort one of the World Economic
Survey, 1973 1/ dealt with population and development. This part is devoted to
a review of current trends in the world economy.

The report is divided into four chapters. The first presents an overview
of world production and trade and then proceeds to a brief analysis of three of
the main Ffeatures of the global economic scene in 1373 - the rise in commodity
prices, the world food situation and the world enersy situation. The rest of the
curvey examines recent economic developments affecting the supply and use of
Tesources and the state of internal and external balance in the developed market
economies (chapter II), the centrally plarned economies (chapter ITII) and the

leveloping countries {chapter ). 2/

The report was prepared in the Centre for Development Planning, Projections
and Policies of the Department of Econemic and Social Affairs and is based on
data available to the Secretariat in April 197h.

1/ United Nations publication, Sales Mo, E.Th.II.C.1.

2/ The division of countries into three groups is a matter of statistical
convenience and does not necessarily imply any judgement about the stage reached
by individual countries in the development process.
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EXPLANATCRY 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 sien (.) indicstes 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, e.g., 1961-1963,
signifies the full period involved, inecluding the beginning and end years.

Reference to "tons" indicates metric tons, and to "dollaprs” (%) United
States dollars, unless otherwise stated.

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:

CMEA Council for Mutual Economic Assistance

IEC Furopean Bconomic Community

EFTA Buropean Free Trade Area

TBRD International Bank for Reconstruction and Development
IMF International Monetary Fund

QECD Organisation for Zconomic Co-operation and Development
QPEC Organization of Petroleum Exporting Countries

SER special drawing rights

The designations employed and the presentation of the material in this
publication do not imply the expression of any opinion whatsoever on the nart
of the Secretariat of the United Wations 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 I

SALITUT FRATURES OF THEL WORLD ECONOMY

The period under review was one of the most turbulent in recent aconomic
history. The upswing in production that got under way in mid-1971 proved to be
the most concerted and rapid ever recorded, and it took place against a background
of marked instability, both internal and external.

World agricultural production, which had actuzlly declined bebtween 1971 and
1972, rebounded in 1973: early estimates suggest that gross output was 56 per cent
above the 1072 level. The expansion in supplies faciliteted a further
increase in manufacturing activity, and as a resulcg, the value added in world
industry rose by nearly 10 per cent petween 1072 end 1973. With international
trade running at a record level, the gedin in the over-all production of goods
and services vas of the order of 6.7 per cent, The increase was slightly
below that in the developed marled ecconomies =snd somewhat eorcoter in the
centrally planned economies and the developing countries.

ithenn 1973 opened, almest all the market econonies were facing rates of
unemployment that were regarded as undesivably high, At the same time, most of
them were pursuing anti-inflationary policies designed to slow down the rate atb
vhich prices had been increasing. Hotvithstanding the adjustment in exchange
rates that hed occurred since the amithsonian realignment of December 1971, trade
and payments imbalances were shoving little sign of being correctad: the major
deficit countriss were still lcosing reserves and the major surplus countries still
zeining them. In the wake of the poor harvests reaped in a number of areas in
1972, record grain shipments were agpravating the payments problem of the importing
countries and the food price problem in the exporting countries,

Tarly in 1973 a massive movenent of funds from weak currencies to those
considered strong brought to at leazt a temporary halt efforts to recounstitubte a
fixed rate régime: by the eud of March most currencies were floating, subject
only to official intervention on the narket, intended to maintain certain key
relationships - as in the case of the principal European Deonomic Community (E%C)
currencies - or to prevent sudden or disruptive changes.

Coning as it a&id at e time when primary cormodity supplies were under
considerable strain, this freeins of the international monetary system from the
anchor effect of the Bretton Voods arranpenent pave rise to enhanced activity on
many commodity markets - some essentially speculative in nature, others reflecting
the desire to maintain or expand inventories and all, in varying degree,
representing a certain distrust of particular currencies or of money in general
as a store of value, The dollar price index of primary commodities entering world
trade rose by ebout two thirds in the course of the vear and the price of gold
on the free market doubled.

The upsurge in commodity prices - the steepest since the Forean conflict at
the beginning of the 19505 - was not solely, or even mainly the result of cwrrency



depreciation and uncertsinty, It reflects a considerable expausion in demand and

a variety of supply difficulties. 1o mid-19(3, world industry was operating at
over 10 per cent above the corresponding 1972 level and there was a similar
increase in its rav material intake. As the year advanced, however, signs of
shortages multiplied. Some stemmed -~ like the poor grain crops referred to sbove,
from drought, fleoods and cother unfavourable natural conditions, as in the case

of soya beans in the United States of America, ground-nuts and cocoa in Vest Africs,
fishmeal from Peru and cotton and sugar in several countries. Political and
logistical difficulties held back copper production in Chile and Zambia. Lack

ef capacily - reflecting low levels of investment in the 1970-1971 recession and

in some cases the delay or postponement of investment because of environmental
considerations - began to affect the flow of production in a number of raw materisl
producing industries, including pulp and paper, nitrogen and various petrochemical
feedstocks and, in some countries, even steel and cement. And, most important

of all in terms of the volume of international trade involved, the price of crude
petroleum, set Ly the major exporters, doubled in the first 10 months of the

year and was doubled again at the beginning of 197h. At the same time, production
was cut back and deliveries controllied in sccordance with criteria decided on

Ly an exporter cartel,

The upsurge in commodityv prices greatly complicated the efforts that most
countries had reactiviated in 1972 to moderate internal inflation., Price and
vage restraints began to result in anomalies and inequities that becane
progressively less acceptable. As anti-inflation measures were intensified, the
growth of production decelerated and by the end of the year, when energy shortages
began to disrupt economic activity, a discernible slowdown was under way.

The upsurge in commedity prices also brought aboub a marked shift in
international monetary reserves: the year saw a SDR 1 billion decline in the
developed market economies and a SDR 7 billion increase in the developing countries,
The rise in the price of petroleum made it virtually certain that this transfer
would continue, and in the case of the petroleum exporters, at a much greater
rate, The crucial problem had become one of deploying the foreipgn currency newly
acquired by petroleum exporters to finance - through purchases, loans and
investments - the payments deficits that would open up for the petroleum importers
and thus reduce the risk of defensive actions that might set in motion a cumulative
process of contraction in trade and production., As 19Th advenced, the most
vulnerable countries seemed to be those developing countries depending greatly on
food and petroleum imports while earning much of their foreign exchange by exporting
one or other of the commodities that hed risen least in the price upsurge - jute
and tea, Tor example, or some of the mineral ores, such as iron, chrome and nickel,

Yorld production

Total production of goods and services continued to increase vigorously in
1973. The combined gross domestic product of the developed market economies was
about 6.5 per cent above the 1972 level. "The net material rroduct of the centrally
planned economies of Eastern Burope, which had experienced some deceleration in
1972 in the wake of a disappointing harvest in the Soviet Union, recovered
sharply, to register a gain of 7.l per cent. The developing countries recorded an
even higher growth rate: reflecting a strong recovery in agriculture in some of
the countries that had had cron failures in 1972 and a buovant international demand




for many of their products, preliminary estimetes suggest that over-all production
rose by about 7.2 per cent between 1972 and 1973. Thus, in the first three years
of the 1970s, growth in the global product accelerated from 4,2 per cent in 1971
and about 5.4 per cent in 1972 to a provisional figure of 6.7 per cent in 1973
{(see table I-1).

As implied above, the least stable element in this growth was agricultural
production which actually declined in 1972 before getting back on trend with a
particularly large gain. There was a notable recovery in the Soviet Union and
southern Asia, the two areas that had suffered the sharpest setback in 1972. Swings
in the opposite direction -~ up in 1972 and down in 1973 - were registered in
Vest Asia. Africa and Oceania also reaped smeller crops in 1973 than in 1972,
Horth America, a vital source of food exports, posted a modest 3.4 per cent
increase, not sufficient to permit the rebuilding of stocks to a safe level from
a global viewpoint, There was a much smaller increase in the mein importing
regions, Western Zurope and Japan., This, combined with the delivery of food-stuffs
contracted for in 1972, ensured a high level of agriculfural trade in 1973,
notwithstanding the restraints that were placed on varicus locd exports by a number
of countries seeking to ensure domestic supplies. In the aggregate, gross
agricultural output increased twice as Tast between 1972 and 1973 as the average
in the first two years of the decade (see table I-2).

On a year-to-year basis there was also a marked acceleration in industrial
activity: in the aggregete, production increased by almost 10 per cent in 1973,
compared with 7 per cent in 1972 and less than 4 per cent in 1971, By far the
greatest gains in 1973 were in Asia, both in Japan, where recovery Irom the
1970~1971 recession continued with great vigour, and in the developing countries
of the region, where the expansion in industrial output between 1972 and 1973 was
also well above the rate recorded in the preceding interval. At a lower level,
there was & second doubling in the industrial growth rate in the developed market
economies of the southern hemisphere. Only in the developing countries of Africa
was there any slackening in the pace of industrial growth (see table I-3).

In the Soviet Union, the output of light industry recovered steadily during
the year from the setback occasioned by the poor agriecultural performance of
1972: by the fourth quatrter, the output of the textile hranch in the [urcpean
centrally planned economies was running at 6 per cent above the corresponding
1972 figure, and that of the food branch was 9 per cent higher (see table i-4),
The production of heavy manufacturing continued to expand at 2 steadier and higher
rate, ranging from about 6 per cent a year in the case of basic metals to about
13 per cent in the case of chemicals.

In the developed marlet economies, the upsurge in industrial production that
hed begun in 1971 in Uorth America and in 1972 in Western Uurope and Japan
continued into 1973. On a year-to-year basis, the output of heavy manufacturing,
which had risen very little in 1971, jumped by over 12 per cent between 1972 and
1973: chenicals by 11 per cent, basic metals by 13 per cent and melbal products
by 1b per cent, Light manufacturing again increased by 5-6 per cent - food
production somewhat more than between 1971 and 1072, textile production somewhat
less. The year saw the peak of the cycle: in the second half, the rate of
advance slackened perceptibly and the increase in total industrial production
dropped back from 11.5 per cent in the first quarter to 7.6 per cent in the Tourth.



There was also soms tendency for the expansion in manufacturing to decelerate
in the develonin, countries. It vas most merked in the textile industrv in which,
by the third quarter of 1973, tle rate of ~rowbth had dropped below G per cent. But
it also occurred in the basic metals industry whose output was increasing by only
3 per cent by the third quarter,

Expressed in terms of the physical output of the major commodities, these
swings in economic activity lie behind some of the changes in prices and trade that
occurred in this pericd. World production of the prinecipal food-stuffs - wheat,
maize, rice, potatoes, sugar and vegetable oils - after declinins between 1971 and
1972, registered a widespread and significant recovery in 1973. In most cases this
brought production back on to the longer term trend but, in the face of continuing
increase in populaticn and a rapid rise in incomes, the gain was generally
insufficient to restore inventories to the desired level.

Coffee production, which had been recovering rapidly from the poor 197G/TL
crops, had e setback in 1973/7h: f(rosts in Brazil and drought in Uest Africa
brought output down to the average for the second half of the 1960s. Coecoa
production, which was groving slowly in the early 1970s, fell back sharply in
1972/73, and the 1973/Th crop is estimeted to be only about 10 per cent above the
average for the second half of the 1960s. Tea was one of the few food items whose
output increased fairly steadily in the period {see table I-5}.

Cotton production also continued to increase, though after two sizable gains,
the 1973/T4 crop is estimated to be only marginally above the previous one, Two
good jute/kenaf crops have made up for the disruption in the Gangetee plains that
reduced output in 1971, Wool is the only major fibre to experience a continued
reduction in output in the first three years of the 1970s. The production of
natural rubber, which had been increasing very slowly, rose by about 8 per ecent in
1973 as high prices encouraged more tapping.

Among the major minerals, only tin recorded a reduction in output in 1973.
Except in the case of aluminium, however, the expansion in production of the
non-ferrous metals was small compared with the previous year's recovery gains and
well below the long-range average. In the case of iron and steel, however, the
increase that had got under way in 1972 continued into 1973 ard the vear's output
was about 11 per cent above the previous vear's level., Cozl and petroleun
expansion was also above the long-term average: production of the former rose by
over 8 per cent, an increase without precedent in the past two decades.
Notwithstanding the cutback in production by members of the Organization of Arab
Petroleun Exporting Countries (OAPEC) in the last quarter of the year, world
output of crude petroleum was 9 per cent above the 1972 level - a higher than
average rate of growth., FElectricity production continued the 8 per cent expansion
that had characterized the previous year.

The prices of commodities in international trade

Though, with a few exceptions, the production of the important commodities in
world trade registered average or better than average gains in 1973, markets
remained generally unsatisfied, and prices rose repidly., Demand came from the
higher rate of industrial activity and the conseguential incresse in raw meterials
intake, from the increase in per capita incomes -~ 5 per cent between 1972 and 1973
from the desire to reconstitute stocks that had been depleted as a result of crop

Tl




Figure |. Export price indices of selected commodity groups. 1972:1974
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failures and other production difficulties in 1972, from a desire for protection
against both further price increases of particular commodities and, more generally,
the depreciation of various currencies.

In these circumstances, very few prices remained anyvhere near stable and ,
in dollar terms, many more than doubled in the course of the yvear and some increased
more than three fold. On average, for the year as a whole, the prices of primary
commodities moving in world trade vere over 40 per cent above the 1972 level and
+he increase wvas accelerating ~ from 2l per cent above the corresponding 1972
tigure in the first quarter to 61 per cent in the final quarter, with some major
price rises still to come.

The upsurge in commodity prices began in mid-19T72 when the implications of
the massive wheat transactions that had just been negotiated betbween the Uanited

States and the Soviet Union ;j began to be appraised in relation to exporters’
stocks and expected autumn cereal harvests end probable import requirements of
China, gj South Asia and other areas that seemed likely to have food deficits in
1972/73. 3/ At that stage, relative to 1970, the highest price level apmong the
major commodities in international trade was that of crude petroleumn. =/ In the
course of the third quarter, petroleum was overtaken by wheat, sugar and textile
fibres, end in the fourth quarter by cereals as a whole. Though petroleum prices
were raised in each quarter of 1972, in line with the Teheran Agreement between
OPIC and the mining companies, arcund the middle of the year they were overbaken

by those of oll-seeds and rubber (see figure ).

Tn mid-October 1973, wnder the stress of another Arab-Tsraeli war and the
breakdowm of OPEC-company negotiations, the Gulf members of OPEC raised the
selling price of erude petroleum O 43,65 per barrel and sei the posted price ab
k0 per cent above that level, namely, §5.12 or 70 per cent above the negotiated
figure that had become operative at the beginning of October. 5/ Other petroleum

i/ United gtates exports to the Boviet Union, chiefly grain, rose steadily
and rapidly from %80 million in the second guarter of 1972 to $38k milliion in the
second guarters of 1973 before levelling off: on an annual basis, vheat shipments
increased from 2.7 million tons in 1972 tO 8,7 million tons in 1973, feed-grain
shipments totalled just over b million tons in each year, and soya bean shipments

increased from 392,000 tons to 18k ,000 tons.

2/ United atates food exports to China also rose steeply. Shipments of grain
vere four times as great in 1973 as in 1972: vheat shipments increased from

0.6 million tons in 1972 to 5 6 million tons in 1973 and feed-grain shipments from
0.4 million tons to 1.k million tons.

;/ There was an increase in United States vheat shipments to the geveloping
countries of West Asia (1.% million tons in 1972 to 1.9 million in 1973}, South
Asia (2.8 to 3.4 million tons) and south-eastern and sastern Asia (3.7 to 4.1
million tons).

4/ The posted price of crude petroleum in mid-1072 was 38 per cent above the
1970 average, which iIn terms of United States dollars was little changed from the
1950 level. Marketb prices had also risen by about 40 per cent since 1970 when they
were about 10 per cent below the 1960 level and 30 per cent below the level of the
mid-1950s before discounts had opened up.

5/ The prices are for Arabian light oil (34°, f.0.b. Ras Tanura). The
background to these developments is discussed below in a section on the energy
situation.

I-5



exporters followed this lead and as a vesult the average level of posted prices
Jumped by almost G0 per cent between the third and fourth quarters of 1973. This
brought it to within a few points of the cereal price, wvhich at that stage was
about 170 per cent above the 1970 base.

In December 1973, the Gulf members of OPEC made ancther unilateral price
determination, raising the government "take” on Arabian light oil from just over
%3 a barrel to $7 from the beginning of 19Th. The effect of this was to raise the
market price (which includes production costs and company profit) from an average
of about $3.80 to about $8.20, and the implicit posted price (assuming the old tax
end royalty formula) from $5.12 to $11.65. This was an increase of 128 per cent,
and it thrust the petroleum price index far above that of any other commodity: it
was over six times the 1970 level, twice the advance registered by the nearest item
on the list of price gains, namely, vheat. Horeover, while the wheat price began
to weaken as 197k progressed and forecasts of the year's harvests began to come in,
the new high price for petroleum was reaffirmed for the second quarter.

The first big rise in petroleum prices came in the last quarter of 1973; and,
given the long journey taken by crude oll, through tanker and refinery, before it
reaches the market, the impzct was not fully felt until 1974, In the case of
vheat, howvever, the increase was being transmitted through the world economy before
1973 began. The repercussions were magnified by the shortfalls that had occurred
in the 1972 rice and ground-nut crops and the production of fishmeal in Peru. The
result was an unprecedented upsurge in the prices of virtually all the basic
food~stuffs whether used directly or as inputs into the livestoclk and poultry
industries. The price of vheat doubled in the course of 1973; that of rice
increased even morve., 6/ lost of the edible oil-seeds registered a two to threefold
increase in price: soya bean prices trebled between mid-1972 and mid-1973 bhefore
receding, copra and most of the vegetable oils continued rising till the end of
1973 (see table I-6).

The shortage of oil-seeds and fishmeal pulled up the prices of other
feed-stuffs. Maize prices reached a peak in the summer, August guotations being
well over deuble the corresponding 1972 figures. Though there was an easing of the
market thereafter, prices at the beginning of 1974 were still 60 per cent above
those of a year earlier. The rise in feed prices soon affected the prices of
poultry and eggs: by the last guarter of 1973 these were about 80 per cent above
the corresponding 1972 level. Meat - one of the most buoyant commodities in
international trade, enjoying an average annual price increase of about L per cent
in the 1950-1970 period - was also affected: beef prices were up by almost
€0 per cent over the year and pork and bacon prices by only slightly less. These
trade prices exerted a strong influence on domestic farm prices in many countries
and were largely responsible for the steep climb in the food price index at the
retail level (documented in chapter IT).

Apart from the impact of developments in the grains-livestock circuit,
consumer food prices were also affected by changes in the sugar and beverage crops
markets. Tightness in the world sugar market had developed in 1971: the average
level of prices in 1972 was already double the 1970 figure. The raw sugar price
remained fairly stable betwveen 9 and 10 United States cents a pound f.o.h. in 1973

a2

6/ In January 19Tk Thai rice was being quoted f.o.b. Bangkok at three times
the price of a yvear earlier.

I-6




however, and it was only towards the end of the yeer that apprehension about the
adequacy of the 197h/197k crop in the face of rising consumption drove the price
up sharply. DBy Jdanuary 197k, the world market price shood at over 60 per cent
ghbove the corresponding 1973 level (and 40 per cent shove the equivalent United
States guota price, which is usually by far the higher).

Tn the case of the beverage crops there is a sbharp contrast between coffee
and cocoa, whose long-term price trend has been glightly upwards, and tea whose
price hag been declining. There is slso a contrast between coffes whose price has
been relatively stable ir recent years (under the influence of the International
Coffee Agreement and the existence of a large Brazilian inventory) and cocoa whose
price has been particularly volatile.

Coffee prices, which had fallen back in 1971, began a slow recovery in 1972
and this continued through 1973: comparing siceessive January prices, each of
these vears sav a gain of about a fourth in the New York guotation - well below
the increases regisbersd by most other commodities. Cocos prices had also declined
in 1971, but their recovery in 1072 was more rapid ~ a gain of L5 per cent in the
c.i.f. Wew York quotation - and it went on to a doubling in the first half of 1973.
Though there was sone slipping in the second halfl of the vesr, bthe price at the
beginning of 1974 was twice the 1072 average and it ushered in e further upsurge as
the 1973/7h crop was seen Lo be smaller than the need implicit in the cyrrent rate
of grinding. In contrast to these gvings, the tea market remained virtually
gtagnant: prices realized in 1073 were not very different [rom those of the
previous year and almost a rifth below the 1060 average. Thus, despite the
gpectacular rise in cocoea prices, the beverage Crop &8 a grovp seted as 2 drag on
the price index of food-stulis moving in internsiional trade.

Tn general, rav materials marlets were less affected than food-stuffs markets
Ty changes in world supply and were affected to a much greater extent by the
ppswing in demand avising from the expansion in momufacturing activity in
1972-1.973, impinging on a producticn capacity that was difficult to increase in
the short run. The rvesult was a rise in price no less dramatic than that recorded
Ty fTood-stuffa: the increasse between 1972 and 1973 was about 4O per cent for
non-ferrous metals and wood and wood~pulp, 60 per cent for fibres and almost

100 per cent for rubber. And in esch case the rise during 1973 was sharper than
this year-to-year increase.

Py the last guarter of 1073, lumber prices wers averaging about 50 per cent
above the corvesponding 1972 figure and pulp prices aboutb 60 per cent above. The
inevesse in mebal prices ranged from a mere il per cent in the cage of aluminium
to a doubling for coppey and a trebling for zine: for the major non-ferrous
metals as & group, the price inder at the end of 1973 was about TO per cent higher
than a vear eaylier. The fibre group I istered a similar increase: at the one
evtreme jute prices were little changed; at the other zisal, which had recovered
from very Jow prices in 1971 and 1972, increased between two and threefold during
1973. The price of natural rubber, which had also fallen to relatively low levels
in 1971 and 1972, also staged a nobable recovery in 1973, more than doubling in
the course of the year: the few York price at the heginning ol 19Tl was three
times the 197L-1972 average.

i

Responding to the increase in demand, the incresmse in cosbs and the
devaluation of the dellsr, ths average price of manmfactured goods moving in



international trade also accelerated sharply in 1973. Compared with an average
annual rise of about 2 per cent in the period 1950-1970, it rose by about

8 per cent between 1971 and 1972, 16 per cent between 1972 and 1973 and over

20 per cent in the course of 1973. The terms of exchange between primary
commodities and manufactures thus moved strongly in favour of the former in 1973 -
by over a fifth on a year-to-year comparison and by about a2 third during the year.

Not all primary commodities improved the rate at which they could be exchanged
for manufactured goods, however. Among the food-stuffs, butter, cheese, tea and
bananas lost ground, as did tobacco. Among the fibres, flax as well as jute
fetched lower relative prices in 1973. Among the metals, aluminium and nickel
(the two with a history of stable, producer-fixed prices) were the only ones to
fall behind, though several of the ores that are usually sold on long~term
contracts (iron, chrome and phosphates, in particular) also recorded only a small
change in average price.

The hasket of non-feryous metals exported by the developing countries rose
in price appreciably more than that exporited by the developed market economies -
85 per cent as against 61 per cent during 1973. The same is true of the basket of
primary mineral products and the basket of fibres and agricultural raw materials.
In the case of food-stuffs, however, it was the basket exported by the developed
market economies whose price rose most - 62 per cent against Ul per cent in the
course of 1973 or 51 per cent as against b1 per cent on a year-to-year comparison.

Changes in world trade

Inernational trade was among the most dynamic features of the world economy
in 1973. Preliminary estimates place the total value of exports ab over
$570 billion., The increase between 1972 and 1973, measured in current dollars,
was In excess of 37 per cent - almogt twice the high rate of increase registered
in the previous interval. BEven measured in SDR or pre-~devaluation dollars, the
1972 to 1973 expansion was a record 25 per cent.

All three of the major country groupings shared in this growth. The sum of
the exports from the centrally planned economies totalled about $53 billion,
almost a third higher than in 1972. Developed market economy exports reached
$410 billion, almost 37 per cent above the 1972 figure. As in 1971 and 1972, the
developing countries again achieved the highest rate of expansion: a gain of
almost 4k per cent between 1972 and 1973 brought their combined exports to about
$108 billion. This was about 19 per cent of the world total, compared with
18 per cent in 1970.

The expansion in imports was also widely distributed, though in this case
the developed market economies registered the largest ~ 37 per cent in dollar terms,
twice the increase recorded between 1971 and 1972. The smallest increase was in
the developing countries, but even this was a record 32 per cenit, almost three
times the previous year's expansion (see table I-T).

The combined imports of the centrally planned economies continued to be
roughly in line with exports. In the case of the other two country groups,
however, there was a divergent movement: in the developed market economies, the
deficit (measuring exports f.o.b. and imports c.i.f.) continued to widen, reaching
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about $20 billion (5 per cent of export earnings) in 1973. The developing
countries, by contrast, had moved into surplus in 1972, and in 1973 exports
exceeded imports by about $1% billion, or 10 per cent.

Over half of the increase in the exports of the developed market economies
was accounted for by price changes. These were greatest (averaging 36 per cent)
in the southern hemisphere countries in whose exports wool and meat and metals
bulk large. But average unit value, expressed in dollars, also rose sharply
(around one fifth) in Japan and Western Europe, whose exports consist almost
entirely of manufactured products: in both cases the gain between 1972 and 1973
wes almost twice that registered in the previous interval. In Western Europe,
the greatest increase (25 per cent) was registered by the Eurcpean Free Trade
(EFTA) members, the smallest (18 per cent) by the less industrialized (southern)
countries of the region.

Tn the United States, there was a sharp rise in the unit value of
agricultural exports: the 13 leading items earned an average of over 50 per cent
more per unit in 1973 than in 1972. 7/ The prices of manufactures rose much less:
in the first nine months they were only 6 per cent above the corresponding average
in 1972. A similar pattern was evident in Canada, and in the aggregate, the it
value of North American exports was about 15 per cent above the 1972 average.
Though this was the smallest inerease among the developed market economy regions,
it was almost four times as great as the rise in 1971 and 1972 (see table I-8).

Tn all the developed market economies the rise in export prices accelerated
as the yvear advanced. Hence the year-to-year increase in average unit values
was invariably less than the increase between the last quarter of 1972 and the
last quarter of 1973. The latter ranged from 1T per cent in the United Kingdom
and 2k per cent in Canada and the United States to over 33 per cent in Japan,
Sweden, Norway, Denmark and the Wetherlands (36 per cent ).

Compared with an increase in the average unit value of developed market
economy exports of one Tifth between 1972 and 1973, there was an increase of almost
one third in the export unit value of the developing countries. This difference
reflects the primary commodity boom discussed in the previous section. The rise
in commodity prices was so general that the developing regions shared in it fairly
uniformly. Because of the weight of meat, wheat, wool and copper in its exports,
the western hemisphere registered a slightly greater than average inerease in unit
values. Similarly, the weight of tea and jute in the exports of southern and south-
eastern Asia tended to hold down that region's average unit value. But the range of
differences was remarkably small by historical standards.

The upsurge in commodity prices was reflected in the import unit values of
the developed market economies which rose meore or less in line with the share of
food-stuffs and rav materials in totel imports: the average inerease between 1972
and 1973 was about 16 per cent in Worth America, 21 per cent in the southern tier
of Western Turovean countries, 24 per cent in the southern hemisphere group,

25 per cent in BEC and 27 per cent in Japan. For the developed market economies

I/ Ranging from less than 1C per cent more for cotton and tobacco to over
60 per cent more for vheat, soya beans and tallow.
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as a vhole the rise was about 21 per cent. This was approximately the same
increase as that experienced by the developing countries of southern and south-
eastern Asia, The other developing resions registered a slightly smalier increase.

The extent to which price movements favoured the primary producers in 1973
is summarized in the terms of trade index. Tn the case of EFTA countries, export
and import prices moved more or less in parallel, so there was little change in
the group's average terms of trade. The more industrialized countries lost ground
vhile the primary exporting countries recorded major gains.

Following a significant improvement in their terms of trade between 1971 and
1972, EEC and Japan registered a deterioration of 3-L per cent in 1973. The United
States registered its third successive loss though, because of the rise in the unit
value of food exports, it was only a marginal one in 1973. The southern
hemisphere group whiech had enjoyed a S per cent gain in 1972, recorded a further
gain -~ of double that fiprre - in 1973.

The developing countries, whose average terms of trade had improved about
3 per cent in 1972, recorded a gain of over three times that figure in 1973, 1In
southern and south-ezastern Asia, where a loss in 1971 had not been fully made good
in 1972, there was an improvement of nearly 8 per cent in 1973. Africa went
through a similar cyele with some larger year-to-year changes. In West Asia, vhere
the first major increase in petroleum prices occurred in 1971, there were three
successive gains in the terms of trade. latin America, which made up in 1972 for
a loss in 1971, enjoved the sharpest improvement in 1973 (almost 13 per cent).

Taking these price changes into account, it would appear that the gquantum of
vorld trade increased by over 12 per cent between 1972 and 1973, The upsurge was
led by North America where the combined effect of the devaluation of the United
States dollar and the rise in the demand for food-stuffs raised the growth in
export volume from a negligible proportion in 1971 to 9 per cent in 1972 and over
double that figure in 1973. The opposite sequence was experienced in Japan where,
under the influence of an upvalued yen and a series of efforts to restrain exports,
the growth in export velume receded from 20 per cent in 1971 to 5 per cent in 1973
{(see table 1-9).

The rise in export quantum from EEC was steadier - from rather less than
T per cent in 1971 to double that rate in 1973.  The most vigorous export
performance in Western Europe was that of the southern tier of countries which

achieved gains of 11 per cent, 16 per cent and 19 per cent in quantum in the first
three years of the decade.

The growth of exports from the southern hemisphere group of developsd market
economies was much less buoyant: poor cereal crops and virtual stagnation in the
wool industry held the expansion below T pver cent between 1972 and 1973, rather
less than in the preceding interval,

Among the developiug countries, the most vigorous growth was in Asia vhose
export velume rose by about 15 rer cent between 1972 and 1973, following high rates
of increase in the two previous intervals., There was hardly any expansion in the
over-all volume of exports Trom Africsa: poor ground-nut and cocoa harvests in West
Africa, cutbacks in petroleum preduction in the Libyan Arab Republic, angd a
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reduction in copper shipments from Zambia were among the constraining factors.
And theve was only a modest growth - of 2-3 per cent - in exports from Latin
America in 1972 and 1973.

The upsurge in the volume of imports was led by Japan where the rate of
increase rose from a nominal figure in 1971 to 13 per cent in 1972 and more than
double thal in 1973. There was a steadier growth in EEC imports, approaching
12 per cent between 1972 and 1973. The rise in EFTA imports, though accelerating
faster, was at lower rates, while imports into the southern tier of countries
inereased by 11 per cent in 1972 and 17 per cent in 1973,

In Norih America, the expansion in import wvolume declined sharply {from the
high 1972 rate {(13.5 per cent, the highest regional increase in that year) to nob
much more than half thet rate (the lowest vegional increase in 1973). In the
southern hemisphere countriecs there was a rebound in dmports following the
cutback in 1972,

Among the developing countries, the Asian region registered the most rapid
grovth in imports - 14 per cent in the west, 1T per cent in the south and south-
east , well above earlier rates. At a lover level, Latin America also increased its
import volume. In Africa, imports gained momentunm as the year advanced and for
1973 as a whole the increase reached the 9 per cent registered in 1971.

Though precise data are lacking, it is probable thai price cheanges moved
against the Faropsan centraliy planmed economies in 1973. FEoth import and export
unit values rose, though, because of the relative price stability {in terms of SDR)}
in the internal transactions of the group, the increase was less than that
experienced in the markel economies. In fotal trade with the rest of the world,
import wnit values seem Lo have rvisen about 4 per cent more than export unit vaiues.

Reflecting a sharp recovery in exports from the Soviet Union, the quantum of trade
wag 11-12 per cent grester in 1673 than in 1972.

Changes in the international monetary situation

The rapid and large changes that took place in 1972 and 1973 in the field of
prices and trade bransformed the world monctary and payments situation. They
served to reaffirm the economic strengih of the large resource~rich countries -
particularly the United States and the Soviel Union -- and expose some of the
weaknesses in many of the others. The fact that among these weaknesses was the
problem of assuring supplies of two vital commodity categories - food-stuffs and
fuels -~ twined the events of the vear into a severe test for the philosophy of
interdependence and global solidarity thaet has uwnderpinned most trade and atd
policy in the posh-aw e A number of defensive actions were taken to protect
domestic supplies of various food items and the year ended with the flov and price
of petroleun being manipulsted by major exporters for the purpose of achieving
certain political and economio ends. q/ The result was to cast grave doubt on the
future of Both the trade liberalizineg negotiations that were insugurated under the

@/ Chanpes in the food and energy situstion are discussed in the sections that
follow. Developments in the internztional monelary situation that resulted from
changes in the exbernel balance of the developed market economies asre discussed in
chapter 1T.




General Agreement on Tariffs and Trade (GATT) in Tokyo in September and the process
of reforming the international monetary system which was under discussion in the
Committee of 20 of the international Monetary Fund (IMF).

The real test for trade and monetary policy still lies ahead, when the
enlarged output of many commodities stimulated by the high prices of 1973 begins to
seek markets, when the transfer of resources to the petroleum exporters in the
wake of the doubling of the posted price at the beginning of 19Tk begins to
exert a deflationary effect in the importing countries and when the eyclical
upswing in activity in the developed market economies tha* was the dominant
influence on the world economy in 1972-1973 gives way to a general deceleration.

The events of 1973 have changed the nature of the monetary problem, perhaps
not fundamentelly but certainly in terms of the immediate approach both to the
rules of the game and to operational procedures and mechanisms. Uncertainty
regarding the impact of the change in commodity price relationships on individual
economies has made it impossiblz to visualize any set of currency relationships
that might constitute the basis of the system of "stable but adjustable" exchange
rates that has been one of the main objects of search ever since the breakdown
of the Bretton Woods régime. It is clear that the extraordinary price changes that
took place in the course of the year would have done far more damage to the
domestic economies of many countries if the major currencies had not been floating,
if not freely then at least in a manner that relieved the Covernments of the
obligation to defend a particular exchange rate by internal measures that might be
not only growth-inhibiting but also contagious. The need now is to reach agreement
on a set of rules for floating which will reduce the risk of avoidable instability
and defensive action which might set off retaliatory reaction to the detriment of
world trade.

The change in price relationships has also altered the immediate need for
and purpose of & scheme for increasing the international liquidity of the
developing countries, In the course of 1972 and 1973 the official reserves of the
developing countries increased by $20 billion or almost 90 per cent, three times
the rate of increase of developed market economy reserves (see table T-10). This
expansion was widely distributed; nevertheless it has left a number of developing
countries in a vulnerable position, some because of export weakness, some because
of high external indebtedness, some because of the relative importance of their
food or energy deficits. These are the countries that will require special
assistance to tide them over the immediate aftermath of the events of 1973.

Changes in the world food situation

The food situation that developed in 1972/73 - uncomfortable everywhere, and
in some areas quite critical - was the result of the concurrence of a number of
independent factors, affecting chiefly the supply side but also reflecting the
continuing increase in demand stemming from growth in population {rapid by
historical standards) and rising incomes throughout the world but especially in the
more affluent countries where an upgrading of diet through higher meat consumption
has been greatly expanding feed-grain requirements.

By 1972 there were 17 countries, with a combined population of over
500 million, consuming more than 100 pounds of meat per person per year and
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another 17, with a population of almost 600 million consuming between 50 and

100 pounds of meat DEr person per year. Over the previous decade, annual per cepita
consumption had increased by 20 pounds in Czechoslovakia, Finland, Hungary, Italy,
Spain, Switzerland and the Soviet Union and by 30 pounds in Belgium, Canata, the
Tederal Republic of Germany, Greece, Ireland end the United States. Though still
relatively low (about 31 pounds per person in 1972), per_ capita meat consumption
had doubled in Japan over the 10 years; imports were approaching 1 million pounds a
year, seven times the average for the first walf of the 1960s.

World trade in feed grains Fluctuated between 40 and k5 million tons a year
in the second half of the 1960s, but in response toc a gstendily increasing demand
in Japan and a sharp jump in requirements in Burope and the Soviet Union, it
expanded by about 5 miilion tons a year in the early 1970s to reach an estimated
66 miilion tons in 1973/7h. This expansion in import requirements reflects poor
coarse grain crops in the Soviet Union in 1971/72 and 1972/73 (abcut I million tons
below the 1970/71 level) and the failure of output to increase in Western Europe
in 1972/73. It also reflects the sharp drop in world fishmeal production in 1972
and 1973 {largely as a result of the vagaries of the Humboldt Current off the west
coast of South America and the consequent reduction in the anchovy catch) and in
ground-nut, sunflower seed and rapeseed production in 1973.

In the face of this increase in demand for feed grains, there was a smaller
maize crop in 1972: there were sharp declines in Central America, in eastern and
southern Africa and in India and south-eastern Asia. The harvest in two of the
leading exporters - Souih Africa and Thailand - was below 6 million tons, half
the 1971 level. The United States crop (aimost half the world total) was also down
on the 1971 level. The maize price on the Rotterdam market started to move upwards
in mid-1972 end by mid-1973 it had doubled, before levelling off in anticipation
of an appreciably better 1973 harvest - in most of the importing as well as the
main exporting countries.

The world wheat crop was also smaller in 1972 - at 331 million tons it was
about 3 per cent below the previous year's output. The main decline was in the
Soviet Union {where the 86 million ton crop was below the average cchieved in the
second half of the 1960s) but there were also small harvests in Australia and
Canada {(two major exporters, whose 1971 output was also low). The 1972 crop was a
amall one in Brazil and Mexico, while 1973 brought a sharp decline in Argentina
as well as in Morth Africa, Irag and the Syrian Arab Republic, and the Indian
output vas also down. In a number of cases both the 1972 and 1973 harvests were
poor - Uruguay and the Andean countries in South America, Ttaly and Spain and
Kenya - vhile in Japan and the Republic of Korea there were three successive
reductions in wheat output. As in the case of maize, wheat prices also began to
rise steeply in mid-1972. Despite a record world crop in 1973 ~ about 367 million
tons, 10 per cent above the 1972 figure, there was much less tendency for prices
to level off in the second half of 1973, however, and by January 1974 wheat was
being quoted at between three and four times the dollar price of two years earlier.

One reason for the continued tightness of the market at this stage was the
precarious stock situation. Between mid-1970 and mid-1973 the combined carry-over
of the four major exporting countries - Argentina, Australia, Canada and the
United States - was reduced from almost 69 million tonms to less than 30 million
tons. This was well below the level to which stocks had been drawn down by the
monsoon Tailures of the mid-1960s, and the prospect was for & further decline to
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levels widely regarded as dangercusly low in the light of the vagaries in the
weather and the continuing growth in reguirements.

Another reason for mis g'vinﬁs about the adequacy of wheat stocks was the
uncertainty engendered by the yice situation. The 1972 crops were poor throughout
Asia, in Burma and Thailand as well as almost all the net importing countries:
indeed, the season's cutput, exclusive of China, was below the average harvesi
during the second half of the 1960s. Production was also down in the United States
and Western Buvope, as well as in Guyana and Venezuela, Madagascar and most of
West Africa. This last group of countries had another poor crop in 1973 as did thel
Khmer Republic, Pakistan and Sri Lanka, though elsewhere there vas a gratifying
recovery, with world production exceeding 300 million tons for the first time. As
in the case of the other cereals, rice prices began rising steeply in mid-1972; as
exporters were not in a position to satisfy the 1mport demand, the market became
very difficult and the prices guoted in Bangkok in January 197% were three times
the level of a year earlier.

Whereas in the case of wheat and feed grains the existence of sizable stocks
in the major exporting countries permitted the decline in production between
1971/72 and 1972/73 to be compensated by a larpge increase in international trade,
in the case of rice the reduction in crop was accompanied by a decline in trade
(see table I-11). Net imports of cereals into Western Europe and Japan increased
moderately in this period The main upsurge was in the requirements of the
centrally plenned econcmies, Soviet imports reaching a gross 22 million tons in
1972/73 before falling back to half that amount in 1973/T4. The deficits were met
very largely from North Americe whose net cereal exports averaged about 90 million
tons a year in these two seasons.

Perhaps the most disquieting feature was the rise in the cereal deficit of
the developing countries. In each of the regions it increased in this period,
exceeding 30 million tons in 1973/7k, almost three times the average annual net
imports that were necessary to tide the developing countries over the emergency
arising from the crop failures of the mid-1960s.

Tn almost half the developing countries food production failed to keep
pace with population growth in the 1960s and in almost half these countries 1973
brought a decline. The majority of countries with the least satisfactory
performance were African - East and West as well as around the Sahara - but they
also included seversl of the Andean and Caribbean countries and also the Khmer
Republic, once an important source of rice for scuth-eastern Asia but the scene
of three successive declines, reducing its 1973 feod output to approximately a
fourth of the 1970 level. Of the 79 developing countries for which focd
production data can be conpiled, no less than 28 produced less food per unit of
populdtiou in each of the first three years of the 1970s Than 10 vears earlier.
And in the great majority of these countries, per capita output in 1973 was more
than 10 per cent below the average for the first half of the 19605 (see table I-12
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Tn meny developing countries, food difficulties were greater in 1972/73
than 18 suggested by national average indices of production. 9/ The effects of
adverse climatic conditions were sometimes localized and Tood shortages arose
less because of shortage of total supply than because of deficiencies in the
system of distribubion. Thus the food situation in the Gahelian coumtries was
seriously apggravated by logistic difficulties, and local famine conditions
developed in parts of Lthiopia and also in some states in India vhere over-all
per capite availability of grain and pulses, though dropping sharply from
W26 pounds in 1971 to about 404 pounds in 1973, was well zbove the 3(0 pound level
that had prevailed in the droughts of 1966 and 1667,

Another unfavourable factor affecting the food situetion in general and the
developing countries in particular was the tightness of the fertilizer market.
This had its origin, in part, in the apprehension about food supplies that emerged
in mid-1972. The release of cereal acreage Trom the "soil-bank’ in the United
States and decisions by farmers in MNorth America and elsevhere to expand
production greatly increased the demand Tor Tertilizer, }9]

in the case of nitrogenous fertilizers, requirements were soon running ahead
of production capacity, and stocks that had been accumalated in the late 1960s
were drawn down. The supply of naphtha and other petro-industry feedstocks
proved insufficient and prices rose sharnly. 11/ As the petroleum situation
worsened, production difficulties mounted: +the price of ammoniaz on the Buropesan
marlket trebled in the second half of 1973 and many exporting countries announced
their inability to meet commitments, not only in ERC and Japan - by far the largest
exporters - but also Bulgaria, Romanie and the Sowviet Union.

2/ Tt should be noted that althougn these production indices exclude coffee
and tea, they do include food items that feature rrominently in the exports of
some countries. To this extent, the movement in the irdex may exaggerate the real
change in indigencus domestic supplies. Thus the decline in the index in 1672/73
in Guyana, Jamaica and Trinidad and Tobapgo reflects, in parb, smaller sugar crops,
the effect of which was felt wore in exports than in internal consumption, BSmall
ground-nut crops had a siwilar effect in the Niger and Senegal (ir 1972) and in
Nigeria {(in 1973).

19] Tn the United States alone, the area under cultivation increased by
29 million acres, about a sixth of the 1972/73 totel, in addition to more intensive
culbivation of existing farmed sreas: the effective expansion is estimsted to be
from 203 miliion zmeres in 1972 to 330 million in 197h,

d4 up betieen prices on the world wmarket and these in the

& Jnowere under officizl convesl and thers was an upswing in
United States fertilizer exports from 4.5 nillion tons in 19TO/7L to about 6 million
cans in LUTE/73.  inder the terms of decoplrol ordered in October 1973 - whean
indusbry inventories wers down L0 snt on the year befove and production was
running 13 per cent higher - the Ye izer industry underiook to provide domesblic
Farmers with an extra 3 million tons in 197%.  As 2 result, the United States rice
ross by 50 per cent and exports {ell sway; by January 1497h the average price of
Pertilizers was 65 per cent above the previeous control level. In April, hovever,
it was still being predicted thet, despite the Limitation of exports, supplies
would fall short of domestic requirvements in 197 - by as much as 10 per cent in
the case of phosphates, and 1% per cent in the case ol nitrogen.
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Phosphate supplies were also short of the new level of requirements. As in
the case of nitrogen, capacity had run ahead of demand in the late 1960s, stocks
nad mcoumulated and investment tailed off. In the course of 1972/73 production
was stepped up to capacity rates and stocks were run dowm. As fuel shortages
developed and power and transport difficulties increased in the second half of
1973, supplies became very tight. At the end of the year, Morocco, the third
largest producer of raw rock phosphate, raised its export price from $1b +o Sheo
per ton. Rapid expansion in the United States depends on an extension of
strip mining (chiefly in Florida) and since this is being strenucusly opposad by
environment protection groups, the prospects for an early end to shortages in that
country are not bright.

In the long run, the developing countries as a group are very well placed
from the point of view of fertilizer supplies: they possess the bulk of the
reserves of phosphate rock and of the hydrocarbons that are the basic rav materials
for the various nitrogenous fertilizers. In the short run, however, their position
is weak: their capacity to manufacture the fertilizer from the raw materials is
gtill relatively small - in 1972 their share of world output was 9 per cent in the
case of nitrogen (N), T per cent in the case of phosphates (Pp0.) and 2 per cent in
the case of potash (K.0) - and their ability to build it up rapidly is severely
limited. Moreover, tﬁe greatest need lies in the overloaded soils of southern
and south-eastern Asia, in countriss that lack the raw materials and do not provide
commercially attractive markets. lgj It is these countries, morecver, which have
embarked most earnestly on the attempt to improve output per hectare by cultivating
the new varieties of wheat and rice that are particularly dependent on adequate
and controlled inputs of water and fertilizer. While it is true that shortage of
water brought to a halt the upward trend in yields in southern and south-eastern
Asia in 1972, further gains in output will depend increasingly on a resumption of
this trend. The region imported about 1 million tons of nitrogen in 1972, about
a third of its consumption. As its domestic production of fertilizers is based
largely on imported rav materials, the region faces a dual threat of scarcity, as
well as the financial burden implicit in the higher prices now commanded on the
world market by both the raw material and the products.

A5 net importers of food-stuffs, the developing countries also suffered as a
result of the upsurge in food prices set in motion by the massive grain transactioms
of mid-1972. TIn the first half of 1973, cereal prices, measured in dollars, were
about 50 per cent above the corresponding 1972 level and by the second half they
had doubled. Prices of edible oils entering world trade folloved a similar
course (see figure I above). Though almost all commodity prices rose rapidly
during the vear, and several - including cocoa, cotton, sisal, rubber, copper,
zine and petroleum - kept up with basic food-stuffs, the terms of exchange between
cereals and other primary commodities moved strongly in favour of the former in
1973. In particular, exporters of tea and sugar and jute and iron, manganese and
chrome ores had to give much more of their product to obtain a ton of wheat or rice
in 1973 than in 1972. In this respect, too, southern Asia entered 1974 in an
unfavourable position.

12/ In 1973, for example, Kuwait's total production of urea was sold to
China, which country also accounts for a rapidly increasing proportion of the
nitrogen exports of Japan.
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The energy situation

Like the food crisis, the 1973 energy crisis was a mixture of long-breving
problems and sudden and unexpected developments., And because of the former, the
impact of the latter is likely to have much more Tar-reaching consequences than
would otherwise have been the case.

The long~term problems arise from changes that have been taking place both
on the production side and on the consumption side. Perhaps the most significant
changes in the pattern of production have been the running down of the European
coal industry, the deceleration and subsequent peaking of petroleum production
in the United States and the rapid rise in the relative importance of supplies
of petroleum from small countries with few other resources. On the consumption
side, the most significant changes have been the rapid growth in road transport
and in the petrochemical industry and the continued substitution of liguid and
gaseous fuels for solid fuels in many uses, ineluding some with particularly high
rates of expansion, such as space heating and the generation of electricity.

Solid fuels accounted for half of the world's energy consumption at the
beginning of the 1960s, but only a third at the beginning of the 1970s. In Western
Furope the decline was from over 60 per cent to under 30 per cent: in Japan from
over 50 per cent to under 25 per cent. DBy 1972, solid fuels were furnishing less
than a Tifth of the energy needs of North America and the developing countries
(see table I-13). Hydropower has been increasing only slowly: in the developed
market economies new sites are becoming fewer and more difficult to harness,
while in the developing countries the high capital costs usually involved are a
strong deterrent. MNuclear and other non-conventional sources of energy, though
becoming more important, still contribute only a small proportion of total
consumption. The world has thus become rapidly more dependent on gaseous and
1iquid hydrocarbons and a vast infrastructure of tankers and port facilities,
and pipelines and refinerizs has been integrated not only into the world's
production and transport systems but also into houschold consumption and
personal life styles.

The triumph of hydrocarbons is illustrated most graphically in the
generation of electricity ~ the area in which competition between the fuels is
least inhibited by specific requirements. By the early 1970s the propertion of
power station energy input provided by golid fuels had dropped to around
5i per cent in Western Europe and the United States. In the course of the
1960s, the share of petroleum had more than doubled - to 34 per cent in Western
Turope and 17 per cent in the United States where natural gas had become a prime
energy source (see table I-1k),

Thus, during the 1960s while global energy consumption was increasing at an
average of about 5.5 per cent a year, the consumption of petroleum was rising at
over 8 per cent a year. This reflects not only the rapid growth in end uses for
which petroleum is the preferred fuel but also extremely competitive prices made
possible by the expansion of low-cost Middle East production and a decline in
freight rates of almost one fourth in the first half of the decade, during which
exports had increased by about 50 per cent in the face of a very limited intake
by the United States market which had been partly closed in 1958 behind an import
guota system.
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As a result of the rapid rise in the consumption of hydrocarbons, the
developed market economies had become increasingly dependent on imports for their
energy supplies. By the beginning of the 1970s, Worth America, which had been a
net exporter of energy until the war, was getting a third of its petroleum and
about an eighth of its total energy from abroad. Western Burope and Japan were
almost entirely dependent on imports for their petroleum and the proportion of
their total energy consumption drawn from abroad had risen to about &0 per cent
and 85 per cent respectively.

In the meantime, the pattern of production had changed quite radically. The
contribution of the United States to the world petroleum output fell from a third
to a fifth in the course of the 1960s, and by 1973 it was down to a gixth, The
contribution of the Soviet Union, which had risen sharply in the 1950s, continued
to inch upwards in the 1960s, approaching 16 per cent in the early 1970s. The
countries that grouped themselves into the Organization of Petroleum Exporsing
Countries (OPEC) in 1960 were responsible for half the world's output 10 years
later; and their share had risen to 5% per cent by 1973, And, most significant
of all was the rising proportion of the total originating in what might be called
the oil economies -~ counitries based almost entirely on petroleum mining. This
proportion doubled between 1955 and 1973, by which time these countries - with a
population of about 11 million, almost three fourths in Saudi Arabia - accounted
for 29 per cent of world production. They had overtaken the remaining members of
OPEC - larger and more diversified economies with a combined populaticn of about
260 million. By 1973 these small oil economies were the gource of half the
world's petroleum exports (see table I-15).

With very large official currency reserves and with only 30-40,000 workers
engaged in the petroleum industry, 13/ these 0il economies had developed a unique
»osition in the world commodity structure: their production and export policies
could be determined virtually without reference to either the earnings of
employees in the industry or the country's earnings of foreign exchange.

During this period the influence of the major multinational petroleun
companies was being weakened, partly by the activities of competing "independent"
eompanies (which did much to develop the Libyan oilfields), partly by the growth
of national companies both in the importing countries and in the exporting
countries (all anxious to share in the production and distribution of petroleum),
partly by the narrowing of the gap between production capacity and current
consumption (which, as implied above, had opened up in the late 1950s and early
1960s as the new Venezuelan and Libyan fields were brought into the supply) and
partly by the development of expertise in the petroleum ministries of the rroducing

13/ Estimated on the basis of the productivity of oil workers in Saudi Arabis
vwhere in 1970 the petroleum industry employed just over 10,000 workers preducing
about 125,000 barrels per employee. By way of contrast, the number of workers
engaged in the copper industry in Zambia - a country with about hal?® the
population of Saudi Arabia - was five times as great and their ocutput of about
15 tons of copper per employee implied a productivity in doillar terms of abhout
& tenth of the Saudi Arabian figure ~ and an even smaller fraction at 1973 prices. |

f
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countries and in OPEC, 1L/ which had Dbeen ereated "to safeguerd the interests of
member countries individually and collectively". Since its Sixteenth Conference
in June 1968, OPEC has successfully negotiated with the companies for a
progressively larger share in total petroleum proceeds {through higher prices,
higher taxes, more frequent revisions in agreements and adjustments for inflation
and currency changes) and for a progressively greater degree of host country
varticipation in the industry (through shares in the international companies,
reservation of deposits for national companies and speedier developuent and

relinguishment of concessions).

The upswing in economic activity that began in North America in 1971 and in
the rest of the developed market economies in 1972 coincided with a deceleration
in energy production. In Forth America, the rate of increase in domestic energy
output receded towards 1 per cent a year in the period 1970-1972, compared with
an average of about 5 per cent a year in the 1960s, and in Japan there vas a Jump
in the rate of decline. There was also a slowing down in the high rate of growth
in energy production in the developing countries, reflecting in part a reduction
in petroleum outpult in the Libyan Arab Republic, Oman and Venezuela in 1971 and
1972, in Algeria in 1971 and in Irag in 1972. The early 1970s thus witnessed a
distinet tightening of the fuel market that for a whole decade ~ except for a brief
disruption at the time of 1967 Arab-Israeli war ~ had been relatively lax.

Tn February 1971, following a long period of price stability, the six Gulf
members of OPLC nepgotiated the Teheran Agreement with 22 producing companies
raising the "posted” (tax reference) price of ecrude petroleum by 21 per cent,
bringing Arabian Light (34° APT) - the representative, "bench-mark” oil 15/ - up
from $1.80 to $2.18 per barrel f.o.b. Ras Tanura. This was adjusted upwards in
January 1972 and with increasing frequency in 1973, reaching £$3.01 in October. It
was raised abruptly to $5.12 on 16 October and to $11.65 as from 1 January 197k,
This price was reaffirmed in March, subject to review in June when the OPEC meets
in Quito.

The market was further disrupted by a decision of OAPEC %ﬁ/ to reduce
production by 10 per cent following its meeting on 1T October 1973 and 2% per cent
in Wovember and December and to prohibit exports to Denmark, the Netherlands and
the United States - States that vere regarded as Triendly to Israel - and
(subsequently) Portugal, South Africa and gouthern Rhodesia. In January 197k
production was raised by 10 per cent and in March the embargo on shipments to the
United States was lifted by all members except Iraq, the Libyan Arab Republic and
the Syrian Arab Republic.

%ﬂ/ Abu Dhabi, Algeria, Indonesia, Iran, Iraq, Kuwait, Libyan Arab Republic,
Migeria, Qatar, Saudi Arabia and Venezuela plius Deuador (since November 1973) and
Gabon (an associate member ). 1In 1972, these comuntries accounted for about
52 per cent of world production of crude petroleum and about 84 per cent of all
sxports.

15/ Against which other 0ils are aligped in the light of specific gravity,
sulphur content, place of loading and so on.

}@/ Abu Dhabi, Algeria, Bahrain, Bevpt, Fuwait, the Libyan Arab Republic,

Qatar, Saudi Arabia and the Syrian Arab Republic, plus Iraq which dissented from the
decision.



The radical changes that have taken place in the organization of the industry
have so far concerned responsibility and procedures in the decision-making process
rather than the physical, technical or ecenomic structure of petroicum mining,
refining and distribution. They have replaced the more or less uniform pattern
that tended to prevail among the major exporting countries in respect to relations
between host Government and concessionary company by a much more diverse set of
relationships that are obviously still rather tentative and experimental. While
decisions regarding rates of production are now made uniformly by the Covernments
rather than the operating companies and in the Persian Gulf there is a single set
of posted prices (set unilaterally by the Governments rather than after
negotiation with the companies), marketing methods and the division of the proceeds
between operating costs, government revenue and company profit differ considerably
from country to country.

The differences arise in part from the extent to which individual host
Governments now "participate’ in the companies, how their share in the equity has
been acquired (by nationalization or by purchase), the amount of compensation or
the method of evaluating the shares, and how payment to the company 1s being made.
They also arise in both the method of payment and the rate in respect of
royalties applicable to the volume of petroleum lifted, in respect of any share
of profit (or dividends) that may be due on the Government-owned equity, and in
respect of taxes levied on the gross or net income of the companry. There are
also differences in the way Governments actuslly handle the lifted petroleum
acquired by them through the operation of netional mining companies or through
payment in kind made by the foreign companies in respect of dividends
("participation" share) or royalties.

In the period of increasing tightness in the petroleum market, OPEC
Governments steadily improved both total petroleum proceeds and their share of
that total. As indicated above, posted prices more or less trebled between 1970
and the end of 1973. The Libyan Arab Republic and Iraq nationalized some of
the companies holding local petroleum concessions. A4nd in 1972 various
participation negotiations began: the early agreements visualized an initial
25 per cent share of the company equity being acquired by the Government, with
@ gradual build-up to a majority shareholding by the 1980s. Given market
conditions and the mounting political tensions in the Middle East, few of these
dgreements reached ratification stage. A leap~-frogaing effect set in, as each
Government cought to achieve a somewhat more favourable arrangement than the one
most recently negotiated.

Some of the obligations of the companies to their host Covernments - royalties,
taxes or dividends -~ have been settled in petroleum rather than in cash. Most of
this petroleum has been sold back to the companies for disposql through regular
marketing channels, but as shortages developed late in 1973, several Governments
began experimenting with sales through auction. At the height of the squeeze such
auctions ylelded bids approaching double the posted price. The quantities were
quite small, however, and after a relatively mild winter during which various
conservation measures were adopted in the main importing countries, auction bids
declined, and by April, after the ending of the Arab oil embargo, they had dropped
below the $11.65 posted price.

The immediate impact of the curtailment of petroleum supplies was felt directly
in space heating, road and air transport, electricity generation and in some of the |
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petrochemical industries and indirectly in the activities involving travel and
depending on tourists and in those industries producing energy-intensive consumer
durables, particularly large motor-cars. Tn most of the developed market
economies, voluntary adjustments of energy use achieved the necessary econonies,
though not without some spot reduction in employment and production. ;l/ In
Japan, where imported petroleum provides three fourths of all primary energy,
voluntary reductions of 10 per cent of oil and electricity consumption introduced
in November 1973 were increased to 15 per cent in January 1974 and made mandatory
in February when industrial users werc divided into four groups in accordance
with essentiality. Output was affected most in such energy~intensive industries
as aluminium, iron and steel, and ship-building and also in those using
petroleun-based feedstocks, particularly plastics, synthetic fibres and nitrogenous
fertilizers. These industries were also affected in some of the developing
countries in Asia. As indicated in the previous section, shortages in nitrogenous
rertilizers began to be experienced throughout the region, posing a threat to the
underlying technology of the "green revolution’.

Tn 197k and the period immediately ahead, the impact of the changes in the
world petroleum industry w#ill be transmitted very largely through price. Though
the exact dimensions of the price change are not determinable, it is clear that
the unprecedented increase that has already occurred ~ more than quadrupling
the "take” of the host Government between January 1973 and January 1974 - will be
its main feature. The uncertainty stems from the fact that the system of pricing
that was built up in the 1950s to ensure an agreed division of petroleum
proceeds between host Government and producing company has bpeen set aside before
the shape of a successor system has emerged. White the arithmetic for calculating
host Government revenue from royalty and tax has heen retained, at least for
producers around the Persian Culf (see table I-16), its rationale disappeared when
OPEC unilaterally set the posted price without reference to the market. 18/

Another uncertainty hasg been introduced by the practice of host Governments to

take the result of their (increasing) participation in the equity of the operating
companies in the form of petroleum rather than cash dividends. As indicated above,
the way in which this "participation” petroleum (and the output of national
companies) is handled will affect market price. Tinally, and most decisively in
the short run, OPEC or its member Governments will determine the rate of production.

lzj In the first four months of 19Th in the United States, for example,
motor-car production was almost a third lower than in the corresponding pericd
in 1973, and the lowest since 1967. Dealer inventories of larger cars rose
sherply. In mid-lMarch about 200,000 automobile workers {(out of a total of
1.4 miliion) were out of work. Ab that time, almost a sixth of all new applicants
for unemployment insurance were stating that they had lost their jobs because of
the energy situation.

18/ In the 1950s, the posted price was imtended to Dbe the actual selling
price. During the 1960s, vhen excess capacity emerged and some Covernments

were urging increased production, a certain amount of petroleum was in fact gold
at a discount - which was borne by the companies concerned out of their share of
the proceeds. In Octobver 1973, when OPEC made its first unilateral determination
of posted prices, it ruled that they should be maintained at 4o per cent above
the market level, but this seems to have been abandoned early in 19Th.
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On the demand side, all indications point to a very low response to changes
in price, reflecting the fact that petroleuw is an essential input for transport
and the chemical industry, that az a fuel its price is generally a very small
component of over-all manufacturing costs and that, given the enormous specialized
infrastructure asscciated with petroleum distribution and use, it will prove
difficult te make any rapid or radical adjustment in the pattern of energy
consumption in the short run. The most that can be expected in 197L and 1975 is
a slowing down in the rate of increase in petroleum consumption, stemming in part
from conservation, in part from substitution of othar fuels {particularly coal in
electricity production) and in part from the more general deceleration in economie
activity in the developed market sconcmies.

In some cases, the higher prices may be expected to choke off part of the
demand, especially in lower-income countries whose main gxport products have not
experienced a comparable increase in price. A few countries, indeed, may find it
very difficult to finance anywhere near their pormal imports of petroleum: at the
prices prevailing in the first half of the year these would cost the developing
countries as a whole about $15 biliion, almost three times as much as in 1973 and
four times the 1972 figure.

The threefold increase in f.o.b. price of crude petroleum will slso have =
severe impact on the external zccounts of the developed warket economies, throwing
most of them into deficit, the amounts involved being extremely large. (For 1974 as
a whole the increase in inport expenditure may emwount o as much as $50 billion in
purchases from OPEC members alone.) In so far as this enters directly into costs,
it will accentuate the inflationary pressure on prices that emerged as one of the
most troublesome bequests of the 19721973 neriod. However, it also vepresents a
massive transfer of claims on rescurces to the petroleum~exporting countries and in
so far as these are not used to stimulate economic activity in the developed
market economies the resvlt could be strongly deflationary.

The revenue accruing to OPEC Governments may well reach $85 billion in 197h
(depending on the price-and-tar formulae applied in the second half of the year
and the extent to which “participation™ in the operating companies progresses),
which would be over Tive times as much as was earned in 1972. Rather more fhan
half of this would be in the hands of the zeven larger members capable of
translating export earnings fairly rapidly into import demand. These countries
also have a sizeble external debl - gbout $13 billion at the end of 1971 - for
vhich-errangements might be made for eariy repayment. Some of the funds, moreover,
will be automatically recyeled as the exporting Governments scquire their declsied
shares of the operating companies, though the nace at which this will oceur, the
ultimate extent of the "participation” and the valuation of the assets concerned
are matters that are far from settled at the present time.

The remainder of the revenue - probably amounting to well over $40 billion
in 197k -« will accrue to the eight undiversified oil-exporting economies whose
capacity to absorb additional resources is severely limited. The effective
recycling of these funds constructively .into the world economy will pose much
greater problems. Kuwait hag heen building up instruments and experisence in
development lending and, as have some of +he other countries, has become Ffamiliar
with relatively short-term financing through the Buro-currency market. But the
sums now involved are so large that the older wodalities are no longer adequate:
much move lending and investment will be required if serious imbalance is to be
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avoided. And some of this lending will have to be to the developing countries, if
the difficulty that some of them now face in paying for petroleum imports is to be
prevented from gravely impairing their development.

Ir the longer run, various adjustments are to be expected. Many importing
countries have already launched major efforts to conserve energy and to diversify
their sources of supply ~ both geographically and by fuel type - and the increase
in petroleum prices is bound to encourage more exploration and production. The
radical change in the role of the international nining companies in the marketing
structure may in the long run give rise to more, rather than less competition.
Methods of selling 'national' and "participation” oil are far from settled. The
extent to which producing Governments will invest "dovmsiream” in the petroleum
industry is still undetermined, as is the role of the independent tanker owners.
Experiements with auction sales are sti11l continuing and could De
institutionalized.

(learly, the events of 1973 have opened up a number of guestions regarding
the production, distribution and use of energy. The traditional organization of
the global petroleum industry has been greatly altered, but the exact nature of
its replacement is not yet discernible. From the point of view of the world
economy, however, the sheer importance of petroleum in world trade and its vital
role in world energy supply make it necessary to seel methods of marketing and
price formation that are not only fair (to producer and consumer alike) but also
stable and rational, encouraging the wise use of this non-renevable resource.

Potentially most important of all, a better understanding of the problem
from the global viewpoint may have emerged. On the one hand, this involves a
greater sympathy with the efforts of a developing country rich in only one
natural resource to spread the exploitation of that resource over time so as to
optimize its contribution to the country’s economic development. On the other
hand it also involves an appreciation on the part of the resource country that the
value of the assets it acquired in exchange for its resource exports is not wholly
independent of the terms of exchange: uneertainty in the supply of a critical
commodity and large price changes unrelated to market considerationsg could not
only adversely affect the currencies chiefly concerned but alsc set in motion
defensive commercizl policies that would slow dovn the growth in world trade and
jeoperdize the development process. As the foreign assets in the hands of the
petroleum exporters expand so too will their responsibility for the successful
functioning of the world econoumy.
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Table I-1. World production: annual growth rates, by country group,

1971-1973
(Percentage)
and country group Change from preceding year
1971 1972 1973 a/
. b/
Gross domestic product~

Sum of country Eroups . . « .+ . . . . . L2 5.4 6.7
Developed market economies g/ e e 3.6 5.5 6.5
Centrally planned economies d,e/. . . 6.0 5.0 T.1
Developing countries £/ . . . . . . . 5.6 5.2 7.2

Industrial productiong/

Sum of countTy Eroups + « « « « o o+ . . 3.8 7.3 9.8
Developed market economies ¢/ . . . . 1.3 T.2 9.8
Centrally planned economies d/. . . . 7.7 7.0 8.0
Developing countries £/ . . . . . . . T.2 8.4 11.0

Agricultural productiongf

Sum of country groups . . + . v+ 4 . . 3.3 -0. 5.7
Developed market economies ¢/ . . . . 5.0 0.7 1.5
Centrally planned economies d/. . . . 2.5 -0.3 10.8
Developing countries £/ . . . . . . . 2.4 -1.6 5.6

Source: Centre for Development Planning, Projections and Policies of the United
Nations Secretariat, based on United Nations Monthly Bulletin of Statisties and
Yearbook of National Accounts Statisties:; Economic Commission for Africa, "Survey
of economic conditions in Afrieca, 1973; summary" (E/CN.1L4/621/Summary); Economic
Commission for Asia and the Far East, "Economic survey of Asia and the Far East,
1973, part two" (preliminary version, E/CN.11/L.385/B); Food and Agriculture
Organization of the United Nations, Monthly Bulletin of Agricultural Fconomics and
Statistics (Rome); information supplied by the United States Department of
Agriculture, and national sources.

Hote: Methods of estimation differ among the production components and
among the country groups. For this reason and because of the problem of assigning
weights to the country groups, the aggregated changes should be interpreted with
due caution. The over-all figures provide no more than a rough and ready indicator
of the megnitude of year-to-year changes.

(Foot~-notes on following page)
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(Foot-notes to table 1-1)

L

gj Preliminary, based in some cases on less than 12 months' data and, in
some of the developing countries, on indicators.

b/ Measured at constant market prices.

g/ North America, northern, southern and Western Furope, Australia, Japan,
New Zealand, South Africa.

d/ Eastern Furope, USSR.

e/ Data refer to net material product and are not strictly comparable to
+those of the other country groups.

£/ Latin America and Caribbean area, Africa (other than South Africa}, Asia
{other than China, Democratic Republic of Korea, Demoeratic Republic of Viet-Nam,
Japan, Mongolia).

g/ Based on index of value added, except in the centrally planned economies
for which the index is based on gross oubput at constant prices; in the case of
the German Democratic Republic, the index refers to the value of commodity
production, and in the case of Hungary to output in physical units and other
indicators. 1In most developing countries, the data are for the organized
industrial sector and exclude small-scale and handicraft production.

h/ Based on index of gross output and hence not comparable with the netional
accounts measure of production. Methods of estimation differ among the country
groups.
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Table I-2. World agricultural production, by country group, 1971-1973
(Percentage)

Country group Change from preceding year
1971 1972 1973 a/

Sum of country groups . . . . . . . . . . . 3.3 ~0.8 5.7
Developed market economies . . . . . . . 5.0 0.7 1.5
North Americahj O « o) - 3.4
Western Hurope. . . . . . . . . . . . . 5.3 - 0.8
Japan . . . v 4 4 4 4 4 4 e e e e W . . =5,5 5.8 0.9
Southern hemisphere ¢/. . . . . . . ., 5.6 3 L7
Centrally planned econcmies of Europe . . . 2.5 «0.3 10.8
Fastern Europeg/. e e e e e e e 5.6 7.5 k.9
L0 1 1.1 ~h.1 k.o
Developing countries 2.k -1.6 5.6
Western hemisphere. . . , . . . .., .. 2.5 -0.8 4.8
Africa. « « « « v v . 4 e e e e o b3 1.7 -2.k
West Asia . . . v & . . . o o . ... - 11.k -5.1
Southern and south-eastern Asia . . . . 1.6 b7 9.8

dource: Centre for Development Planning, Projecticns and Policies of the
United Nations Secretariat, based on Food and Agriculture Organization of the
United Nations, Monthly Bulletln of Agricultural lconomics and Statistics (Rome)
information supplied by the United States Department of Agrieulture, and national
sources.

a/ Preliminary.
b/ Canada, United States of America.
¢/ Australia, lew Zealand, South Africa.

d/ Bulgaria, Czechoslovakia, Cerman Democratic Republic, Hungary, Poland,
Romania.,

1-26




Table T-3. World industrial growth, by country group, 1971-1973

(Percentage)
Country group Change Trom preceding year
1971 1972 1973 af
Sum of country groupsgf . 7.3 9.4
Developed market economies, . . . . . . 1.3 T.2 9.8
. b/

North America~ . . . . . . « + . « . 0.7 8.5 3.8
Western Burope. « + -+ + + v « + « . . 2.7 5.3 7.5
Japan .+ & ¢ 2 4w v s e e e . 2.k 7.5 17.3
Southern hemisphere c¢/. . . . . . . . 2.2 L. 8.k
Centrally planned economies of Rurope . .7 7.0 8.0
Fastern Europeg/. e e e e e 7.6 B.3 9.6
USSR. . . . . . . . . . . . T.7T 6.5 7.4
Developing countries. . . 7.2 8.4 11.0
Western hemisphere. . . - . . . . . . £.8 7.6 7.9
Africa. « « + 4 4 e 4w 4 4+ e w o+ . . 3.k 8.1 6.8
Asia. . .« . L 0w o e e e e B.5 16.1 13.0

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on Statisticsl Office of the United Nations,
Monthly Bulletin of Statistics, data supplied by the Eeconomic Commission for Afriea
and national sources.

a/ Preliminary,
E/ Canade and the United States of Americsa.
¢/ Australia, Wew Zealand and South Africa.

Q/'Bulgaria, Czechoslovakia, German Democratic Republic, Hungary, Poland and
Romania.
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Table I-k.

1971-1973

(Percentage change from corresponding period of preceding year)

World industrial production:

changes by branch and country group,

Countr
peri

¥ group and
od

Mining Total Food Textiles

Light manufaeturinqﬁ

/

Heavy manufacturing—

b/

Total Chemicals Basic

Metal
metals products

Sum of country groups

1071 .
1972 .
1973:

First quarter
Second quarter
Third gquarter
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loped market

onomies
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19
i3

Nort

L. ..

T2 .

73:
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.6 4.3 .y h.1
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ah L.o 6.1 12.3
b .0 7.1 12.8
1 .1 5.5 13.2
0 3.8 3.1 1.3
.8 3.7 6.0 7.5
1 k.5 5.8 13.3
2 3.6 7.6 13.3
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2.4 2.3 -
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3.0 10.0 12.7
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hb 3.3 7.9
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continued on following page)
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mable I-4 (continued)

Country group and Light manufacturingﬁf Heavy manufacturingbj
period Mining Total TFood Textiles Total Chemicals Basic Metal

metals products

Centrally planned

economigg
1971 . 6.5 6.0 5.9 6.0 10.1 2.7 5.5 10.7
1972 . 5.5 5.0 kh h.6 10.1 10.4 6.3 11.h
1973:
Pirst quarter 5.6 3.8 2.2 4.8 11.0 13.3 5.4 11.2
Second guarter 6.3 5.5 4.6 5.4 9.7 13.8 6.6 12.1
Third quarter 7.0 5.8 k.8 6.4 11.3 1,0 6.0 2.7
Fourth quarter 8.2 7.6 8.8 6.0 10.3 13.2 4.9 11.3
Developing countries
9L . . . . . . 6.7 7.0 L.9 6.5 9.k 8.5 7.3 10,8
1972 . . . . . . 6.3 6.6 6.7 8.8 11.1 9.9 10.9 13.4
1973:
First quarter 11.9 8.3 6.0 11.0 12.3 10.6 5.9
Second gquarter 8.8 10.7 22.0 8.1 12.7 6.7 3.7
Third quarter 15.6 9.9 18.1 5.9 11.6 8.5 3.0
Asia
1971 . . . . . . 13.b 6.6 7.4 L 6.3 8.0 -3.2 6.0
1972 . . . . . . 11.9 6.9 6.2 10.6 11.3 11.7 12.5 1.4
1973:
First quarter 17.5 10.0 3.8 18.1 9.6 1.k 0.6 18.1
Second quarter 19.8 9.0 22.4 13.8 17.1 .7 -1.3 16.7
Third quarter 23.7 0.6 0.7 7.8 12.2 7.8 0.6 19,0

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of Statistics.

a/ International Standard Industrial Classification (1s1C) 20-26, 28~30, 39.
Tn the case of centrally planned economies, exeluding ISIC 342 and 39.

b/ 1ISIC 27, 31-38.
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Table I-5, Uorld—/ production of major commodities, b/ 1570-1973
1970 Percentage change from
Commodity (millions of tons, preceding year

except as indicated) 1971 1972 1973 c¢/

Coalg/ . s e e e s s e e e 2 071 -1.1 1.3 8.1
Petroleunm, 01u&e - . e . 2 24§ 5.k h.3 9.0
Electricity (bllllons of Kk ) - 4 828 6.2 7.8 7.8
Cement . . « 4 v 4 v ow e e e . . 555 5.2 5.7 9.6
Pigiron . . . v v v v v 4w v 0 o h13 ~-1.5 5.9 10.4
Steel, erude . . . . . . . . . . . 57k ~3.0 8.1 10.8
Copper, smelter e/ ., . . . . . . . 5.3 -2.6 11.8 0.4
Zine e/f/a/f . . . . . . . .. .. 3.9 k.5 9.3 3.9
Lead e/f/ef . . - v . . . .. .. 2.6 -5.2 7.1 2.k
Tin e/h/i/ . e e e e e 0.2 0.5 1.6 -2,6
Aluminium e/f/g/ . . . . . 8.1 6.5 4.8 8.7
Merchant vessels 3/ (mmlllons of grt) 21.7 1k.6 6.7 18.8
Passenger cars (millioms) . . . . 22,6 15.6 6.0 5.5
Commercial vehicles (mlllmons) 6.8 6.0 9.0 10.k
Meat o v v v v v e e e e e e e 98 8.3 1.9 0.k
Vheat . . . . « &« & ¢« v v v v W 319 1C.0 -1.9 9.0
Barley . . . ¢ v v v e e e e e 139 8.2 0.7 10.7
Maize . . e e e e e e e e 260 1k.,9 ~0.2 8.3
Rice (paddy} f e b e e e e e e 308 0.5 -5.0 7.9
Potatoes « . . . . v b 4 4 e e . 312 ~7.8 -3.3 11.6
Coffee ., 3.9 18.8 6.0 -15.9
Cocoa beans . . . . v o v v 4 4 . 1.5 L.8  -11.5 k.5
TEA & 4 & v o « = o s = « & o = 4 1.3 1.5 L.h 2.8
Sugar (raw) . . . . . . .« . .. Th.2 1.4 -1.7 7.0
Tobacco . . + . . . I -3 U 5.2 .1
Cotten (Lint) . . . . . . . . .. 11.5 4.8 6.6 1.7
Wool (greasy) . v v v v v v 0w W 2.8 -0k =Lh -k,2
Jute and kenaf . . . . . . . . . . 3.6 -9.8 9.6 6.3
Vegetable oils k/ . . . . . . .. 35.3 2.6 -0.7 9.1
Batural rubber . . . . . . . . . 2.9 3.0 1.3 7.8

Source: Centre for Development Plenning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of Statistics;
Food and Agriculture QOrganization of the United Natxons Production Yearbook and
Monthly Bulletin of Agricultural Economics and Statistics {Rome), and International
Tin Council, Statistical Bulletin (London).

{Foot-notes on following page)
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(Foot-notes to table 1-5)

a/ Vot including production of China, except for agricultural products.

b/ In the case of agricultural commodities, the data refer to the calendar
year in which +he bulk of the crop was harvested.

¢/ Preliminary.
a/ Tacluding coal equivalent of brown coal and lignite.
e/ Excluding production of the USSE.

£/ Excluding production of the Democratic People's Republic of Korea and
the German Democratic Republic.

ﬁ/ Excluding production of Ceechoslovakia and Romania.
h/ Excluding production of the Cerman Democratic Republic.

if Excluding production of Czechoslovakia and the Democratic Republic of
Viet~Nam.

j/ Tounage launched outside the German Democratic Republic and the USSR.

gj These data represent the total production of oil-seeds, oil nuts, and
other oil crops harvested in the years indicated and expressed in terms of oil
equivalent.



Table 1-6.

Export price indieces of primery comwodities and
nenufactured goods, 1471-1973
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Commodity group

Tndex, W75
(19791109)

ahle T-6 (continued)

Wocd and wond
pulp + - « . .

Rubber . . - - =

Other agricult-
ural non-Tood

Minerals « « « ¢ =

Metal ores . .

Iron ore . . .
Bauwxite . -
Gopper ore .

Lead o1 . .« -
Zinc ore . .

Tin o128 .« « »
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WMels . . v o
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Secretariat, based

a/ Average of

1955-1970 tor pals kernel oil, soy¥z
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1951~1870 First Second Third Feurth
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H 1.9 02 Lik 12% 159
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76% 0.k i1: ik5 2ho zh§
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g1l 3.4 W06 1R 251 156
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251 - 138 108 154 147
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ah5 -3, 2 11z iP5 205 302

veap~tomyear changes with the lerger of The two

Tigures as denominaior;

besn oi}, cotbongeed oil, lirseed oll, chrome ore,

b/ Incdex for Januery-Bephenber.

Centve for [evelupment Plonping, Projecticns and Policies of the United Natlons
e data From —hs Statistical OFffice of the Imired Nefiens.



Table I-7. World trade, by country group, 1970-~1973

Value Percentage change from

Country group and item (billions of dollars) preceding year

1970 1971 1972 1973 a/ 1971 1972 1973 a/

Developed market economiesbj
Exports f.o.b. . . . . . . 226 253 300 hip 1.8 18.9 36.5
Imports c¢.i.f. . . . . . . 238 265 31k 430 1.2 18.4  37.1
Centrally planned economiesS/
Exports f.o.b, . . . . . . 31 3k Lo 53 9.1 18.4 32.5
Imports f.o.b. . . . . . . 30 33 Lo 5l 8.3 23.2 33.0

. . ad
Developing countrles—/

Exports f.o.b. . . . . . . 56 63 75 108 13.3  19.3 k3.5

Imports c.i.f. . . . . . . 57 65 T2 97 13.7  1l.2  3Lk.?
World

Exports f.o.b. . . . . . . 313 350 k16 571 11.8  18.9  37.k4

Tmports ec.i.f. . . . . . . 326 363 b26 530 1.4 17.5 362

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on International Monetary Fund, Internaticnal
Financial Statistics {Washington, D.C.), and national sources.

a/ Preliminary, based in some cases on less than 12 months' trade.

b/ Canada and United States, Western Europe, Japan, Australia, New Zealand
and South Africa.

¢/ Bastern Europe and USSR.

4/ Latin America and Caribbean, Africa {other than South Africa), Asia and

Pacific (other than Japan, Turkey, China, Democratie Republic of Korea, Democratic
Republic of Viet-Nam).
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Table I-8. Market economies:
value of exports and imports, a/ 1970-1973

estimated change in wit

Percentag. change firom preceding year in

Region Export unit value Import unit value Terms of trade
o1 1972 19737 19 1972 1973% 1971 1972 1073Y
Developed market

economies L.h 9.2 20.0 5.5 8.0 21.3 -1.0 1.2 -~1.0
North Amerieca . . . 3.3 4.0 15.3 5.1 7.3 15.8 -1.7 -3.1 -0.%
Western Burope . . 6.3 10.1 19.9 5.8 8.2 2.L.8 0.5 1.7 =-bh.0
Japan . . . . . . . 3.7 11.7 22.5 3.2 5.7 27.0 0.5 5.7 -3.6
Southern hemisphere g,2 1k,3 36.1 6.4 8.5 23.8 ~1.1 5.3 10.0
Leveloping countries 5.2 11.5 33.0 6.1 8.2 20.k4 -0.8 3.1 10.5
Western hemisphere 3,k 11.8 3bL.3 6.4 B.4 19.2 -2.8 3.1 12.7
Africa . . . . . . 3.3 11.0 32.h 6.1 8.0 19.2 -2.6 2.8 11.1
West Asia . . . . . 12.5 13.1 31.6 6.1 8.1 19.7 6.0 4T 9.9

Southern and south-
eastern Asia . . 3.5 9.4 30.8 5.7 8.1 21.5 -2.1 1.2 7.6

Source: Centre for Development FPlanning, Projections and

Policies of the

United Nations Secretariat, based on trade and price data from the Statistical

Office of the United Nations.

a/ Bstimated on the basis of a set of regional price indices in United States
dollars for five groups of commodities ~ food-stuffs, agricultural raw materials,
petroleum and mineral ores, non-ferrous metals and other manufactures - weighted in
accordance with the regional composition of exports and imports in 1970.
as such price indices anticipate and exceed the changes in actual wnit value, the

figures may tend to cverstate the real gains or losses.

b/ Preliminary.
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Table I-9.

Market economies:
exports and imports, 1970-1973

estimated change in the quantum of

Percentage change from preceding vear in

E

Region a/ Export quantum Import quantum A

1971 1972 1973 b/ 1971 1972 1973 b/
Developed market economies . 7.1 8.8 13. 5.5 10.0 13.1
North America 0.9 9.1 19, 8.9 13.5 7.2
Western Europe . 6.8 9.6 1k, 5.1 9.4 11.5
Japan 20.2 6.9 5. 1.3 13.0 28.0
Southern hemisphere 2.2 8.8 6. 1.4 -10.9 17.0
Developing countries T.7 6.9 7. T.2 2.8 11k
Western hemisphere -0.1 3.0 2. 5.3 2.6 7.9
Africa . 0.1 4,3 0. 8.6 1.3 9.0
West Asia 28.3 8.6 15. 11.9 6.9 1.1

Southern and scuth-eastern

Asia . T.k 12.5 1k, 5.8 2.7 17.3
Total, above regions . 7.2 8.4 12. 5.8 8.3 12.8

Source: Tables I~7 and I-8.

a/ As defined in table I-T.
b/ Preliminary.
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Tzble I-10. Changes in international reserves, 19701973

Total reserves (billions of Change (billions of
Country or group dollars) at end of dollars) in
1970 1971 1972 1973 1971 1972 1973

Total developed market

coonomies . . . - . . . . Th.5  107.5 127.0 139.8 33.0 19.5 12.8
United States . . . » . . 1W.5 13.2 13.2 1k, k -1.3 - 1.2
United Kingdom . . . . . 2.8 6.6 5.6 6.5 3.8 ~1.0 0.9
Rest of Western Furope . hL.O 62.3 75.7 92.8 174 13.4 17.1
Japan . . « o 0 o0 e e e s h.8 15.4 18.4 12,2 10.6 3.0 6.2
Other developed market
economies . .« o« s+ . s 7.5 10.0 1k.1 13.9 2.5 .1 -0.2
Total developing countries 18.1 23.0 31.7 k3.2 4.9 B.7 11.5
Petroleum exporters a/ . 4.6 7.8 10k 13.3 3.2 2.5 2.9
Rest of western hemisphere L.5 5.0 8.7 13.0 0.5 3.7 4.3
Rest of Afriea . . . . . 2.5 2.6 2.8 L2 - 0.3 1.k
Rest of Asia . . . « . . 6.1 7.6 9.8 12.8 1.2 2.2 2.9

aource: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on International Monetary Fund, International
Financial Statistics, (Washington, D.C.), May 197h.

a/ Ecuador, Tndonesia, Iran, Iraq, Kuwait, Libyan Arab Republic, Nigeria,
Sgudi Arabia, Venezuela.
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Table I-11., World cereal production and trade, 1971/72-1973/7h
{(Millions of tons)

. /
, . 1971/72 1972/73 1973/ 742
Crop and region Production Trade—/ Production Trade*f Production Tradeéf
Wheat o o o » » & o o 341 56 331 7h . 360 71
RiC&e o o ¢« o o o = @ 299 12 286 11 307 11
Feed grains « o « o 560 54 ghy 62 584 66
Total ceresls:
North America . . . . 275 +58 262 +89 277 +92
Developed market
economies, southern
hemisphere. . o o o 27 +15 17 +11 28 +G
Other developed
market economies, , Lhl -3 1hs ~35 146 -39
Centrally planned
ECONOMIES o o o o o h2o 17 Log -31 L6l -20
Developing countries. 309 -18 303 -2k 318 -30

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat based on United States Depariment of Agriculture,
Foreign Agriculture, 8 April 197k and World Agricultural Situation, December 1973
(Washington, D.C.).

a/ Partly estimated.

b/ The global figures refer to gross exports; the regional figures refer to
net exports (+) or net imports (-},
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Table T-12, Developing countries: indices of per capita food production,

1971-1973
(Average 1961-1965 = 100)
Region and country g/ 1974 1972 1973 g/

Developing countries, total ¢/ v ¢ « o o o o » o« 105 100 104
Western hemisphere d/s . o « o o s o » s o « o 105 101 105
Bolivia. 9 ® & B ®© 8 B & © S5 8 8 ¥ & B * b e 9)‘L 89 91
Chil€e o o » o s + o o o « a s o s o « « » » 108 ol 83
Guy&na ® & & @ & © 6 8 © b O v @ & @6 O O B & 86 72 60
Ha’itiﬂ o L] o . L] L 2 -] a L3 [ ] ® 1] a - - o L] £} °* 86 87 86
FamaiChe o » o » 5 o ¢ 8 2 - a s+ 4 v e o w o (T 78 T2
Peru L] - b E] -] a o L] -] L] -3 L] o -] L a -] L] L] L2 93 86 87
Trinidad and TObBEO. + o s o o o » + o = o = 83 88 5
UTUEUEYe o » o o v o o o o o o a » 8 o « o o O 81 83
Africa. fE_/., a © 8 ® 4 ® % » B s ® s B © % © 3 8 99 97 93
Algej:‘iao L] - L] L3 ] o -] L] a - ] L L L] L] L] o L] 81 75 69
Angola " o & & B o @ © ©o a Y W A " & * @ 5 @ 99 92 98
DahomEYO * L) L] 1 L] -] o L] L] L] L] -] L] [ » L] L ] L] 98 97 96
E’thioz}ia o -] Q a L ] o a 1 ] o o -] L - -] L] ® - L 99 98 90
Ghanalﬂ L -] -] L) L] ® o - -] L] L] - - = o -] -3 - L] 87 85 83
Kel‘lya. ¢ « ® © & & ®% © p B B8 B W s @& 4 & 6 ©° 90 90 85
ﬁiberia. e & @ @ + © ° & = ® s B 8 = s+ @ 4 A BT 85 86
I\I«Ia‘:l-i » L ] L3 L) o ° -] L] - L] o o a L] b L] L (- L] [ d 78 66 62
HAEETos o o o o v o 6 a « s o o + o o o + o o 06 66 6L
Nigeria, « 8 & @ ® ® © = ® @ o © A& = "B ¢ B ° 98 97 92
Senegal. o « o ¢ o o + 8 5 o o 8 s s o s o o 90 58 T8
Sierl‘a Leone e & 8 © o © @ © B & *+ ©° & » w0 96 92 88
Uganda o & '] ' o e B ] . L3 6 o - - ] [} o & L3 97 95 91
United Republic of Tanzania. . « s o + o « o« 100 99 95
Upper VOltaD L. L3 - - L4 Ll o L2 5 -3 L L] ] -] o L] TB ?2 T]‘
Vest Asia _f:/ e @ 6 ® » © * @ @ ©© ° & » © * @ B 96 l(}l} 95
Ir‘aq m 8 s ®B % B e © + B *« ©v ® ©v + v 8 © " @ 82 99 80
Jordan o -] L (-] o Q - o L] L 4 -] L] t * -1 L] L] o - 82 98 h5
Syrian Arab Republic « o « o o a + s o o o = 66 91 65

Southern and south-eastern Asia g/ . o o o » « 106 28 105
Bangladesh « o o o o o o o a2 8 = o » s = o = 8L 80 a7
Burmala « » ¢ © © 2 a e @ & o 8 & « 2 » o 8 ® 86 82 BT
Khmer RepublicC o + « « o o« » o s = s o » « o 98 59 32
Republic of Viet-Nam o« o+ o o a s « + n o o o 96 oh e

(Source and foot-notes on following page)
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(Source and foot-notes to table I-12)

i e

Source: Centre for Development Planning, Preojections and Policies of the
United Hations Secretariat based on data commmicated by the United States
Department of Agriculture.

a/
in both

The countries listed are those in which per capita food production was less
1972 and 1973 than in the first half of the 1960s.,

Preliminary.
Seventy-nine countries.
Twenty-two countries,
Thirty-one countries,
Six countries.

Pourteen countries,
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mable I-14. Source of energy for electricity generation, 1963 and 1971

Percentage of total power generated in

Method of generaticon

and fuel type Western Furope a/ United States Bastern Europe P/
1963 1971 1963 1971 1963 1971
Method of generation
Thermal . o+ o o » o o OL.T 68,0 83,0 82,1 95.5 95.1
Hydro o o o o » = o ¢ 3740 28,1 16.7 15.7 h.5 k.8
Nuclear o« +» « o« & » s 1.0 3.7 0.3 2.2 - 0.1
OtheY o s o o o o o 0.3 0.2 - - - -
Thermal station fuel
801id o v w0 o » = - T8.9 54,8 6L, 8 53,2 85.9 79T
Iiquide « o » o o = =« 1De2 33.7 Ts5 17.4 2.1 5.0
Natural gas « » o » o 2.2 7.6 27.6 29,1 9.6 13.8
OLheT o o o + o » o » 30 3.8 - - 2.0 1.5

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on Annual Bulletin of Electric Energy Statlstics
for Turope, 1972 (United Nations publication, Sales Wo, E/F/R.T73.II1.E.18).

a/ Austria, Belgium, Cyprus, Denmark, Finland, France, Federal Republic of
Germany, Greece, Iceland {method of generation only), Ireland, Italy, Luxembourg,
Malta, Netherlands, Norway (method of generation only), Portugsl, Spain, Sweden and
Switzerland (method of generation only), Turkey, United Kingdom, Yugoslavia.

b/ Bulgaria (method of generation only), Czechoslovakia, German Demccratic
Republic (method of generation only), Hungary, Poland, Romenia.
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Table I-15. Crude petroleum: changing structure of production and
exports, 1955-1973

. January-
Country and group 1955 1960 1970 1971 1972 September 1973 a/
Production
World (milliens of tons) . . . 767 1,045 2,275 2,ho2 2,533 2,007
Percentage contributed by:
United States . . . . . . . L3.8 33.3  20.9 19.h 18.4 16.9
USSR . Coe 9.2 k.2 15.5 15,7 15.8 15.8
OPEC B/ . . . . . . 36.9 L.k k9.8 s0.9 51,7 55.1
Arab oil-producing
countries ¢/ . . . . . . . 18,8 20.5  29.7 29.7 30.0 33.2
0il economies 4/ . . . . . . 1bh.L 15.5 25.k 25,8 26.6 28.9
Cther major developing
country oil exporters e/ . 22.8 26.8 26,9 27.5 27.3 28.1
Other producers:
Developed market economies 3.6 k.o b1 4.3 4.5 L1
Centrally planned economies 1.5 1.6 1.5 1.6 1.7 1.7
Developing ccuntries . . . 3.8 h.2 3.2 3.0 2.9 2.8
Bxports
World {millions of tons) . . . 25k 382 1,165 1,267 1,380 1,062
Percentage contributed by:
United States . . . . . .. 0.6 0.1 a.1 - - -
USSR v v v v v v v v v v v . 1.1 ko7 5.7 5.9 5.5 5.7
OPEC b/ . . . . . ... .. B9.3 87.6 83.6 83.8 8hL,1 90.7
Arab oil-producing
countries ¢/ . . . . . . . 50.% h8.k  52.8 51.3 50.9 57.5
0il economies &/ . . . . , . 38.2 35.8  kk.8 k6 45,1 ko.9
Other major developing
country oil exporters e/ . 51.7 53.1 k2.7 h2.9o ko8 Lk .6
Other producers £/ . . . . . 3.8 3.6 L.o h.1 b7 Loy

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on data from the United Nations Statistical
Office.

a/ Exports are mostly estimates, based on the ratio of 2xports to production
in the period 1970 to 1972.

b/ Abu Dhabi, Algeria, Ecuador, Indonesia, Iran, Irag, Kuwait, Libyan Arab
Republic, Migeria, Qatar, Saudi Arabia, Venezuela. Gabon became an associate
member of OPEC in November 1973.

¢/ Abu Dhabi, Algeria, Bahrain, Egypt, Iraq, Kuwait, Libyan Arab Republic,
Qatar, Saudi Arabia, Syrian Arab Republic.

4/ Bahrain, Kuwait, Libyan Arab Republic, Neutral Zone, Oman, Qatar, Saudi
Arsbia, United Arab Emirates,

e/ Algeria, Ecuador, Gabon, Indenesia, Iran, Iraq, Nigeria, Venezuelsa.
f/ Chiefly from Canada.
I-Lh
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Table I-16. Selected prices of erude petroleum, 1972-1973
(United States dollars per barrel)

Type of petroleum and item Jenuary 1972 January 1973 October 1973 January 197h

Arabian light 34°

A. Posted price . o o + + = 2.k8 2,59 5,12 11,65
B, Royalty (12.5 per cent

OF Ao v+ o o v s+ v o o s 0,31 0.32 0.6k 1.k6
C, Production coste o o « o 0.10 0,10 0,10 0.11
D. Notional profit (A-B-C). 2.07 2.17 4,38 10.08
E. Tax (55 per cent of D) . 1.1k 1,20 2.h1 5.5k
¥, Government take

(B+EYa/ . ..« a 1.h45 1.52 3.05 T.00
0. Estimated market price . 1.85 2.30 3,65 8.00

Abu Dhabi: Murban 390
A, Posted price . . » o+ - @ 2.5k 2,65 6,0k 12.63
F, Government take a/ . < 1.43 1.50 3,56 T7.56

Libyan Lo°
A, Posted price o + + « = = 3.67 3.78 B.92 15.77
¥, Government take a/ . o 2.16 2,22 5, bk 9,59

Nigerian 3%°
4, Posted price « - & « = 3.45 b/ 3.56 8.31 1h,69
F. Government take a/ . . . 1.88 1.95 L.83 8.70

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on The Petroleun Economist {TLondon),
February 197h.

a/ Exclusive of revenue derived from "participation” in the operating companies;
for Gulf Governments this is estimated to have risen from about 10 cents per barrel
early in 1973 to about 70 cents in-the last quarter,

b/ Tixed on 15 February 1972,
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Chapter T1

RECENT ECONOMIC TREHDS IH THE DEVELOPED MARKET TCONOMIES

The year 1973 saw = continuation of the vizorous expansion in economic
activity thaet hed begun in [Torth America in 1971 and in Vestern Burone and Javan
in 1972. In the second half of the year, hovever, there were signs of
slackening in a number of countries: supply botble-necks were becoming
troublesome , increasing concern about the consequences of the rapid rise in
prices was being reflected in stronger anti-inflationary policies and in some
ceses the increase in demand for imports, corbined with deteriorating terms of
trade, was ceusing serious external imbalance. By the bepinning of 197k,
petroleum developments - particularly the fourfold increase in posted prices,
compared with 12 months earlier - had replaced food problems as o major source
of concern on the economic scene. exacerbating both the internal and the
external balsnces in the developed market economies.

The upsurge in activity, which raised the rate of increase in over-all
production to about 6.5 per cent between 1972 and 1973, absorted many of the
workers who had been idle in 1972 and there was a general decline in
unemployment rates. The realignment in exchange rates in March 1973, following
the 10 per cent devaluation of the United States dollar and the floating of most
of the major currencies, cpcned up nev opportunities for international trade.
The resultant expansion of more than one third in the dollar value of developed
market economy exports, combined with the rapid rise in primary commodity prices,
permitted some improvement in the state of external balance, most notably in the
walke of increases of over L0 per cent in United States exports and over
60 per cent in Japanese imports which swung the United States into a trade
surplus znd reduced the Japanese surplus to nominal proportions. Against this,
howvever, the Pederal Republie of Germany recorded a trade surplus not much
smaller than in 1972 and zdded a further #10 billion to its reserves, while a
Lo per cent increase in imports into Italy and the United Kingdom prevented
these countries from improving their external accounts.

The depree of internal imbalance was one Tactor involved in these
contrasts, though, with exchanse rates floating, the effect of differences in
domestic price movements wes agreatly reduced. In the event, bhetween 1972 and
1973 consumer prices rose by around 5 per cent in the United States and
7 per cent in the Federal Republic of Germany compared with 10 per cent in Italy
and the United Ningdom and 12 per cent in Japan.

These price movements became an inereasins preoccupation in 1973, not only
in the countries whose payments balance was a mstter of great concern but
througheut the developed market economies. The weighted average of the consumer
price index, which had risen by nearly 5 per cent between 1971 and 1672, Jumped
by almost & per cent betveen 1972 and 1973 and by almost 10 per cent in the
course of 1973. With the stimulus coming from both outside and inside the
economy , mest Governmments deployed 2 variety of stabilization measures but with
only limited success. [Fiscal changes generally proved too slow and cumbersocme:

I1-1



cuts in commodity taxes helped temporarily but at the expense of revenue; wage
controls soon ran into equity problems; credit controls impinged too directly

on investment and capacity expansion; interest rates had to be administered in
the light not only of investment needs but also of intercountry capital
movements. The search for an effective combination of policies was carried into
197k, with prices rising at an even faster pace in most developed market
econonmies.

The preoduction and use of resources

The 1971-1973 upswing was one of the most concerted on record: mnmeasured on
a year-to-~year basis, the acceleration in production was common to all but a few
of the smaller economies. The successive rates of increase in total output were
3.3, 6.0 and 6.1 per cent in North America, 3.2, 3.6 and 6.0 per cent in the
European Economic Community {EEC) of the nine, and 6.8, 8.9 and 11.0 per cent in
Japan. Only among the outer European countries was there a deceleration in
1973: after increasing from 3.6 per cent between 1970 and 1971 to 6.0 per cent
between 1971 and 1972, the rate of growth of this group of 12 countries receded
to 5.8 per cent between 1972 and 1973. And even in this group the two largest
countries - Spain and Sweden - conformed to the acceleration pattern of the
major economies. In the aggregate, the developed market economies' growbth rate
between 1972 and 1973 reached the high figure of 6.5 per cent {see table II-1).

The upsving seems to have reached its peak before mid-1973. Total
production in the first half of 1973 is estimated to have been 8 per cent above
the corresponding 1972 level. After that, industrial production flatiened out
in many countries and in some it showed a perceptible decline. In Canada and
the United States, for example, the gain in output shrank, quarter by quarter,
from about 1l per cent around the turn of 1972/73 to about 6 per cent in the last
quarter in 1973 and even lower in the first quarter of 1974. In France, the
Federal Republic of Germany and the United Kingdom, there was also a marked
deceleration (see table II-2). For the developed market economies as a group,
industrial production in the last guarter of 1973 was less than 8 per cent above
the corresponding 1972 figure, compared with a gain of over 1l per cent earlier
in the year. In the case of light manufacturing there was a steady deceleration
in the rate of increase in output from over T per cent a year in the first
guarter to about half that figure in the fourth quarter. The growth of heavy
manufacturing output was better sustained: at the high rate of 13 per cent a
year for most of 1973, it dropped below 10 per cent only in the last quarter,

In a majority of developed market economies, the most important stimuius to
production came from the export sector. This was true not only of the smaller
countries, which normally respond sharply to demand conditions in their larger
trading partners, but also of the major countries: the export sector was the
most buoyant in the Federal Republic of CGermany (despite the upward valuation of
the mark) and in France, the United Kingdom and the United States as well as many
of the smaller Buropean economies (see table II-3).

The leading role played by the export sector reflects in part the
translation into international trade of the realigament of exchange rates that
had taken place since 1971. In many countries the rapid rise in incomes in 1972
spilled over into demand for imports in 1973. This was enhanced as domestic




capacity cauwe under etrain in the course cf the year, as was the case in a
nuuber of industrial meterials, including lumber, woodpulp and paper, petroleum
products and various chemical feed--stocks and even iron and steel. Labour
strikes also added to import demand in some countries, notably Italy and the
United Kingdom. Price controls and other national stabilization policies also
served to stimilate trade in a number of instances: export markets sometimes
became more profitable than domestic ones and there were even cases of exported
goods being reimported in forms not subject to price regulation. BSome of the
developed market economies - particularly the United States, but also, to a less
degree, Australia, Canada and South Africa - were the source of grains and oil-
seeds to make good the harvest shortfalls of 1972 in parts of Asia and Africa.
More generally, developed markel economy exports responded to increased demand
frem the developing countries, whose international liquidity (measured in SDR)
had doubled between 1970 and 1973,

In & few cases the main stimulus to growth came from investment in 1973.
This was most notably so in Japan vhere there was 2 16 per cent increase in
fixed capital formation as well as a sizable expansion in inventories, but it
also happened in several of the Seandanavian countries, particularly Denmark and
to a less extent Finland as well as in Iceland and Norway, where fixed
investment had been cut back in 1972. In Ireland, investment shared with
exports the role of prime stimulant. In a1l these countries the investment
surge was supported by a nassive increase in imports - over a Iifth in Ireland
and Japan, & sixth in Denmark and Norway and an eighth in Finland and Iceland.

In Sweden, fixed investment which had been the dynamic element in the
economy in 1972, declined in 1973, as it did in Australia, too, after three
years of decelerating growth. Decelerating increase in investment also
characterized the 1970s in the Federal Republic of Germany and Luxembourg, while
in Austria and Switzerland there was a sharp cut in the rate of capital
formation in 1973 from the high rates in the eariier years. This was the case in
the United States, too, after the 1971-1072 upswing: investment in
non-manufacturing plant and equipment slackened in 1073 and housing starts
dropped below the 1971 level.

Residential construction slackened in most of the larger developed market
cconomies in 1973. This reflects the rapid rise in costs {of sites as well as
construction materials), shortages of some materials (particularly lumber) and
of skilled labour in some cases, the high and rising interest vates and in some
places the unavailability of morigage finance. Where the number of housing
starts continued to rise - pustralia, Canada, Switzerland and the United
Kingdom - it was usually the resuld of official support.

G¢iven the disinflationary posture of most Governments, it i1s not surprising
that in none of the developed market economies Vas the growth in public
consumption a prime source of demand in 1973. In some of the Scandanavian
countries in which investment was particularly puoyant, however, the Government
increased its share of resources slightly - rather more +han in 1972 in Iceland
but less in Denmark and Nerway as well as in Ireland. The growth in publie
consumption between 1972 and 1073 was notably small in Luxembourg, the
Netherlands, the United Kingdom and the United States as it had been in the
previous interval. In Italy, too, the share of the public sector rose only
modestly ~ appreciably less than in 1971 and 1972 when employment considerations
weighed more heavily than inflation.
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The rapid incresse in the cost of living, combined with efforts to restrain
the rise in wages. kept down the gain in real private consumption in most
countries in 1973. This was in sharn contrast Lo the previous vear, vhen
consurption tended te run ahead of production in many countries. Particularly
low rates of increase between 1972 and 1973 were recorded in the Tederal
Republie of Germany 2ni the iletherlands and olso in some of the Scandanavian
countries - Iceland, Worway and Sweden. Personal consumption expanded to a much
greateyr extent in Austriz, Belglun-Luxenmbours, the United Kingdom and the United
States (around 5 per cent) and even more in Jaspan (O per cent) but in each case
less than production. In very Tew cases vas there any svitching of resources
tovards consumption. (anada was one where a record 9 per cent increase in
personal consumpiicon provided the cconomy with its principsl stimulus in 1973.
There were small relative peins in consumptiorn in fustralia, Finland and Ttaly
vhere high rates of a&hsolute increasc {67 per cent) were also recorded betveen
1972 and 1973. There was o zeneral tendency for the rate of growth in household
incomes to decelerate in the second half of the vear ond this was soon reflected
in a slackening in nrivate consumption.

In the agrrecate, privote consumption in the developed market economies
increased by cbout 5.4 per cent & high fignre by historicsl standards hut
below the 1972 expansion.  Government consumption rose by o modest 2.3 per cent,
sthich was algso below the rote registered betwsen 1071 and 1972. The over-all
incrense in fixeld investment uns about 7.3 per cent this, too was below the
high rate of the preceding year but 1t was above the rate at vhich total output
rose. Thus there wasn some divergion of resources f{rom consunption to capital
formetion. Tiils woag reinforced bv an increase in stoclks which , thouszh difficult
to quantify ut this stuoge, was 2lmoest certrinly well sbove the 1.4 per cent of
rrogs dowestic product accamulated in 1972, Thouph: total investment, like total
concumntion, rose less than in 1972 it shared with the export sector the
responeibility for raising the over-all rate of growth of demand to its high
1972 level of 6.5 per cent.

Changes in internal valance

Price trends

fe indicated in chapter I, the 1J72-1973 period was characterized by an
wnprecedented upsurge in the prices of orinory commodities entering world trade.
These vrize increases., entering into income: in some ecases and into costs in all
countries greatlv complicated the tashk of coping with internal inflationary
foreas. Of the 28 developed mnrket cconcies there was not a single one in
whicii the rise in consumer prices wvas less between 1972 and 1972 than in the
previous interval. And there were only rive - Belzium, Luxembourz, Halta,
Turkey and Yuroslavia - in whieh the rise duving 1973 {as measured by the
wovement from the last quarter ip 1272 to the last quarter in 1973) was less
than the vear~to-vear increase. In the aggresate, the vear-to-vear increase
Ju.ped from h.7 per cent in 1972 to 7.7 per cent in 1973, and the quarterly




peasure of the rate of increase rose steadily from 5.8 per cent in the first
wuarter to 9.7 in the last 1/ (see table II-k).

gignificantly, food prices rose Taster +han the rest of the consumer basket
between 1972 and 1973 in almost all countries, the only exceptions being the
Netherlands, Portugal, Sweden and Switzeriand. The over-all year-to-year
inerease was an alarming 12.8 per cent and the increase during 1973 no less than
15.2 per cent. Significantly again, the rise in North America — the ma jor
source of food exports - was appreciably greater than in Western Turope or
Japan, both on a year-to-year basis (14.5 per cent) and in the course of 1973
(19.3 per cent).

In some countries the up~valuation of the currency cughioned the impact on
domestic prices of increases in world market prices. This undoubtedly helped to
hold down, below the over-all average, the rise in prices in Belgium, France,
the Federal Republic of Germany, Luxembourg, the Hetherlands, Norway and Sweden.
By the same token, the higher than average rise in prices in Italy and the United
Kingdom was in part a reflection of the depreciation of the 1ira and the pound.
But internal inflationary forces and the composition of imporis were also
involved. In spite of the appreciation of their exchange rates, Australia,
Denmark, Japan and syitrzerland all suffered a higher than average increase in
consumer prices while Canada and the United States had relatively low rates of
price increase by 1973 standords.

T+ is clear thait the upsurge in consumer prices had not run its course by
the end of 1973. Most commodity prices were still rising and the cost of crude
petroleun was doubled in January 1974, Some of the earlier increases in
wholesale prices were still working their way through the retail level, and
increases at the retail level vere exercising a greater influence on Wage
settlements and feeding back into prices through the cost structure. In most
countries the increase in consumer prices between the first quarter of 1973 and
the first quarter of 197k reached & new high, generally in double figures -

10 per cent in North America, almost 12 per cent in the EEC and over 20 per cent
in Japan. Only in the Federal Republic of Germany, Switzerland and Yugoslavia
was there some sign of levelling off.

The upheaval in world commodity markets frustrated all attempts to conme to
grips with domestic inflation. Sone respite had been won in 1972 - most notably
in Japan, Sweden, the United Kingdom and the Upited States - by measures such as
price freezing, official surveillance of prices, profit margins and wage
agreements in sccordance with designated guidelines, 1imitation of credit in the
private sector and restraint on government spending. The rapid rise in food
prices, however, made it increasingly aifficult to hold back wages. Gaps opened
up between groups of workers caught by the controle at different phases of their
collective bargaining and wage settlement cycle. Business profits tended to
rise as output expanded in volume and, even more, in value.

I

1/ These rates contrast sharply with the average for the 1960s: ‘this was
3.4 pgﬁ cent a yenr for the developed market economies as a group and
2.8 per cent for Torth America. (Private consumption has been used for
weighting country figures in these group averages.)
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Eaployment trends

Anti-inflationary policies were also inhibited by concern over the
employment situation. In comparison with the 1960s, most of the developed
market economies had a higher level of unemployment. Though this declined in a
number of countries - Australia, Cenada, Sweden, the United Kingdom and the
United States in particular ~ both between 1972 and 1973 and in 1973 {see
table IT-5), it remained higher than was widely regarded as accephtable. In
Belgium and Trance, the nurber of unemployed rose in 1973. It zlso rose in the
Federal Republic of Germany though it did not reach the level of unfilled
vacancies. And in the Netherlands it remained well above earlier levels {see
table II-6). Only in Austria, Japan and Switzerland was unemployment low
enough - either in relation to vacancies or by hisztorical standards - to meke it
less than a prime desideratum in economic policy formulation.

In some countries - particularly Canada, France and the United States -
there was a signifiecant increase in the labour force in 1973, derived not only
from the growth of the working age population but alsc from a rise in
participation ratio, a phenomenon which itself is evidence of a buoyant labour
market. In the United States there was a notable decline in teen-age
unemployment and in the rate of dismissals, while the rate of voluntary
severance rose - a sign of confidence in improving jobz - to the highest rate
since 1969. Here, more than elsevhere, the gains came largely in the first half
of the vyear.

In the Federal Republic of Germany, vhere unemployment began rising again -
and more rapidly than in 1971/72 - early in 1973, efforts were made to
discourage the influx of migrant workers: +he recruitment fee was trebled, for
example, and towvards the end of the year a halt was called to the entry of new
workers from outside EEC. This decision and a tightening of immigration controls
in Austria may have repercussions in Turkey and Yugoslavia - both countries of
high and increasing unemployment in 1973 - especially as job opportunities for
migrants were also limited in Belgium and the Wetherlands by the relatively high
level of local unemployment.

The rather mixed and changing condition of the labour market in the
developed market economies was reflected in many of the wage settlements made in
the course of the year. In mapy countries the rapid rise in prices set the pace
for wage adjustments, In France, Lhe minimum wage level was raised early in
1973 and in the first three quarters of the year the manufacturing wage rate
averaged 13 per cent above the corresponding 1972 figure. In Ttaly, extensive
strikes early in the year ended in three-yvear contracts incorporating immediate
increases averaging about 23 per cent for industyy, 17 per cent for the econonmy
as a whole. In Jepan, wage increases of similar proportions were negotiated and
by the third quarter rates were averaging about a fifth higher than a year
eariier. In those countries, as well as in most of the other developed marked
economies, the 1973 increase in hourly earnings in industyy was well above that
registered in the previous two vears (see table II-T).

In the United Kingdom the gain in weekly earnings in manufacturing wvas heid
down, as part of the country's incomes volicy, to an average of about 13 per cent,
vhich is not much more than the 1971 and 1972 increases. In the Federal
Republic of Germany and Norway, where the big advance in wages was achieved in
1971, the 1973 increase in hourly earnings was only a little over 10 per cent.
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Apprecisbly lover increases were recorded in Canada, Sweden and Switzerland, and
most notably, by the United States where as mamy as 5 million workers vere
involved in wage negotiaticns in the course of the year: the rise in hourly
earnings in United States industry (T per cent between 1972 and 1973) was the
smallest among the developed market gconomies.

The year sawv the triggering of most of the escalator clauses incorporated
in wage agreements. It also saw the adoption of such clauses in many of the newv
contracts negotiated between trade unions and management. This reflects not
only the increased avareness amnong workers of the impact of rising prices on the
cost of living but also some softening in the atiitude of stabilization
authorities towards such arrangements. Traditionally regarded as a mechanism
that tended to perpetuate the inflationary cycle, the adoption of an agreed
formula for linking wages to the cost of living was being advocated by some
authorities as a means of moderating the very large demands of the more militant
trade unions based, as these demands had to an increasing extent become, on
expectations of accelerating price movements.

Monetary policy

In general, concern over the consequences of the rise in prices found
expression in increasingly restrictive policies as the year advanced. Interest
vrates which had been declining since the 1970-1971 recession, were raised in
most countries before the end of 1972 and moved steadily upward in 1973. By the
beginning of 197k the official discount rate had been raised above 7 per cent in
Canada, the Federal Republic of Germany and the United States, 8§ per cent in
Belgium and the Hetherlands, 9 per cent in Japan, 10 per cent in Denmark,

11 per cent in Trance and 12 per cent in the United Kingdom. Only in the
Turopean Free Trade Area (EFTA) countries ~ Austria, Norway, Sweden and
Syitzerland - was the rate held at the relatively low 1972 level of

5-5,5 per cent, though in Italy, the last of the Furcpesan countries to pull out
of the 1970-1971 recession, it was reised only to 6.5 per cent at the hepginning
of 1973 and held there into 197k,

Along with the higher interest rates came restrictions on credit. HMany
countries sought to reduce internal ligquidity by increasing the ordinary or
special deposits that commercial banks are requived to maintain at the central
banlk: the Netherlands in January, the Federal Republic of Germany in March, the
United Kingdom in June and again in December, and Japan in September and again
in Decenber. In most of the developed market economies, the rate of increase in
money supply was lowvered as 1973 advanced, most severely in the Federal Tepublic
of Germany and the Metherlands where there vas virtually no expansion in the
second half of the year. In Suitzerland the money supply was neld more or less
constant throughout the year. T+ was in these countries and also in Austria,
France and Norway, that industrial capacity was being almost fully utilized even
in 1972. Only in Ttaly and Sveden was there some acceleration in the supply of
money during 1973, though in Italy the expansion vas accompanied by an effort to
1imit the flow of short-term eredit tc the larger firms. The first half of the
year sav some easing in the United States, too, but over 1973% as & whole, money
supply (currency and demand deposits of the commercial benks) increased siightly
less than in 1972, and the rate of growth of total hank credit decelerated from
gquarter to quarter. The combination of high interest rates and "active
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restraint” on the part of the monetary authorities was designed to avoid serious
disruption of credit flows.

Fiscal policy

Fiscal restraints were not widely applied. As indicated above, however,
the rise in costs tended to hold down govermment expenditure in real terms.
Most Governments found it difficult to reduce the services expected of them,
though there were some deferments of capital projects, most notably in Japan
where the budget approved early in 1973 already implied a reduction in the share
of the publiic sector in total expenditure. There was a similar reluctance to
raise taxes: the rise in consumer prices was already threatening savings and it
was widely felt that additional indirect taxes would pass quickly into prices
and make it even harder to hold the wage line. Indeed, early in 1973 France found
it expedient to reduce the rate of its value-added tax in order to postpone the
date when the rise in the cost of living would trigser the escalator clause in
various wage agreements. In Canada where, as indicated above, a high rate of
growth in the labour force has tended to increase sensitivity to unemploymnent,
fiscal policy remained mildly expansionary: the 1973/7lh budget included cuts
in corporate and personal income-tax and en increase in certain depreciation
allowances. In general, however, the pattern of fiscal change was from a
relatively expansionary budget in 1972 to a more or less neutral one in 1973.

In some countries the upswing in activity served to raise govermment
revenue from existing taxes. This, combined with a rather striet control over
expenditure, brought the United States federal budget - which was in substantial
deficit in the first half of the 1972/73 fiscal year - into balance by mid-1973.
The slowing down in the economy in the second half of 1973 led to the planning
of a larger deficit for 197L4/T5 than seemed likely to eventuate in 1973/7h.
There was also a change in policy in the Federal Republic of Germany where
cutbacks in government spending and tax restraints - on corporate investment, on
corporate and personal incomes and on house-owners, for example - were
introduced in May bub relaxed in December, either immediately or prospectively.

Other stabilization policies

Over and above the use of monetary and fiseal instruments to affect total
demand, many actions were taken to influence supply. Some trade liberalizing
measures vere designed to increase imports - a 30 per cent expension in import
quotas in Japan in April, for example, and a 25 per cent cut in tariffs on
manufactures in Australia in July. This was also the effect of the up-valuation
of several currencies in the course of the year - the Federal Republic of
Germany, 3 per cent in March and 5.5 per cent in June, Australia and the
Netherlands, 5 per cent in September. On the other hand, as shortages of
particular commodities -~ soya beans, cotton-seed, lumber, non-ferrous scrap,
fertilizer - gave rise to differential price increases in 1973 and new trade
flows tended to open up, several Governments resorted to export controls in order
to protect domestic supplies. Tax incentives and price support systems were also
used to boost production of items that were in short supply.

Some of the efforts at direct price and wage control initiated in 1972 were
continued, with modifications, in 1973. In the United Kingdom in March the
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price and wage freeze that had been imposed five months earlier was replaced by a
system of regulated increases which also applied to profit margins. This in turn
was modified in November by a somevhat relaxed “price and pay'" code as the third
stage of an evolving incomes policy. The squeeze induced by the rapid rise in
import price made the system difficult to operate and the year ended with widespread
industrial unrest, strikes end strike threats. In the United States, 1973 opened
with a marked easing of price and wage restraints of the previous year's "phase 1"
stebilization programme. Here, too, the rise in cemmodity prices upset plans and
impelled a mid-year reimposition of the earlier freeze. In August this was
replaced by the earlier form of regulation but the swings in policy had made it more
difficult to administer and as the year advanced controls were relaxed on an
industry-by~-industry basis.

The price upsurge caused several other Governments to take emergency action.
In February, Belgium froze the price of 21l public services for 90 days. In July,
Ttaly imposed a three-month freezeé on the prices of all basic Tood-stuffs and this
was extended in October and followed by a more general control of prices. In
August, New Zealand introduced a genersl 30-day price freeze and a 10-month pay
freeze. In September, Spain froze the prices of trensport aad public services as
well as food-stuffs, and the Netherlands intensified its existing price control
system in the wake of the up-veluation of the guilder. Mustralia, following the
lead of the United Kingdom and the United States, established a Price Justification
Tribunal to supervise the price actions of all larger firms,

Prospects for internal stability

These measures and other similar ones demonstrate the fact that most
Governments were experiencing great difficulty ip turning their economic policies to
the needs of the hour. In the first half of Lhe year their main precccupation vas
to achieve an ordered deceleration of growth from the steep upsurge of the previous
18 months to more sustazinable rates. The boom in worid commodity prices supervened,
however , and priority had to be given to actions to dampen the rise in domestic
prices and to prevent its impact from being unduly harsh or inequitable. Buccess
in this effort was wvery limited: fiscal action, on the whole, proved slow and
cumbersome , and the use of monetary restraint was not only inhibited by fear of
Mover~-kill” but also by the fact thet business profits snd cash flow were generally
high and any tightening of credit tock a long time to "pite”. In s number of cases
interest rate policy was shaped as much by the externsl situation and the flow of
short-term capital as by the need for internal restraint. Moreover, the high rate
of increase in prices tended to weszken the effectiveness of interes®t rate
adjustments: as indicated above, cerntral bank discount rates often had to be raised
to unprecedented heights before they exerted the required influence.

Before any of the developed market seonomies had achieved control over domestic
inflation, the problem was greatly complicatezd by the actions of OPEC in restricting
the flow of oil and raising its price. The opening months of 197k thus found most
countries struggling not only on the two main fronts of 1973 - to achieve a smooth
and limited deceleration in the cyelical swing of demand and to slow down the price
rige - bub also on a third and even more eritical front, namely, the looming deficit,
of unparalleled magnitude . in their trade with the petrolsum-exporting countries.

Tt is not expected that the restrictive monetary and fiscal policies initiated
by the develcped market cconemies during the course of 1972, with the consequent
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slowing down of growth vhich is already occurring, will moderate the rate of
inflation during 19Thk. The huge increases in the price levels of petroleum
products will certainly be reflected in the aggregate consumer price index, though
the upward trend of other commodity prices and food prices (following a good crop
year) is expected to ease.

Part of the pessimism surrounding the hope for a greater measure of price
stability in 19Tk stems from the videspread feeling that many of the major
industrial countries are caught up in a vage-price spiral. In 1972-1973, the rate
of inflation was to some extent mitigated by the favourable impact on unit labour
cost of rapid productivity growth during the upswing phase of the business cycle,

For 1974, however, a slower growth of productivity combined with the large
wage settlements negotiated in many sectors during the course of 1973 indicates that
unit labour costs will rise in 197L. Indeed, the Organisation for Economic
Co-operation and Development (OECD) forecasts that this rise in unit labour costs
will accelerate in all of the major countries with the exception of France and
Ttaly.

At the same time {depending on the extent to which government monetary and
fiscal policies maintain the restrictive stance set last vear}, it will be diffiecult
for many countries to maintain unemployment rates at the generally low levels
recorded in 1973. Although it now appears that the impact of the oil crisis on
production will not be nearly as severe as was originally feared, the climate of
uncertainty which the erisis sparked could have an adverse effect on investment and
employment creation.

Forecasts of 197k growth rates have been substantially lowered since they were
first made towards the end of 1973. In the United States where total production
dropped sharply (almost 6 per cent) in the first guarter, recovery to a b4 per cent
expansion is predicted for the second half of 197h; for the year as a whole,
therefore, the prospect is for only minimal growth. By April, the European
Commission had reduced its expectations of growth to below the lower limit of the
eariier range of 2.5-5.2 per cent. In the United Kingdom, the 1974/75 budget
introduced in April was predicated on a 5 per cent decline in the gross domestie
product in the first half of 197k followed by a recovery in the second half to a
level about 2.5 per cent above the corresponding 1973 figure. The Japanese
forecast for the fiscal year 19TL/75, also made at the time of budget presentation,
envisages a gross product about 2.5 per cent above that of 1973/7k. These national
forecasts led the International Bank for Reconstruction and Development {IBRD) to
predict an average growth rate for the industrial countries of between 1.3 and
2.4 per cent in 19Th. This is only about half the rate implicit in the principal
forecasts made around the turn of the vear and it suggests that the inerease in
preduction between 1973 and 197% may be less than a third of that achieved in the
previous interwval.

Changes in external balance

A1l the developed market economies participated in the upsurge in exports in
1973. On a year-to-year basis the increases in dollar earnings ranged from
17 per cent in Italy to akout three times that Tigure in Australia and Iceland. The
increases in the major trading countries were nearer the developed market economy
average of 37 per cent: United Kingdom, 25 per cent; Japan, 29 per cent;
France, 38 per cent; United States, 43 per cent; and Federal Republic of
Germany, 45 per cent.
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Tn the case of import expenditure, the major trading countries were at the
extremity of the range: the increase between 1972 end 1973 was 24 per cent in
the United States and 63 per cent in Japen. The increases in the case of Trance,
the Federal Republic of Germany and the United Kingdom clustered around the
developed market economy average of 37 per cent.

Tn terms of international balance, the most significant changes were brought
about by the expansion of exports from the United Stetes and of irports into Japan.
These tended to correct the payments imbalance that had emerged in 1971 and 1972.
There were a number of other trade developments vorking in the opposite direction,
however , chief among them being the expansion in exports from the Federal Republic
of Germany and in imports into the United Kinrdem, increasing very greatly the

surplus of the former and the deficit of the latter (see table II-8).

Merchandise trade

The most notable increase in United States exports was to the centrally
planned economies, to Japan, to Singapore and to Brazil and Mexicec. The share of
these countries in United States exports has been rising steadily in recent years
and between 1972 and 1973 it jumped from 19 %o 25 per cent, There was also a
vecovery in the proportion of exports going to Australia, Israel and the Netherlands,
after some slippage in 1972. Other destinations to which United States exports
increased by more than 50 per cent in dollar value in 1973 include Denmark,

Hong Kong and New Zealand. Proportionately, the largest gain was in food-stuffs,
exports of which doubled between 1972 and 1973 to reach over $12 billion, three
fourths of which was for crude foods. Raw materials and semi-manufactures increased
by 50 per cent and mapufactured goods by 30 per cent. In the face of a relatively
modest rise in imporis - 24 per cent, two thirds of the developed market economy
average - this expansion in exports served to reduce the United States trade

deficit below $2 billion (measuring exports f.o.b. and imports c.i.f.) not much

more than a Tifth of the record 1972 figure. 2/

The massive increase in Japanese imports was very widely distributed: a
doubling was not uncommon among the smaller suppliers - Argentina, Austria, Finland,
Portugal and Yugoslavia - as well as in purchases from Hong Kong and Nigeria whose
share in total imports has been rising rapidly in recent years. lore importent in
sbsolute terms was the expansion of T5 per cent or more in imports from Brazil,
Canads, France, Indonesia, Ttaly, the Philippines and the centrally planned
ceonomies - countries that accounted for almost a fourth of the total in 1973. The
United States supplied another fourth of Japan's imports, though its share declined
fractionally in 1973. As its export earnings increased at less than half the rate
of its import expenditure, Japan swung from its large surpluses of 1971 and 1972

into deficit in the second quarter of 1973,

Like Japan, the United Kingdom increased its imports far more than its exports.
This was in part a reflection of the rise in commodity prices, but more important
was the continued high growth of imports from the industrial countries of Burope:

g/ Valuing imports f.o.b., the United States astually moved into surplus in the
second quarter of 1973 and by the fourth guarter the surplus wvas rnmning at an
annual rate of $7 billion -~ more than the deficit in the corresponding period
in 1972.
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for the fourth consscutive year this was substantially above the over-all average,
raising the share of this region 3/ in total United Kingdom imports steadily from
31 per cent in 1969 to Ll per cent in 1973. The only countries from which imports
rose at more than the L8 per cent recorded by this European group were relatively
minor suppliers - Brazil, Chile, Greece, Indonesia, Iran, Mexico, the Philippines
and Tukey - whose combined share of United Kingdom imports in 1973 was less than

b per cent. The expansion in exports was not much more than half that of imports,
especially small gains being registered in shipments to the developing countries
(except West Asia) whose share in the total dropped to a new low of 21 per cent in
1973. The result was a trebling in the trade deficit in the course of the year -
t0 an average of about $1 billion a month in the last quarter.

In contrast to the United Kingdom, the Federal Republic of Germany increased
its exports far more than its imports. Its export expansion was widely distributed
to all areas except the developing countries of the western hemisphere - though even
to this region shipments increased by akout a fourth, which was itself a record
growth. The most notable expansion was in exports to Spain (over 50 per cent in
current dollars), Demmark, New Zealand and South Africa (over 60 per cent) and
Indonesia, Iran, Japan and the centrally planned economies (over 70 per cent);
between them this group of countries jncreased its share of the Federal Republic's
exports from less than 13 per cent to more than 16 per cent. Compared with this
surge in exports, import growth - though, at 36 per cent, extremely high by
historical e&andards - was relatively modest. It was highest in the case of I
purchases from the centrally plenned economies (up 51 per cent) and the developing
countries {up 47 per cent), especially in the Asian region (up 60 per cent).

Exports exceeded imports by a margin that rapidly increased in the course of the
year: the surplus reached an annual rate of over $17 billion in the third quarter
and for the year as a vhole it totalled $13 billion, twice the 1972 figure and
three times the average of 1970-1971,

Changes in the balance of payments

The state of balance of these four countries - the Federal Republic of Germany,
Japan, the United Kingdom and the United States, which together account for well
over a third of world trade - is of great importance to the functioning of the
international monetary system. Of less significance from a global point of view
but troublesome for the country itself and indicative of internal imbalance,
inappropriate exchange rate or deterioration in terms of trade, was the further
widening of the trade deficits of a numher of other countries, including Italy
(vhose deficit reached $5.6 billion), Spain ($k.1 billion), Greece ($2.1 billion),
Denmark ($1.4 biilion) and France {$1.3 billion). On the other hand, several
countries enlarged their active trade balances in 1973, among them Switzerland
(with a trade surplus of $2.1 billion), Australia ($2 billion) and Sweden
($1.6 villion).

Changes in merchandise trade deminated the international economic scene in
1973. This reflects not only the sheer size of trade flows in 1973 - in volume and
even more in value - but also the fact that after the monetary crisis of February,

3/ The region includes Austria, Belgium, Denmark, France, the Federal Republic
of Germany, Italy, the Netherlands, Norway, Sweden snd Switzerland.
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which set most of the major currencies floating, there was no dramatic building up
of pressure against particular exchange rates but rather a continuous process of
adjustment. In the aggregate, there were sizable movements of capital and
substantial changes in effective exchange rates, but they were less influential -
and much less disruptive ~ than had been the case in 1971 and 1972, After
Tebruary 1973, funds that might have been used to speculate against particular
currencies tended to find their way on to the commodity markets, adding to the
price boom discussed in the previcus chapter.

In the United States, the twrn-around in the current acccount reached the
remarkable total of $11.4 billion. fTrade accounted for the bulk of this swing, but
there was also a one-third increase in gross income on direct investment, raising
investment income receipts to $14 billion gross and $9.7 billion net. Net transfers
outwards (mostly foreign aid) inereased only marginally, to $3.9 billion. Receipts
from tourism rose to a greater extent than did tourist outlays. There was a
substantial ($1.5 billion) increase in the outflow of direct investment in 1973 but
it was more than offset by an extraordinary direct investment inflow of over
$1.9 billion - almost 12 times the 1972 figure. There was also a larger inflow of
portfolio investment. Bank and other long-term lending, which had been sharply
reduced in 1972, rose again in 1973 ~ especially in the last quarter of the year
in the wake of the Avab-Iraseli war, but not enough to keep the 'basic balance”
negative: for the first time since it was first computed in 1960 the combined
current and long-term capital account yielded a surplus (see table II-9).

The net outflow of short-term funds from the United States was almost twice as
great in 1973 as in 1972, but still well below the record 1971 level. Much of this
took place in the early part of the year - before the second 10 per cent devaluation
of the dollar - when Furo-dollar borrowing vwas intense and interest rates relatively
high. For the year as a whole, however, the inflow of liguid private capital again
exceeded the outflow and this reduced the over-all deficit to about half its 1972
figure and less than a fifth of the unprecedented 1971 total. PFinancing this
deficit involved a $5 billion increase in United States liabilities to foreign
agencies.

The reduction in the United States deficit was paralleled by a corresponding
reduction in the Japanese surpius. In Japan, in the wake of the upsurge in imports
described above, the current account surplus in 1973 wvas less than 2 tenth of
its 1971-1972 average, And it was accompanied by & sharp increase in the net
outflow of capital. Thus the over-all balance, after a steep decline in 1972 from
the extraordinary $10 billion surplus of 1971, swung into deficit in 1973, and there
was a $6 billion drawing down of the country's official reserves.

Vo such turn-around occwrred in the Federal Republic of Germeny. There, as a
result of its strong export performance, the current account surplus registered
another and larger increase - from less than 42 billion in 1972 to over $5 billion in
1973. As net capital inflows continued at much +he same annual rate as in 1971
and 1972, the over-all surplus rose again and there was a further accyretion - of
over $9 billion - to the country's internstional reserves, bringing gross heldings up
to $33 billion or 18 per cent of the world total and almost a fourth of the
developed market economy total (sez table ¥1.10),

After two years of surplus, the current accounts of Ttaly and the United
Kingdom, reflecting the expansion in imports, swung into defieit in 1973.
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In both cases this was met by increased borrowings; this caused an opposite SWing
in the capital account - from net outflow in 1972 to net inflow in 1973. Hence
there was no further reduction in international reserves,

The rise in imports also weakened the current balance in Austria and France.
-n France this was aggravated by a large outflow of capital in the second half of
tie year: the over-all balance swung into deficit and official reserves were
drawn down to their end-1971 level, In Austria there was another net inflow of
cepital, though it was much smaller than in 1971 or 1972. A surplus on capital
account - and in this case a much larger one than in 1971 or 1972 - also offset a
marked detericration in the current account of Denmark.

In Greece and Spain, the widening of the trade deficit was of fset by an
inerease in other current receipts, particularly from tourism and migrant workers'
remittances, so that in both cases the over-all accounts again registered a surplus,
though a smaller one than in 1972. |

In Sweden and Switzerland, the capital account swung into deficit in 1973, but
as the current account surplus was greater than in 1972, the over-all balance
remained active - to an increased degree in Sweden but a sharply reduced degree
in Switzerland where a drawving down of international reserves began in the third
quarter of 1973,

Adjustment through exchange rates and reserves

On the whole, the process of adjustment that was set in motion in 1971 and
continued with a series of currency revaluations in 1972 and 1973 and the
introduction of a system of managed floating in March 1973 seems to have improved the
state of equilibrium among the developed market economies. The increase in the
amount of foreign exchange moving into the world's official reserves - which is a
measure of the external deficits of countries whose currency is regarded as usable
reserve assets - declined from almost $34 billion in 1971 and $25 billion in 1972
to $18 billion in 1973. 4/ The proportion of this increment going into developed {
market economy reserves declined from 88 per cent in 1971 and 66 per cent in 1972 to
39 per cent in 1973. As a result of the primary commodity boom, the surpluses
that had opened up were largely in the developing countries.

The increase in foreign exchange reserves in the developed market economies
amounted to $7.2 billion in 1973 (less than half the 1972 figure and a fourth of
the 1971 figure)} and this was all accumulated in the first quarter of the year,
chiefly in +the Federal Republic of Germany. There was only a small increase in the
second and third quarters and a reduction in the fourth when the movement of
éxchange rates induced dollar sales by a number of central banks, including those
of Belgium, France, the Federal Republic of Germany and Switzerland
(see table II~-11).

E/ As a proportion of the foreign currency reserves being held at the end of the
preceding year the decline was much steeper: from 75 per cent in 1971 and
33 per cent in 1972 to 18 per cent in 1973. Most of these foreign exchange resepves
are claims against the United States, the rate of increase in which declined from a
more than doubling in 1971 to 21 per cent in 1972 and 9 per cent in 1973. Claims
against the United Kingdom increased by 19 per cent in 1971 and 11 per cent in 1972,
but were reduced by 11 per cent in 1973. The remainder of the reserves represent
chiefly holdings of Euro~currencies and in 1972 and 1973 these increased more - both
absolutely and relatively ~ than the liabilities of the traditional reserve currency
countries.
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All the principal developed market economy currencies appreciated against the
dollar in the first quarter of 1973 and most of them did so again in the second
quarter when, after its 10 per cent devaluation in February, the dollar continued
to weaken despite large ($2 billion) purchases by private interests. At the end of
June the cepntral rate of the deutsche mark was raised by e further 5.5 per cent
in relation %o the other EEC currencies participating in the joint float that had
been agreed to in March. In the third quarter arrangements were made to support
the dollar, but very little of an $18 billion swap line of credit was in Tact
used: rising United States exports and the tightening of monetary conditions
combined with some easing of restraints in the Federal Republic of Germany served
+0 steady the exchange rate. Only the currencies of Australia, Italy and the
fletherlands increased in dollar value:; those of France, Norway, Sweden, Switzerland
and the United Kingdom began to depreciate, and this process continued into the
fourth quarter when the dollar strengthened against all the developed market
economy currencies {except that of Canada), gaining about 11 per cent relative to
the EEC group by the end of the year and thus restoring its position to that
obtaining immediately after the February devaluation. In the first quarter of 197h,
however , the United States dollar weakened again, against all currencies except
those of France and Italy (see table II-12}.

Measured in relation to the currencies of trading partners, only the currencies
of the Federal Republic of Germany and the Netherlands appreciated in 1973 after the
inauguration of a floating régime, and even these weakened in the last quarter of
the year, when the dollar was regaining ground lost in the supmer. 4As implied
above, the French and Italian currencies continued to depreciate in the first
gquarter of 1974 and the United States dollar also weakened again. The remainder
strengthened, even sterling and the yen which, with the lira, had lost most in
1973 (see table II-13).

Since the Smithsonian parity fixing of December 1971, scme major changes have
teken place in currency relationships. Against the currencies of thelr trading
partners, the Swiss frenc has appreciated by over 1T per cent and the deutsche mark
by 20 per cent. At the other extreme, the pound has depreciated by 17 per cent and
the lira by about 20 per cent. This range of changes while wide by the standards
of recent history under the Bretton Woods system, is not altogether out of keeping
with the magnitude of other changes that have characterized the early years of the
1970s.

Implications for the international monetary system

Tn 1973, the Federal Republic of Germany held down the rise in internal prices
to about 7 per cent and in the face of a 3 per cent deterioriation in terms of trade
inereased its trade surplus by an amount equivalent to 15 per cent of its average
of exports and imports and expanded its international reserves by LO per cent. At
the other end of the spectrum, Japan experienced a 16 per cent rise in domestic
prices and a 10 per cent deterioration in the terms of trade; the swing in its
merchandise balance amounted to a fourth of its total trade and it lost almost a
fourth of its reserves. Large increases in internal prices {10-12 per cent), an
sdverse movement of the same order in the terms of trade and a massive enlargement
of the merchandise deficit were alsc registered by Italy and the United Kingdom
in 1973 (see table II-1k},.
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The sheer size of these changes transformed the problem-mix facing the
developed market economies in respect of their trade and payments interrelationships.
The IHMF Committee of 20 (on Reform of the International Monetary System and Related
Issues) deferred its search for adjustment mechanisms, controls and indicstors
hnecessary to maintain a régime of ''stable but adjustable" currencies, and little
progress could be made towards agreement cn the details of relationship between
gold, the dollar and EDR. 5/ Instead, the main topic of concern at a meeting of the
Committee in Rome in January 197k was how to prevent the fourfold increase that had
taken place in petroleum prices from ecreating an unmenageable payments situation.
And at a meeting of the Committee's Deputies in March 1974, the main achievement was
agreement on an interim set of guidelines to ensure that in so far as official
intervention was necessary to maintain a satisfactory system of floating currencies,
it was effected in ways that would facilitate and not disrupt or distort the flow
of trade.

The easing of the burden of defending a particular rate of exchange, combined
with the strengthening of the dollar in the second half of the year, led to the
relaxation of various controls over capital movements. Belgium, France, the
Federal Republic of Germany and Switzerland all eased their restrictions on the j
inflow of funds in the fourth quarter and Japan soon followed suit. In Wovember, [
the countries that had formed the gold pool in 1968 decided to permit sales of
official gold {but not purchases) on the free market, the dollar price having more
or less trebled in the course of the year. In December, the United States began
dismantling its controls over the cutflow of capital: restrictions on direct {
investment were ended, the Federal Reserve System's guidelines for veluntary
restraint on foreign credits were withdrawn and the equalization tax on the
purchase of foreign securities was reduced to zero. Only certain reporting
requirements were retained,

The relaxation of exchange and other controls on capital flows tended to
inerease the relative importance of differences in interest rates and domestic
monetary policy. In these circumstances and given the magnitude of the trade and
price changes that characterized 1973, it became difficult to maintain the joint
float of BEuropean currencies. In Januvary 19Th, France, anxious to ease internal
monetary conditions and reduce the exchauge losses involved in the link with a
rising deutsche mark, withdrew the franc from the arrangement, letting it float
without reference to the previous margins and supporting the action by tightening
once again its regulation of capital movements.

In April 197k, the cost of the joint float to the weaker currencies was
reduced by an agreement to value gold near its free market price for purpose of

ﬁ/ It was generally accepted, however, that SDR should be the central reserve
asset in any new monetary system. And some progress was made in the course of 1973
in accustoming the financial world to deal in currency baskets. The BEuropean
Investment Bank, for example, floated a number of bond issues in the "Burcoe' - a
weighted basket of the nine EEC currencies. #And Barclay's Bank International has
initiated dealings in a five-currency unit consisting of the dollar, pound,
deutsche mark, and Swiss and French francs in egual proportions. Baskets of this
nature would presumably be used for valuing SDR as the numéraire of the system.
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interparticipant settlements. In the Federal Republic of Germany, monetery
conditions hed been eased; in the other participants - Belgium, Luxembourg, the
jetherlands, Norway and Sweden - there had been a corresponding stiffening.
Co-ordinate measures were recognized as necessary for the maintenance of the joint
float and the common agricultural policy with its uniform pricing of major products.
But it was still unclear how the needs of the still separate domestic economies
might be served if these diverged.

Another of the problems whose dimensions have been changed as a result of the
events of 1973 is that of the link betwsen iiguidity creation and development aid.
The need for international ligquidity and, even more, its distribution have been
greatly affected by the changes in price relationships that have cccurred,
particularly the rise in the relative prices of cereals and petroleum. While it
is not certain how long these prices will persist, 6/ it is clear that for the
neriod immediately ahead large sums will have to be transferred from importers of
these commodities to their exporters. This means that the flow of aid will have
to conform to need much more than has been the case in the past. The desirability
of more discriminating aid policies was foreshadowed in a stabement of the
Development Assistance Committee of OECD in March 197k in which the 18 developed
market economies concerned pledged not %o reduce the amount of their aid, degpite
their own balance-of-payments predicament, but to accelerate transfers to the
most needy of the developing countries.

The outlook for external balance

The balance~of-payments prospects of the developed market economies cannot be
delineated with any precision even though they have been a preoccupation of most
of the Governments concerned ever since the second doubling of the crude
petroleum price at the beginning of 1974. In the aggregate, if the nevw price is
maintained, it is expected that the developed market economies will have to pay
sbout $50 billion more for petroleum imports in 1974 than in 19T73. 7/ How the
financial burden is distributed, hovever, depends not only on the volume of

§j Cereal prices, subject to market forces, have already begun to recede,
and, depending on 1974 harvests, could well be back to traditional relationship
with other prices by 1975. Petroleum prices, fixed by a producer cartel, seem
likely to adjust much more slowly, as demand is choked off and alternative fuel
supplies are developed.

7/ This assumes that imports of crude petroleum for consumption in the
developed market economies will remain at the 1973 level of 10 billion barrels and
the increase in unit cost will be $5 per barrel (up from rather less than $3 to
about %8 on an f.o.b. basis). As a result of substitution, conservation and
reduced economic activity, consumption and imports may be lower {(by as much as
10 per cent according to some forecasts). On the other hand, the unit cost
inerement may be higher because of the increase in the proportion of
"participation” oil bought back by the operating companies at above the
38 average price.
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petroleum purchased but also on the way the total purchase price is "recycled",
that is, on the distribution of the purchases, debt repayments, invesiments, loans
and grants made by the exporters on the basis of the proceeds.

As there is usually a lag of many months between the shipment of petroleum
and the return flow of funds, not much of the new higher revenues accruing to
OPEC found its way back to the developed market economies in the First guarter.
Imports of the group, which were approaching $20 billion in 1973, may be expected
to continue to rise rapidly with the receding of financial constraints on
development plans, and most of the goods will come from the developed market
economies. No 19TLh trade figures are yet available but some of the $5 billicn used
to finance recent Arab arms purchases is reported to be on the way back to the
United States in payment for Soviet wvheat purchases. Q/ There is little sign that
much of the petro~currency has been used on any of the stock exchanges. Some real
estate transactions have been reported, mostly in high-fashion, no-risk areas,
but the total value does not yet seem to have reached 51 billion.

Some of the funds will be used to pay for the increase in the "participation"
of host Governments in the activities of the concessionary oil companies. According
to press reports, for example, Saudi Arabia is paying $500 million for an initial
2> per cent share in the equity of the Arabian American 0Oil Company (ARAMCO). Such
transactions are taking place in all the petroleum-exporting countries, though the
pace and extent of participation, the terms of purchase and the method of valuing
assets differ appreciably from case to case. The resulting divestment will
constitute a reflux of capital into the United States and, on a smaller scale, the
Netherlands and the United Kingdom.

Additionel funds will be used for the purchase of new assets connected with
the petrcoleum industry. A group of Gulf States - Abu Dhabi, Kuwait, GQatar and
Saudi Arabia - is contributing half of the $400 million cost of a pipeline from
Suez to the Mediterranean, for example, and Abu Dhabi intends to put $100 million
into the building of a dry dock to accommodate super-tankers. This type of
investment will be reflected in orders to the developed market economies for capital
goods and engineering services.

There is also likely to be an addition to the amounts made available as
development loans and grants to other developing countries. Some of this will move
bilaterally, some through IBRD and some through the various Arab development
institutions. 2/ But in due course all of such transfers are likely to generate
orders for imports from the developed market economies.

8/ In The New York Times, 25 April 197k.

2/ Including the Kuwait Fund for Economic Development (the oldest of them,
whose capital has recently been raised to $3.35 billion), the Arab Fund for
Economic and Social Development, the Islamic Bank (recently established with a
capital of $1 billion), the Arab-Africen Bank and the Abu Dhabi Fund for Arab
Econcmic Development.
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The international reserves of the 10 OPEC members for which data are available
increased by almost $3 billion in the first quarter of 197k, This reflects the
fact that most of the petro-money tends to be deployed on the Furo-~currency market.
On a net basis (that is, the foreign currency liabilities of the participating
institutions, excluding interbank redeposits), the funds on this market increased
by about 60 per cent in the course of 1973 and by a further T per cent in the
first quarter of 197k, reaching an estimated total equivalent to $160 biliion, of
which rather more than 7O per cent comprises United States dollars. Publicly
announced borrowing from this market has risen rapidly from less than $7 billion in
1972 to $21.9 billion in 1973 and as much as $14 billion in the first quarter of
197k, %9/ Most of the borrowers on this market are private entities but they
include local authorities and nationalized industries and these Tirst quarter
transactions ineclude arrangements for large-scale loans to France ($2.5 billion},
Ttaly ($2.2 billion) and the United Kingdom ($4,3 billion).

Since, until recently, the Euro-currency market has been essentially a source
of short-term funds, how successfully it will function if it is used by
oil-importing countries for the purpose of medium~-term finance is far from clear:
there is an obvious potential conflict in objective between the lenders and the
borrowers that will need to be adjusted. It seems likely, for example, that only
the strongest of the borrowers can be assured of access to this market, particularly
if, for whatever reascn, a credit squeeze develops in the course of the year. It
is for this reason that it is of particular importance that trade-reducing measures
be avoided: inability to earn foreign exchange through normal exports could
trigger restriction on non-essential imports and a self-defeating run on whatever
funds there are for Tinancing essential imports, ineluding those of petroleum.

T+ was with these considerations in mind @nd ageinst a background of
import-restraining measures recently adopted by Denmark and Ttaly, that the
o), members of OECD met in May and agreed to a "code of good conduct"” aimed at
avoiding destructive competition through unilateral action to limit imports and
stimulate exports. In order to facilitate consultation among those most affected by
the Tinancial implications of the emerging deficit, the major trading nations have
reconstituted the "Group of 10".

Because many countries, especially in the developing group, are unlikely to
have access to an adequate source of finance, IMF is setting up a specific
“pridging facility' for the use of countries that are finding it difficult to
pay for vitel imports of crude 0il or products. This would be financed by
borrowing - presumably from 0il exporters as far as possible - and would operate
outside the regular framework of the Fund for a two-year transitional period while
other adjustments are being mede. Up to the end of April 1974, some SDR 2.3 billion
had been pledged (including SDR 1 billion by Saudi Arabia and SDR 0.6 billion by
Iran) and it was hoped to inaugurate the facility at the final meeting of the
Committee of 20 in June.

Tn the meantime, the United Nations General Assembly has approved a 'Special
Programme’ to provide emergency relief to developing countries most seriously
affected by the changes in price relationships. On 9 May, the Secretary-General,

10/ Data compiled by IRRD.
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pursuant to the decision of the Assembly, addressed an appeal for funds to ks

industrialized or petroleum~exporting countries with a view to providing grants
or soft~-term loans.

The amounts that are required for this purpose will depend on the availability
of other sources of finance and above all on the maintenance of a high level of

trade. In this respect a special responsibility rests on the developed market
economies, many of which will themselves be under considerable strain.
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Table II-1. Developsd market economies: growth of gross domestic
product in constant market pricer, 1970-1973

{Percentage)
Average
Region and country annual rate, Change from preceding year
1970-1973 1971 1972 1973 a/
North AMerico . « « « » » « » + = k.0 3.3 £.0 6.1
Canada . o o o o o e e e e . . 5.2 5.8 5.6 7.2/
United States . + « « « » o « » 3.9 3.1 6.0 6.0
Western BUrope. .« « « = + « « « L7 3.4 L.0 6.0
EEC, 6 countries . . « . .« o . L.8 3.k L,0 6.0
9 countries . . . . . . - 4,5 3.2 3.6 6.0
EelgiumE/ . 5.6 3.h 5.2 6.2
France . 5.7 5.3 5.3 6'lb/
Germany , Federal Renubilc of. b.ob 2.6 2.9 6. 3~
Ttaly - 3.8 1.6 3.2 6.5b/
Luxembourg . e . 2.4 0.7 3.0 T.0%
Hetherionds . . « « » 5.1 3.9 kL 5.0
Denmark . .3 h,1 h.9 5.1
Ireland . . L.L 3.6 3.9 7.5
United Kingdecm. - 3.h 1.6 3.0 5.5
Other Europe, 15 countriesg/ k.3 3.0 k.5 5.8
12 countries. 5.3 3.6 6.0 5.8
Austria . 6.5 5.6 6.4 5.7
Cyprus 6.2 12.2 5.0 2.0
Finland . 5.6 2.4 7.0 5.2
Greece ;- 8.5 T.1 16.2 G.0
Iceland~ 6.6 9.5 6.0 5.0
Malta » o o v o o o v e e e . (9.5) 9.0 9.0 .
Forway 4.3 5.5 k.3 3.9
Spain . . . . - 6.5 4.3 §.2 8.1~
Sweden 3.0 0.2 2.5 k.3
Switzeriand . 4,6 3.8 5.8 4.5
Turkey 6.7 G.5 6.2 5.0
Asia
Japan/ 9.3 6.8 8.9 11.0
Southern hemisphere . L.2 L.o 3.2 5.8
Australiaﬂ/d/ . 4.2 b1 3.2 6.0
Hew Zealand— . 3.k 3.5 2.5 5.5
South Africa 4.3 Iy 3.3 5.5
Total, 27 developed
market economies . . . - .7 3.6 5.5 6.5

{Source end foot-notes on following page)
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(Source and foot-notes to table I1-1)

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Yearbook of National Accounts

Statistics, Organisation for Economic Co-operation and Development, Rconomic
Cutlook (Paris), and national sources.

a/ Preliminary.
b/ Gross national product.
¢/ Including Depmark, Ireland and the United Kingdom.

d/ Fisecal year ending 30 June of the indicated year for Australia,
31 March for New Zealand.
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Table II-2. BSelected developed market economies: changes
in industrial production, 1971-1973

Tndex of industrial production

Country (corresponding quarter of previous year = 100)
1972 1973 197k
I 1T ITI v T il 111 1v I
hustraiia . . . . 96.3 101.1 101.1 104.7 113.0 107.7 115.2 106.4 112.73/
sustria . . . . . 105.h 10k.8 106.7 11k.7 106.4  88.3 106.8 100.8 108.0§/
Belgiwm . . . . . 1048 103.0 102.5 107.6 107.5 10b4.7 105.k 106.5 cas
Canada . . . . . 109.0 110.6 10k.1 111.1 .10.T 110.0 108.6 106.1 105.29/
permark® . . . . -  107.1 106.6 111.3 .. ..
Fipland . . . . . 123.7 109.4 108.5 115.5 107.8 1ok.k 105.1 100.3 lo3.59/
France . . . . . 107.1 109.2 106.8 108.2 111.0 109.2 108.0 106.9
Germany , Federal
Republic of . . 102.2 98.Lk 98.5 107.1 107.6 111.9 107.7 105.7 102.2
Greece . . . . . 113.9 11h.9 67.k 211k.3  11€.8 117 116.1 111.5 92 P
Treland . . . . . 102.7 108,83 106.3 108.k 113.5 112.2 108.3
Italy . . . . . . 102.9 102.0 104.6 109.6 103.5 113.9 11h.7 11i7.1
Japan . . . . . . 1061 109.9 -  103.8 106.9 108.7 118.1 115.8 109.35/
Iuxembourg . . . 103.5 102.0 103.6 108.9 116.2 1312.3 108.5 112,k  106.5
Netherlands . . . 109.7 108.6 106.3 106.9 108.1 107.3 106.3 107.5 1oh.h5’“—/
Norway . . . . . 9T.7 106,3 99.7 105.0 110.7  96.8 109.1 106.2 105.1
Portugal . . . . 128,2 1164 11h.8 123.9 91.0 - .
Spain . . . . . . 116k 116.5 113.8 118.3  116.%  1iLk.T7 119.5 113.7 115.5?/
Sweden . . . . . 91.6 96.7 108.0 107.1 109.1 108.0 109.2 135.5 107.3E/
Switzerland . . . 104.L 102.0 102.1 103.9 105.6 104.0 105.5 109.h4
United Kingdom . 98.2 103.% 101.k 103.3 110.h 104.1 108.1 103.7 90.2§/
United States . . 103.9 106,2 110.2 111.b 111.9 110.5 109.2 105.7 100,99/

Source: Centre for Development Planning, Projections end Policies of the
United Nations Secretariat, based on United Wations, Monthly Bulletin of Btatistics,
and petional reports.

a/ January.
b/ January and February.
¢/ Manufacturing only.

d/ January-April.
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Table IT-3. GSelected developed market economies: changes in major components
of gross domestic product in constant prices, 1970-1973
(Percentage change from preceding year)

Grass
Country and  Private Public Fixed Change in / domestic
year consumption consumption investment inventories> Exports Imports product
North AmericaE/
1970 . . . . 1.8 -3.5 3.6 0.k 8.2 2,2 0.7
w971 . . . . k.o -Q.2 5.7 0.4 2.3 5.8 3.3
1972 . . . . 6,2 3.3 11.9 0.5 7.0 12.0 6.0
1973 . . 5.4 1.k 7.l 0.6 17.0 6.0 6.1
Canada
1970 . . . 2.1 10.0 0.9 0.1 9.1 -1.8 2.7
1971 . . . . 5.5 5.3 7.9 0.2 5.7 8.8 5.8
19712 . . 7.8 3.U 3.6 0.5 7.1 13.4 5.6c/
1973 . 8.5 k.5 8.3 0.6 9.2 11.6 7.1+
United States
1970 . . . 1.8 4,5 b1 0.k 7.9 3.5 0.5
1971 . . 3.9 ~0.6 5.5 0.4 ~1.0 h.8 3.1
1972 . . 6.1 3.3 12.7 0.5 7.0 11,5 6.0
1973 . . 5.1 1.2 7.0 0.6 19.9 L,3 6.0
Western Europeé/
1970 . . 5.2 3.9 7.2 2.8 9.8 11.2 5.0
1971 . . . . k.o 5.0 3.3 1.6 8.0 6.0 3.3
1972 . . . 4.8 .0 k.o 1.2 7.9 9.0 4.0
1973 . L7 3.5 5.0 .. 13.0 12.8 6.0
pecd/
1970 .« . . . 5.3 3.0 7.2 2.0 9.6 11.0 4.8
1971 . . . k.2 5.1 2.3 0.88/ 8.k 6.7 3.2
1972 . . . 4,7 ) 2.8 0.7 7.8 9.2 3.6
1973 . 4.9 3.5 5.4 .. 13.8 13.6 6.0
Belgium
1970 . . . . h.6 3.3 8.8 1.5 10.0 7.1 6.6
1971 . . . . 3.9 5.9 -2.2 1.2 8.7 6.5 3.k
1972 . . 5.9 7.2 h.8 7.2 8.3 5,2
1973 . . . . hk.k k,5 7.0 16.6 18.9 6.2
Denmark
1970 . . . . 3.2 11.9 6.0 0.3 5.7 7.9 3.1
1971 . . . 2.0 6.6 1.6 ~0.8 7.6 1.3 3.9
1972 . . . . 3.0 7.2 3.2 -1.2 7.9 3.h u.9_/
1973 . . . u,7 6.3 12.0 6.4 16.8 5.1
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Table II-3 (continued)
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Table IT-3 {continued)

Gross
Country and  Private Public Tixed Change in / domestic
vear consumption consumption investment inventories§~ Exports Imports product
Switgerland
1970 . 5.3 2.3 8.0 1.7 7.2 13.7 .2
1971 . 5.5 3.7 7.8 1.0 2.5 6.1 3.8
1972 . 5.7 h.5 7.7 0.9 5.0 6.0 5.8
1973 . h.5 L. 3.0 1.2 6.4 5.7 4.5
Japan
1970 . 7.5 6.3 13.3 4.5 15.9 20.8 10 9?
1971 . 7.0 T.7 7.9 2.h 17.9 3.k 6.8%
1972 . 9.1 9.6 9.5 2.1 7.5 8.4 8.957
1973 . . . 8.7 7.3 16.2 3.3 6.6 23.2 11.0+
Austraziaﬁj
1970 . 5.8 2.6 5.4 1.7 18,9  10.2 5. e/
1971 . 3.3 4.3 3.5 L.k B.k 3.4 4,1
1972 . 3.5 1.9 0.8 -0. b 8.2 2,2 3.2
1973 5.9 5.7 -3.6 -0.5 L.6 L. L 3.8
Total {for 20 countries shown)gj
1970 . 3.b 2.2 3.5 3.0 10.1 9.6 3.1
1971 . 2 1.6 5.1 1.7 7.3 5.7 3.6
1972 . 5.9 3.7 §.2 1.k 7.6 9.5 5.5
1973 . 5.4 2.3 7.3 13.3 11.7 6.5

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat based on United Nations, Yearbook of National Accounts
Stetistics, Organisation for Economie Co-operation and Development, Economic
Outlook end Econcmic Surveys (Paris), and national sources.

e/ At current prices, as percentage of gross dewestic product.
b/ 1970 weights used in combining country data.

¢/ Gross national product.

d/ Gizeluding Luxembourg for all years.

e/ Excluding Belgium.

£/ Including Greece except in 1973.

g/ Fiscal year ending 30 June,
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{Bource and foot-notes on follawing page)

af . .

&/

Horth Amerdos

Furope d/. . .
ERC

Total, 28 countries




{Source and foot-notes to table II-h)

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of Statistics
and Yearbook of National Accounts Statistics.

a/ Countries are arranged in descending order of percentage increase in
consumer prices ("all items") from 1972 to 1973.

E/ January only in the case of Turkey; Januery-February average in the case of
Malta, South Africa and Yugoslavia.

¢/ Quarters ending in February, May, August and November in the case of
Tceland and Ireland.

d/ "A1l items" weighted by private consumption in 1570; "food" weighted by
food consumption in 1970.

I1-29



Table II-5. BSelected developed market econcmies: unemployment rates
and changes in unemployment, 1970-1673

{Percentage)
‘ Percentage change in average
a/ number of unemploved between
Country— Annual average b 1971 1972 December 1972
unempl.oyment rame—-c/ and and o/ and c/.a/
1970 1971 1972 1973~ 1972 1973~ December 1973~ *-
Cyprus . . . . . . .. 1.1 1.2 0.9 1.2 -11.6  31.3 hg.0
Yugoslavia . . . . . . 7.7 6.7 7.0 8 8.2 21.3 19.5
Germany, Federal
Republic of 0. 0.8 1.1 1.2 33.0 11.0 Th.2
Belgium 2.9 2.9 3.5 3.7 22.4 L.7 2.2
France . 1.6/ 2.0 2.2¢ 1.0¢ 13 2.8 11.5
Netherlands 1.1 1.6 2.7 2.8 Th.0 1.9 3.k
Ttaly 3.2 3.2 3.6 3.5 RTRR T Oy -17.3
Finland 1.9 2.2 2.5 2.3 2.2 7.3 -11.3
Cenada . 5.9 6.4 6.3 5.6 1.8  -7.5 ~-12.3
Sweden . 1.5 2.5 2.7 2.5 5.9 -8.4 -13.0
Ireland 7.2 7.2 8.1 7.2 13.7 -B.5 ~4.8
Japan 1.2 1.2 1.h 1.3 k.1 -9.6 18.2
United States 5.9 6.0 5.6 k.9 -3.1 -11.1 ~1.h
Norway . 0.8 0©.8 1.0 0.8 21.3 -13.5 -35.6
Australia 1.h 1.6 2.3 1.9 b3.7 -1kh.5 -22.5
Austria 2.k 2.1 1.9 1.6 ~5.6 -15.9 6.5
Denmark 2.9 3.7 3.6 2.4 -0.3 -32.8 -2.3
United Kingdom . 2.6 3.4 3.8 2.7 10.8 -33.4 ~33.9

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of Statistics.

a/ Countries are arranged in descending order of percentage increase (or
ascending order of percentage decrease) in number of unemployed between 1972 and 1973.

E/ Unemployment rate refers to the number of persons wholly unemployed and
temporarily laid off (derived from unemployment insurance statistics, employment
office statisties or sample surveys) expressed as a percentage of the civilian
labour force. Because of differences in definition, the data do not permit simple
intercountry comparisons.

¢/ Preliminary.

d/ Change between December 1972 and December 1973 expressed as a percentage of
the former, except for Australia (November to November) and Italy (October to
October).

e/ Cited in Organisation for Economic Co-operation and Development, Etudes
économiques; France (Paris, February 19Th).
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Tablie II-T.

Developed market economies:
of werkers in ienufecturing, a/ 1970-1973

changes in hourly earnings

Percentage change over corresponding portion of preceding year

Country
1971 1972 1973 1973 fourth quarter

Austraiia ., . . . 11.3 9.6 12.0 13.7
MAugtria « « . . . 11.1 12.2 10.9 15.6
Belgium o » . . . 12.0 14,3 16.39/ -
Canada . . « . . 9.0 7.3 8.5 .1
Denmark . . . . . . 15.0 12.2 13.1Y et
Finland . . . . . . 15.0 13.9 1k, 5/ .-
France . . . . . . 11.2 11.3 13.0% .
Germany , Federal

Republic of . . 13.7 8.8 10.1 10.5
Greece . . . . 8.8 g.2 15.7 20.7
Treland . . . . . . 16.0 1.7 18.5%/ .
Ttaly . . . . . . 13.5 10.4 24,3 28.7
Japan . . . . . . 13.9 15.6 23.6 27.1
Netherlands . . . 12.0 12.5 12.7 14,7
Norway . . . . 12,0 8.9 10.29/ cee
Spain . . . . . . 1k.0 1h.0 lQ.lE/ ce
Sweden . . . . 7.0 15.0 8.1 8.8
Switzerlend . . . 10,0 8.2 9.2 9.1
United Xingdom . 11.3 12.8 12.7 13.4
United States . . 6.0 6.6 7.1 6.9

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on Organisation for Economic Co-operation and

Development , Main FEconomic Indicators (Paris), April 197h.

a/ Including mining in the case of Austria, Denmark, Finland, the Netherlands,
Norway and Sweden; including mining and construction in the case of Denmark; firms
employing 20 persons or more in the case of Canada; male workers only in the case
of Australia and the Netherlands; wage rates in the case of France, Ttaly and the
Netherlands; weekly earnings in the case of the United Kingdom; monthly earnings
in the case of Japan.

b/ January-September.

¢/ January-June.
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Table II-9. United States balance of payments, 1970

(Millions of dollars)

-197%

Chenge from preceding year

Ttem 9/
1970 197 1972 19713 1971 1912 1973
A.  Balance on merchandise tradel—’/ .. 2 176 -2 698 -6 912 688 -l B4 -l 214 7 600
B. Balance on services . . . . , . 1 bsh 3 507 2 301 6 211 2 053 -1 206 3 910
C. Balance on goods and services
(A+B) e v v v v v v e ... 3 630 8o -k 610 6 %00 -2 823 -5 b1y 11 510
D. Balance on transfers and
grants o/ . ... L ..., . =3 2lk 3598 .3 Tk .3 860 ~38L -146 ~116
E. Balence on current account
(C+D) e u v v it ... L6 -2 790 -8 353 3 ol -3.206 -5 563 11 394
F. Balance on ddrect investment
PLOWS o o 4 ¢ v o v 4 v 0 v W =3 370 b 832 -5 2k -2 187 -1 L6z 1 588 Lgy
G. DBalence on long-term capital
TLOWS « v + v 4 v ¢ v o o 4 & +3 iy -6 760 -1 hgn -1 827 -3 313 5 269 -336
H. Begic balance (E+G). . . . . -3 031 «9 550 -9 B3 1 21k -6 519 -295 11 057 !
I. Balance on short-term
trensactions . . . .., ... -8z -2 3L7 -1 637 - 210 -1 865 710 -2 573
J. Errors and omissions . . . . . -1 205 -0 784 -3 112 - 793 -2 579 7 672 -1 681
K. Bslance on net liquidity
(T+T+H) . ... ... .. -3 851 -21 965 .13 88 ~T 789 -18 11k 8 083 6 093
L. Balance on iiquid private
cepital flows . . . . . ... . .5 988 -7 788 3 ghe 2 503% -1 8eo 11 330 -1 039
M. Over-all bvalence excluding
BIR (K = L) s v 0 v v v v v v . w20 706 -30 BTO  -11 050 -5 286 -19 764 19 420 5 764
N. Allocation of S80R . . . . . . . 867 ik 710 .ee ~150 -7 .
0. Ligbilities to foreign agencies 7 362 27 kos 10 308 5 077 20 ok%  -17 097 -3 231
P, Balance on United States
official reserve assets . . . . 2 477 2 348 52 209 ~129 -2 316 177
Source: Centre for Development Pienning, Projections and Policies of the United Nations Secretariat,
based on United States of America, Department of Commerce, Survey of Current Business (Washington, D.c. ),

March 1974.

a/ Preliminary.
b/ Valued f.o.b.
¢/ Excluding military grants.
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Table I1-11. Developed market econcmies :

reserves, by type, 1970-1972

(Billions of dollars)

international

Change during quarters

Type of reserve Reserve, end of period 1973
1970 1971 1972 1973 First  Second Third  Fourth
Gold . . . . ... 33.9 35.6 35.3 39.3 4.0 - - -
SDPR . . . .. .. 2.6 5.k 7.9 8.7 0.9 - - -
Reserve position
in IMF . . . . . 6.7 5.9 5.9 6.1 0.5 -0.1 - -0.2
Foreign exchange .  31.3 60.5 77.8 85.5 11.1 0.3 2.8 ~6.h
Total, above . . TL.5 107.4 126.9 139.6 16.5 0.2 2.8 -6.6
Foreign exchange:
Australia 1.1 2.7 5.4 5.3 -0.2 0.1 0.1 -
Belgium 0.8 0.7 1.1 2.0 0.7 0.1 0.2 ~-0.1
Canada . 3.0 b1 YL 3.9 -0.1 0.1 -0.3 0.1
France . 1.3 3.6 5.1 3.7 0.6 0.3 0.k ~-1.9
Germany, Federal
Republic of 8.5 2.6 17.2 25,1 7.9 -~ 3.0 -3.0
Japan 3.2 13.8 16.5 10.2  -0.k4 -2.9 ~0.k4 -2.5
Netherlands 0.8 0.4 b 3.3 0.9 -0.1 ~0.k 1L
Spain 1.2 .5 .2 5.9 0.2 0.h 0.9 0.1
Sweden . 0.4 0.7 1.1 2.0 0.5 0.3 - 0.2
Switzerland 2.4 3.8 L.3 k.6 - 0.3 -0.1 ~0.1
Total, above . 22.6 k.8 60.7 66,0 10.2 -1.5 2.h -5.8
United Kingdom . 1.2 5.1 h.1 (L.7) 0.1 1.0 -0.6 0.1
United States 0.6 0.3 0.2 ~ -0.2 - - -
Other developed
market
economies . . 6.8 10.4 12.8 14.8 1.0 0.8 0.9 ~0.7

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on International Monetary Fund, International

Financial Statistics (Washington D.C.}, 4pril 1973.
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Table TI-12. Developed market economies: changes in exchange rates of
selected countries against the United States dollar

Changes in exchange raotes

Exchange rates, end of period between
Country (US cents per currency unit) mid~1971 and end of guarter
1970 1971 1972 1973 19Tk 1973 197k

. March First Second Third Fourth First
pustralia . . . 111.50 119.10 127.50 148.80 1k8.80 25.7 25.7 32.2 32.0 32.0
Belgium . . . . 2.01 0.23 p.27 2.h2 2.57 2h.2 35.0 34.8 20k 27.8
Canada . . . . 98.98 99,76 100.kk 100.k2 102.84 2.h 2.5 1.7 2.8 5.2
Denmark . . . . 13.35 14,16 1k.60 15.89 16.50 20.7 3L.7 30.8  19.1 23.7
France . . . . 18.12 19.1h 19.51 =21.2h 20.99 21k 34.3 29.8 17.1 15.8
Germany, Federal

Republic of . 27.41  30.60 31.23 37.00 39,65 23,2 bLbk,2 k.5 29.h 38.6
Ttaly . . . . . 0.16 0.17 0.17 0.16 0.16 7.0 6.8 10.5 2,6 0.2
Sepan . . . . . 0.28 0.32 0.3 0.3 0.36 345 307 3h5  27.6 29.5
Netherlands . . 27.80 30.73 31.00 35.b1 37.24 21.1 36.1 Lo.6 26.2 32.8
Norwey . . . . 1b.01  1k.90 15.04 17.h2 17.5h§/ 00.3 31.9 28.3 23.9 2h.7T-
sweden . . . . 10.34  20.55 21.06 21.79 22.68 ik.8 26.0 22.5 12.5 17.1
Switzeriand . . 23.17 25.5k 26.50 30.83 33.33 26.6 3B.k 35.6 26.3 36.6
United Kingdom 239.38 255.22 234,81 232.32 239.Lk0 2.4 6.7 -0.3 -h.0 -1.1

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on Tnternaticnnl Menctary Fund, Tnternational
Financial Stetistics (Washington, D.C.), May 197h.

a/ Fubruary.
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Table II-13, Selected developed market economies: changes
in trade-weighted exchange rates of national
currencies, 1973-197k

Percentage change between

Countryé/ February and December 1973 December 1971

December 1973  and April 197k  and April 197k
Germany, Federal Republic of . . . 8.7 5.7 19,9
Hetherlands . . v v & v o o o o . 1.1 2.7 8.3
United States . . . . ¢ v o & . & ~0,5 ~2.5 ~T.0
Switzerland . . . o & 4 4 4 4 . W ~1.1 b9 17.4
France . o v v o 4 o 4 4 « o o s » -1.2 ~T3 ~b,2
Belgium o o v v v 4 4 6 o o & o ~3,3 2.2 2.7
United Kingdom + v o o o o v « . . -6.5 1.7 ~16.9
Japan 4w e e s e e 6 s o8 . e ; . ~-6.8 0.6 6.5
- ~7.8 ~-5.2 =20,2

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on effective exchange rates of individual
currencies against a vasket of 20 currencies weighted by their importance in the
trade of the country concerned, computed by the National-Westminster Bank and
reported in The Economist (London),

a/ Listed in descending order of increase of effective rate between February
and December 1973.
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Chapter II1
RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES

Lastern Europe and the Soviet Union

The Union of Soviet Socialist Republics and the centrally planned economies of
Eastern Turope 1/ experienced a year of accelerated growth in 1973, the third year
of the present five-year plan period, as the continued strong expansion in the
Tastern Buropean countries was reinforced by the recovery of the Soviet Union from
the preceding year's agricultural setback.

This growth was led by the industrial sector in which output generally
increased more rapidly than in 1971 and 1972 and which in all countries appears to
have exceeded the plan targets set for 1973. In agriculture, the incidence of
wnfavourable climatic conditions resulted in a more varied picture. There was
a record harvest in the Soviet Union, but in spite of peak or near-pesk grain
harvests in several countries, over-all agricultural growth rates were lower than in
the preceding year in most of the Eastern Buropean countries.

Changes in the final use of output and the distribution of national income
are still rather hard to determine: they seem to have differed from country to
country rather more than did production trends. The rate of expansion in gross
fixed capital formation appears to have slowed down somewhat for the group as a
whole in 1973 as the Soviet Union and several of the Eastern DBuropeean countries
restrained the growth of expenditure in order to concentrate on redressing existing
imbalances and the completion of past investment starts. Nevertheless, except in
Hungaery and the USSR, the rate of investment growth was high, and in a number of
cases it exceeded the planned levels by large amounts, particularly in Poland where
the actuzl increase was 23 per cent as sgainst a planned rate of 10 per cent. At
rates of increase ranging from 5 to 10 per cent, aggregate consumption appears to
have grown roughly in step with net material product or only marginally less in all
countries other than Hungary and perhaps Romania.

The foreign trade of the region shared in the very high expansion rates
observed in world trade in 1973. While the accelerated growth reflects the
influence of world market price inflation on trade values, it appears that for the
group as a whole both imports and exports grew faster than in the preceding year in
real terms also. Imports expanded appreciably faster then exports in the Eastern
Turopean countries, whereas the opposite relationship prevailed in the Soviet Union
whose exports rebounded from the 1972 setback. In several Eastern European countries
(and for the region as a whole) the accelerated import growth threw the trade
balance into deficit. This was concentrated in the East-West portion of trade and
was financed to a large degree by means of foreign credits, which increased sharply
in 1973. The use of foreign rescurces to sustain high expansion rates of

1/ Albania, Bulgaris, Ozechoslovakia, (erman Democratic Republic, Hungary,
Poland, Romania. For lsck of data, ageregates for the Eastern Luropean group
mentioned in this chapter do not include Albania.
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consumption and capital formation was especially marked in Poland where imports
exceeded exports by 22 per cent.

The price increases, exchange rate fluctuations and commodity scarcities that
characterized the world economy in 1973, though they obviously caused some
dislocation, do not appear to have materially affected the internal econocmies of
the socialist countries during the year. However, the continued insulation of the
domestic markets from outsids events seems likely to become increasingly difficult
to maintain, in view of the expansion of trade and the deepening economic linkages
with the non-socialist world through intensified industrial and technical
co~operation and long-term credit financing.

In 1973, trade with the rest of the world again increased faster, in value
terms and probably also in real terms, than the intra-trade of the socialist group.
Inflationary pressures emanating from world market developments were contained at
the frontiers through exchange rate adjustments, export price levies and import
price subsidies. Since export prices appear generally to have risen less than
import prices, the process must have involved significant net transfers from the
budget, with the attendant danger of financial imbalance in the econony. Retail
prices remained stable or - as in Hungary and Romania - rose only within the limits
of a planned readjustment. While domestic price levels were thus successfully
protected, the resulting insulation of the internal price structure from world
market changes in relative prices and the changed relative costs of imported
components and raw materials conflict with the desire, especially in the more
trade-dependent countries of Eastern Europe, to obtain more reliable efficiency
eriteria for investment, production and trade decisions from the domestic price
system.

The world fuel crisis late in the year called forth conservation measures of
various degrees of stringency in several of the centrally planned economies. While
the group is still a net exporter of fuels, and outside of the Soviet Union
petroleum products provide a much smaller share of the energy requirements than in
the Western Furcpean countries, it has in recent years begun to rely on outside
markets to meet peak demand and specialized needs. The precise impact of world
supply reductions on fuel imports and trade values of the socialist countries
cannot yet be gauged. Since for the Eastern European fuel importers the bulk of
supplies of coal and oil comes from the Soviet Uniocn and Poland at prices held
constant for the duration of the present five-year plan, balance of payments
implications are not likely to be very significant in the short run for most
countries. Nevertheless, in several countries the prices of petroleum products
were raised early in 1974, and under the prevailing pricing practices of the
intra-group market, an adjustment of fuel prices towards world market levels is to
be expected for the next five-year plan period (1976-1980). This could seriously
affect the trade balance of the importing countries.

Production and use of resources

In 1973, the centrally planned economies of Rastern Furope and the Soviet Union
registered a much better economic performence than in the preceding year. The
combined net material product of the seven countries of the area rose by over
T per cent, ageinst a 5 per cent increase for 1972 (see table ITI-1}. All countries
of the area except the German Democratic Republic and Romania overfulfilled their
plan targets for the growth of national income.
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The mzrked acceleration of net material product growth for the group as a
whole is chiefly a reflection of the recovery in the USSR, though expsnsion was
also accelersted in Bulgaria and Hupgary. Poland had another productive year with
national income expanding by approximately 10 per cent, thus ranking the country,
along with Romania, as the fastest-growing of the Furopean socialist group over the
past three years. In Czechoslovakia, though the growth rate of national income
between 1972 and 1973 was the lowest in the group (5.2 per cent) and lower than in
1972, plan targets were exceeded in most measures of output. In the Germen
Democratic Republic, national income growth of 5.5 per cent iagged behind the -
performance of the previous year and vas also somewhat lower than that envisaged in
the annual plan, though significantly ebove the five-year plan rate.

Industrial production

In most of the countries of the area, gross output of the major sectors of
material production - industry and agriculture -~ grew faster than planned. Gross
industrial output of the group increased by 8 per cent in 1973, substantially faster
than during the first two years of the present five~year plan period (see
tabie IIT-2).

In the Eastern European countries, industrial expansion accelerated to almost
10 per cent: all countries except Czechoslovakia exceeded the growth performance
of the past two years, while Bulgaria, Poland and Romania achieved output growth
rates well over 10 per cent. The increase in industrial output Auring the first
three years of the 1971-1975 plan ran well ahead of the target growth rates in all
of the Rastern Buropean countries except Bulgaria {where it was within the target
range)}, and annual plans for 1974 indicate that most countries intend to maintain
expansion at the higher pace.

Tn the Soviet Union, the growth of industrial output regained momentum after
the difficulties of the preceding year and output exceeded the annual plan target
for both producer goods and comsumer goods. The acceleration was concentrated in
the producer goods sector vhere the growth rate increased from 6.8 per cent in
1972 to 8.2 per cent in 1973 (compared with a plan target of 6.3 per cent). The
production of consumer goods was probably still affected by the results of the
poor 1972 harvest and grew only marginally faster than in the preceding year
(5.9 per cent in 1973, as against 5.7 per cent in 1972), though well sbove the
planned rate (4.5 per cent). Despite the recovery in 1973, the average rate of
growth in 1971-1973 lags behind the goals of the five-year plan, which had envisaged
an average annual growth rate of 7.6 per cent for the first three years and
sccelerated growth at close to 9 per cent during the final years. The plan also
postulated higher growth rates for the output of consumer goods (annual average
for 1971-1973 of 7.7 per cent, as against 6.4 per cent actually attained) than for
producer goods (7.4 per cent planned, 7.6 per cent actual). The 19Tk annual plan
is directed towards a return to the growth proportions originally intended
(7.5 per cent for consumer goods, 6.6 per cent for producer goods ), but as the
over-all growth target is rather cautious (below 7 per cent), the original goal for
1975 may already have been scaled down.

As in recent year, the highest growth rates in the region in 1973 were
generally realized in industries which are the principal carriers of technological
progress, especially the electric pover, engineering and petrochemical and ofher
chemical branches. Above average or relatively high rates of increase were also
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reported for light industry in Bulgaria, Hungary, Poland and Romania, for the
wood~working, furniture and paper industry in Hungary and Poland, and for
construction materials - often a bottle-neck - in Poland, while the food-processing
industry grew at rates below the industrial average in most of the Eastern European
countries and the USSR.

Ther production of consumer goods increased less than that of producer goods in
Bulgaria, Romania, the USSR and, less certainly, in the German Democratic Republic,
vwhereas in Czechoslovakia - for th: first time in recent years - Hungary and Poland,
the opposite relationship prevailed.

In the group as a whole, industrial employment increased at approximately
the same rate as during the past two years, namely, about 1.6 per cent. The range,
reflecting mainly demographic differences, was from less than 1 per cent in
labour-short Czechoslovakia and the German Democratic Republic to 3.2 per cent in i
Poland. In %ungary, where the labour market is also tight and industrial employment
had declined during the previous two years, an above-plan increase of 1.3 per cent
was registered in 1973, perhaps in consequence of incentives introduced in 1972 to
encourage the postponement of retirement. On the other hand, in Poland, where the g
actual growth in employuwent has in the past tended to outrun the planned increment, |
the above-plan increase in output was obtained with & below-plan increase in labour. |

In a1l countries of the arez other than Czechoslovakia and@ Hungary the |
upswing of industrial output was reflected in higher growth rates of output per
worker than had been registered in the preceding two years, with the largest gains
being registered in Bulgaria, Poland and Romania (see table ITT-3). Industrial
labour productivity increased by an estimated 7.1 per cent in the Eastern Buropean
countries as a group and by 6 per cent in the Soviet Union, and in the aggregate
accounted for over two thirds of the increase in industrial output in 1973.

Apricultural production

Gross agricultural output of the region expanded by almost 11 rer cent in
1973: there was a strong recovery in the Soviet Union, and in most of the Eastern
European countries, the increase, though generally below that of 1972, was above
the longer~-run average. All countries except Bulgaria and Romania fulfilled their
planned output targets (see table IIT-k).

In the Soviet Union, special efforts to organize the grain gathering and to
overcome unfavourable weather conditions in several parts of the country during the
1973 harvesting season resulted in a record grain harvest of 222 million tons,
nearly one third above the 1972 level. Thisg brought the average output for the
first three years of the present planning period (191 million tons) almost up to the
annual average (195 million tons) envisaged for 1971-1975. Record harvests were
registered also in the case of tea, sunflover seeds, potatoes, vegetables and
cotton. Data for the total output of the livestock sector are not yet available,
but in the light of a reported 1 per cent decline in meat production and a 5 per cent
increase in egg and milk output, it would appear that the over-all change was
probably very small. 1In spite of the tight fodder situation inherited from 1972,
animal herds were not permitted to decline in 1973, and increases are planned for
1974 in all major livestock products,
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Tn Czechoslovakia, Hungary and Poland, good grain harvests were reaped for
the third year in a row, but dry weather conditions late in the crop year appear
to have hurt the yields of fodder and root crops (especially potatoes and
sugar~beets). Drought also affected root crops in Bulgaria, the German Democratic
Republic and Romania, where the grain crops also suffered. The combined grain
output of the Eastern Buropean group was therefore sliightly below the peak level
of the preceding year.

Tn the German Democratic Republic, though drought reduced cror yields below
the record levels of 1972, the output of livestock products grew af an above~plan
rate. Dlsewhere the results achieved by the animal husbandry sector were generally
somevhat below those of crop production, with the notable exception of Poland
where price incentives and feedstuff imports stimulated the output of livestock
products which increased faster then agricultural output as a whole for the third
vear in a row, rising by 9.3 per cent in 1973 for an average growth rate of more
than 8 per cent over the 1971-1973 period.

Planned production for 197k

The annual production plan of the centrally planned economies of Fastern
Furope and the USSR for 197h generally take account of the need to improve internal
balance and appear to stress consolidation and structural harmonization rather than
acceleration of growth. With the exception of Bulgaria and Romania, the DBastern
Furopean countries plan to expand net material product at lower rates than those
attained in 1973, or, in the case of Uzechoslovakia and Hungary, at rates below
the average attained during the past three years. Accelerated growth in Bulgaria
is based on the expected continuation of the 11 per cent industrial growth rate of
1973 and a substantial increase in the growth of agricultural production. In
Romania, the annual plan postulates a further upswing of the very high industrial
expansion rate of the past few years {(from 15 per cent in 1973 to 17 per cent in
1974} and an increase of as much as 22 per cent in agricultural production. Taking
into account the plan targets of these two countries, the growth goal for the
combined national income of the Eastern European group shovs a slight acceleration,
from 7.9 per cent in 1973 to 8.4 per cent in 197k,

In the USSR, where a repetition of the large recovery gein in agricultural
production cannot be expected, over-all expansion is planned at a slightly lower
rate than wes stbained in 1973, though above the planned rate for that year.
Industrial output is also expected to grow somewhat more slowly, not only in
comparison with 1973 but also relatively to the average for the past three years,
even though the expansion rate for that period was below the five-year plan target.
This moderate growth goal may well be connected with the shifting of priorities
back towards the consumer goods sector, in secordance with the original plan, as
mentioned earlier, and with increased stress on quality aspects of outpub growth,
The Soviet plan devotes a specilal attention 1o technological progress as a source
of increased productivity and, for the first time, includes targets for the share
of premium-quality products in the total output of leading branches.

Ralance of resources

One of the salient features of the cwrent five-year plans of the centrally
planned econcmies of Europe is the attempt to attain or to consolidate the
equilibrium betwveen domestic production and the final use of resources. In this
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regard, efforts seem to have been rewarded to a larger extent in 1973 than during
the preceding year. Poland, whose high expansion rates of both accumuiation and
consumption were financed by an above~plan deficit in foreign trade, was the main
exception, though divergence between domestic production and final resource use
was also observed in Czechoslovakia where the deficit was apparently financed by
means of assets accumulated from the export surpluses of preceding years. In all
other countries income expanded faster than expenditure in 1973 (see table III-5).
In Romania, although the net export proceeds of 1973 contributed to the reduction
of the deficit cumulated during the early years of the current five-year plan,
future plans for acquiring technology from sbroad may run up against foreign
exchange bottle-necks. In the USSR, the exceptionally large harvest of 1975 not
only provided resources for further domestic expansion but also made possible an
export surplus. However, as the net foreign exchange proceeds obtained in 1973 were!
lower than tbhe outlays made in 1972, a restrained investment policy was adopted
for 197h.

Cross~country comparisons of the behaviour of the main components of final
demand are barred because of differences in the domestic price structures. More j
fruitful is a survey of the trend over time of these components; this yields a
picture diversified in the short run, but fairly homogeneous when a longer period is
considered. While in Hungary, Czechoslovakia and the Soviet Union a slight
contraction of the share of accumulation in net material product appears to be one |
of the basic features of economic development in 1973, it was the share of %
consumption that was reduced in the remaining countries of the area. This I

i

expenditure pattern was determined chiefly by the decisions made in respect of
capital formation. While the rate of expansion in capital formation was |
exceptionally high in Albania, Bulgaria, Czechoslovakia and Poland in 1973, higher |
rates of investment are planned in Czechoslovakia, Hungary, Romania and the USSR 5
for 197h. Thus, over the two years, the rather homogeneous growth strategy which
characterized the whole area in the past seems to persist. This pattern may well
have been moulded by an end-of-plan investment drive, aimed, inter alia, at
expanding production capacities to the levels needed for a timely fuifilment of
the output targets planped for the mid-1970s.

Structure of investments

The decade-long drive by the centrally planned economies to improve
productivity has relied to a very large extent on an acceleration in the rate of
introduction of advanced technology. The latter, provided for in the last
two-year plans, has become a pivotal element in the implementaion of annual plans.
The year 1973 was no exception: high priority was assigned to industries producing
new equipment and sophisticated instruments needed for technological reconstruction,
and to the importation of commcdities with a high technology content. Against the |
usual background of investment policies aimed at reducing waste and increasing )
efficiency, the flow of capital formation was directed towards narrowly selected J
targets. :

While the direction of this flow was quite uniform over the area, its
year-to-year rate of increase differed substantially from country to country !
(see table IIT-6). In 1973 it ranged from zero in Hungary to 19 per cent in
Albania and 23 per cent in Poland, where the high (and above~plan) growth of
investment expenditure in 1972 was not slowed down in 1973 and the year's planned
growth target was exceeded by almost 100 per cent. Also zbove the planned level
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were the investment outlays of the USSR and, even more, Bulgaria, where a planned

net decrease in gross fixed capital formation did not materialize. In Hungary, the
investment boom of the early 1970s came to a halt in 1972, and did not resume in

1973 when the rate of credit utilization by domestic enterprises was substantially
below the approval level. Though from the point of view of the domestic and foreign
balance this was a favourable development, from the point of view of forward planning
it may prove to be costly if the expansion of capital goods purchases from abroad

to make up for the postponed 1973 investment outlays has to be effected at much
higher prices.

A corollary to the concentration of investment on selected targets has been
the improvement in investment completions: a basic requirement faced by a1l
centrally planned economies for the containment of capital/output ratios. In this
respect, 1973 developments were favourable in at least three countries of the area -
Omechoslovakio, Hun-ary and the USSR - chough, despite pressure fron the planning
authorities, the share of completed projects in gross fixed capital formation
seems to have been below 1972 levels in Poland and Romania.

A pattern commen to many countries of the area seems to emerge when the
sectoral distribution of investments is considered. With the possible exception
of the German Democratic Republic, more weight was assigned in 1973 to the
agricultural sector where investment expanded at higher rates than before. In
addition, various financial incentives to farmers were introduced to make capital
more productive. Czechoslovakia and Hungary seem to have implemented this policy
chiefly in order to reach or maintain self-sufficiency in food production. Poland
and the USSR apparently aimed not only at the satisfaction of constantly rising
domestic demand but also at potential foreign markets. Given the rapid rise in
world prices in 1973, one common underlying motive for such agricultural
investment was to nholg down outlays on imported food-stuffs or provide food
exports for financing higher-priced imports of fuels and high-technology
manufactures.

The increase in agricultural investment, together with improved weather
conditions, lie behind the fact that, except in Romania, agricultural output
expanded substantially in all countries even though the labour force employed in
the sector comtinued to decrease. This growth of labour productivity was
accompanied by, and to some extent also derived from, an improvement in the income
position of agricultural workers relative to those in other sectors.

The distribution of industrial investment differed to some extent between
countries, but relatively little over time. The inertia in the investment pattern
reflects the persistence of some conflicts in priorities that have troubled the
centrally planned economies for many years: the pressure to improve the efficiency
of production, the need %o expand both the quality and the guantity of services
supplied to the population, and the need to prevent the process of economic
integration, on which the raising of income levels depends, from giving rise to
interindustry and intersectoral bottle-necks. Although technological improvement
vremains a primary objective and capital formation in the material sphere continues
to expand, there were marked intercountry differences in the sectoral distribution
of investment in 1973. Slow growth in population and a relatively poor fuel and
raw material endowment have magnified the importance of raising productivity in
such highly industrialized countries as Czechoslovakia and the German Democratic
Republic and also in Hungary, causing them to expand the share of labour—-saving
projects in total fixed capital formation. In addition, 1973 saw new steps being
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teken towards the modernization of the transport and communications networks,

and other services. In ‘the USSR, the introduction of technologicelly advenced
assembly lines continued to receive high priority while new efforts wvere made to
achieve a more effective utilization of existing energy capacities. In Bulgaria,
Poland and Romania, the shift in new investment towards the engineering and building
materials industries, light industry, and the food industry continued.

Two more investment features were common to all countries in 1973. First, the
share of new construction and installation work in total construction output tended
to decrease. The corresponding expansion of the share of repair and maintenance
work is a natural development in the light of the earlier low rates of
amortization and the resulting relatively high average age of capital equipment.
Secondly, the volume and quality of the domestic supply of advanced machinery and
equipment seem to have remained below the level and standards desired by investors
in enterprises under pressure from higher planning organs to achieve higher
efficiency. This tended to increase the importance of the infusion of new
technology through imports as a supplement if not an alternative to domestic
supplies, even though this was costly in terms of foreign exchange.

Although throughout the area, investment financing in 1973 dependéd heavily,
as before, on budgetary allocations, self-financing from enterprise profits,
amortization allowances and credits played an increasing role in Hungary,
Czechoslovakia and, to a less extent, the USSR. Poland, on the other hand, relied
more than usual on foreign credits. In the German Democratic Republiec and Poland
and also in the USSR certain investments in the consumer sphere, above all
residential construction, were to an increasing extent financed out of household
savings and bank credits to the household sector.

Developments in consumer markets

Some difficulties were reported in the consumption sphere, where the
relationship between demand, price and supply suffered from imbalances. In
Bulgaria and Poland real personal income, and real wage income in Poland, grew
faster than planned, although they remained more or less in line with the
expansion of retail trade and national income. In the Soviet Union, the expansion
in real personal income was almost 6 per cent between 1972 and 1973, and thus
lower than the rate of growth of net material product. In Czechoslovakia and
Hungary, retail trade turnover, though moving at a rate below that of the net
material product, expanded faster than the earnings of the population, the
difference probably being accounted for by increases in transfer payments.

The expansion of personal income throughout the area in 1973 reflected the
desire of Governments to improve standards of living. Wherever this expansion
was linked to efficiency improvements, through far-reaching incentive schemes,
the income policy supported the productivity policy. As indicated above, in all
the Buropean centrally planned economies with the possible exception of the German
Democratic Republic, this linkage appears to have prevailed in the agricultural
sector, where the expanded output seems to have been achieved not only by pumping
increasing amounts of capital into the sector but also by raising labour
productivity through financial and non-financial incentives to farm workers.
However, this policy does not seem to have been extensively applied to other
productive activities. Romania, indeed, attempted to narrow income differentials
for comparable activities in different sectors, in line with income guidelines
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set by its five-year plan, eroding thereby some of the incentives traditionally
granted to workers of the faster-moving branches of the economy, to the benefit of
the rest of the labour force.

While the impact of such financial incentives on the future productivity of the
area is likely to be farwreaching, the immediate result seems to have been the
expansion of personal money income. This trend towards consumers was reinforced by
favourable developments on the commodity side, since in the centrally planned
economies of Europe during 1973 retail prices of consumer goods remained
substantially stable or increased only slightly. Tn Czechoslovaliia, prices are
reported to have fallen slightly; in Hungary, Poland and Romenia, average retail
price increases ranged from 1.0 to 3.5 per cent, although there were sSome additional
price increases disguised to some extent by new forms of packaging and new schemes
of customer service, Certain strains were nmone the less felt on the market for
various consumer goods, and to the extent that changes on the supply side were not
transmitted, via prices, to demand, production and quality patterns were distorted
and the structure of resource allocation failed to reflect exchange values. DBesides
being expensive in terms of budget subsidies and other allocative procedures, this
policy tended to frustrate the recent attempt of some Governments of the area to rely
less heavily on centralized planning and to narrov the gap between prices and real
production outlays.

Under conditions of retail price stability, the expansion of persopal incomes
was associated in most of the Turopean centrally planned economies during 1973 with
high rates of saving. Motivated by the desire to accumulate funds for the purchase
of durable goods, since the quality of the latter has been steadily improving in
recent years, consumers seem to have responded favourably to the anti~inflationary
measures taken by the authorities. Another sector which contributed to the mopping
uap of idle cash was housing construction, where the share of consumer ~{inanced
projects in 1973 maintained the sanme high expansion rate recorded in previous years,

Developments in the market lor investment goods also required more intensive
monitoring in 1973, While successful in circumscribing the destabilizing effect of
currency realignment and world inflation, the system of subsidies and levies
implemented by socialist countries to protect domestic markets from external
pressures could do little to prevent deterioration in the terms of trade.
Furthermore, the trade-off between insulation from the external economic environment
and integration with world technological developments, posed at a time when Fast-West
trade was expanding at unusually high rates, became a critical policy choice., The
urgency of the problem was ayparent in several countries - inciuding Hungary, Poland
and Romania, and to some extent the USSR - which relied in 1973, or are planning to
rely in the future, on foreign financing of investment and rapid introduction of
foreign technology.

The market in socialist countries which seems to have been most affected by
world developments in 1973 was that for energy products, both for intermediate and
final use. TFollowing the events of the autumn of 1973, strict regulations were
igsued throughout the area concerning the consumption of oil and other fuels, In
Czechoslovakia, Poland and Romania, for example, the price of petrol was doubled
early in 197L. Speed limits were instituted in Bulgaria, Czechoslovakia and Poland.
In Bulgaria, Czechoslovakia and Hungary, various econcmies in the field of energy
consumption by industry were sought through the introduction of new technologies,
while limitations on the use of passenger C8rs were introduced, In Romania even
tighter regulations were promulgated: they included restrictions on the heating and
iighting of production areas, as well as social and cultural establishments and
private dwellings, together with rationing of petrol for passenger vehicles, and are
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expected te hold total 197Th fuel consumption about 10 per cent below the level
implicit in 1973 coefficients of use, 2/

No doubt, most of these measures will achieve their prurpose for, given the
planned nature of their economies, socialist countries are better placed than the
market economies to restrict non-essential energy uses and to protect their
productive systems from shortages and bottle-necks. Morecover, as the Eastern
European press has often recognized, there seems to be considerable scope for energy-
saving measures in centrally planned economiesz as the efficiency of resource
utilization is improved, In the meantime, the energy balance of the area may
continue to be rather precarious in 1974: the countries with energy deficits will

attempt to save foreign exchange, while those with an energy surplus, Poland and the
USBR, will expect to improve theipr export earnings.

Foreign trade

The foreign trade of the centrally planned economies of Bastern FBurope and the
USSR again increased at an exceptionally rapid pace in 1973 (see table ITI-T).
Measured in internal foreign trade accounting units, the value of trade rose by
18 per cent. Measured in current United States dollars, the group's combined value
of trade increased from approximately $U0 billion each for exports and imports in
1972 to $53 billion for exports and $5bk billion for imports, in 1973, an increase of
roughly 33 per cent. The following table shows the growth of foreign trade, actual
and planned, for the period 1966-1975.

Fagtern Europe and USSR: growth of foreign trade value, 1966-1975

Average annual rates Percentage change from preceding year
(SDR) Value (current

Loggzzzrsrproup 1966- 1971~ 1971~ dollars)
— 1970, 1975, 1973, 1971, 1972, 1973, 1974, 1972, 1973,
actual planned actual actual actual actual planned actual actual

Value

Eastern Europe

Exports « . « 9.0 ) 9.0 { 13.3 10.¢ 13,5 1Lk,2 ) 15.6 ( 23.3 28,3

Tmports o o« o 9a7 ) * ( 13.h 9.6 10,4 19,7 ) 7 (19,9 34k
USSR

Bxports . . . 9.h ). o o (11,1 7.9 2,5 2b1) . (11,3 39,}4

Tmports . « « T.8 }°° *= { 13,6 6. 18,4 16,5 ) ( 28.6 30.9
Eagtern Burope

and USSR

Exports . . . 9.1 ) 8 ( 12,6 9.1 9.0 18,0 ) 13,4 ( 18.4 32,5

Tmports . . » 9.0 ) 9 (13.4 8.3 13.5 18,k ) 3% (232 330

Source: Data in table ITI-T.

Note: The 1972 and 1973 growth rates are shown both in terms of IMF special
drawing rights (SDR}, which corresponds to an aggregation in terms of "o1d" dollars
or roubles, and -~ for the sake of comparability with other United Nations foreign
trade series - in terms of current dollars at averaged official exchange rates
1972 and 1973. The latter measure thus reflects the dollar devaluation since 1971,

2/ In 1974, Romanian national income is planned to increase by 1k.6 per cent
and industrial production by 16.7 per cent, whereas electric power consumption
should go up by only 9,3 per cent, and the use of primary energy by 7.0 per cent,
(See Munca (Bucharest), 30 November 1973.)
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While this is slightly below the expansion rate reported for trade in the rest
of the worid (36 per cenmt), the growth in volume was probably near the 12 per cent
rate estimated for world trade: since about itwo thirds of the socialist countries’
trade is transacted on the intra-CMEA market at prices contractually stablilized
for the period of the current five-year plan, the rate of price inflation for the
total trade of these countries is likely to have remained substantially below
the 21 per cent registered in world markets. 3/

The acceleration was especially marked in the exports of the group, the growth
rate of which doubled (in terms of SDR values) in the wake of the recovery of
Soviet export growth from the consequences of the poor 1972 harvest. Exports of
the USSR reached a value of $21.4 billion, and imports, which expanded somewhat less
than last year, rose to $21.0 billion. In the smaller Hastern Buropean countries,
the accelerating element was the growth of imports, whose over-all value rose to
$32.6 billion, exceeding that of exports ($31.5 billion).

Information on the geographical direction of trade is still incomplete, bub
partial data indicate that trade value in exchanges with partners outside the
sccialist group increased significantly faster than the value of intra-trade. Very
lerge increases were registered in exchanges with both developed and developing
market economies. The Soviet Union reported an increase in trade turnover (exports
plus imports) with developed market economies of 39.1 per cent and with developing
countries of 39.3 per cent, while the value of the transactions with other
socialist countries grew by 7.4 per cent. The four Eastern European countries for
which complete data are available also show much above-average increases in exports
to and impcrts from industrial market economies and in imports from developing
countries, whereas the value of exports to developing countries lags far behind the

prowth of total exports (and may have declined in real terms). 4/

3/ Except in this paragreph, all trade growth rates in this chapter and in
table III-7 are derived from trade values at current prices measured in terms of
IMF special drawing rights or transferable roubles, the foreign trade accounting
unit of CMEA. In contrast to the trade data used elsewhere in this Survey, these
current rates thus reflect changes in transaction prices in addition to quantum
changes, but not the value changes agsociated solely with the devaluation of the
United States dollar. The expression of growth rates in terms of an unchanging
numéraire, which is alsoc the reporting practice of the socialist countries, was
considered preferable in view of the large share of intra~CMEA trade which is carried
out at unchanged exchange rates.

E/ Selected Fastern European centrally planned economies: growth of
foreign trade value, by country Eroup, 1973

{Percentage)
Exports Imports
POLAL » « o o o v s v e e e v 12.h 20,k
Centrally planned economies . - 3.0 11.9
Developed market economies . . 23.7 37.2
Developing economies . . . . . 2.4 21.9
Source: Country data for Czechoslovakia, German Democratic Republic, Hungary

and Poland in table III~-T. Growth rates in terms of SDR values.
Developed market economies include Yugoslavia; developing economies
inciude Cuba.
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The 1973 upsurge in unit values of the non-socialist portion of the socialist ?
countries' foreign trade was in the neighbourhood of 12 to 18 rer cent in SDR
terms. 3/ If the effect of the dollar develuation is superimposed on these figures, |
the estimated range of price changes would extend from 26 to 32 per cent,
substantially above the rates of inecrease registered for the market economies as
a group, though not outside the experience of various regional subgroups (see
table I-T). TFor total trade, including the intra-trade of the socialist countries,
the rate of price increase is significantly lower - probably near the 5 to 6 per cent
in SDR terms (18 to 19 per cent in terms of current dollars) registered by Hungary.

An estimate of quantum growth in the trade of the four northern tier Pastern
European centrally planned economies with the aid of the Hungarian price deflators
indicates that the volume of exports to socialist and non-socialist countries
increased at approximately the same rate (7 per cent) whereas the volume of imports
from non-socialist countries grew significantly faster than that from socialist
trade partners (17 as agsinst 10 per cent). 6/ Extension of this approach to the
remaining countries of the group - Bulgaria, Romania and the USSR -~ is rather risky
because of the divergent commodity structure of their trade, but yields estimates -
which probably represent lower limits of the true values - of 12 to 13 per cent in
quantum growth for the total experts of the group (9 per cent for Eastern Europe, |
18 per cent for the Soviet Union) and 11 to 12 per cent for imports (over 12 per cent |
for Eastern Europe, 9 to 10 per cent for the USSR).

In Hungary, import prices rose faster than export prices, both in trade with
non-soclalist countries and in total trade. A worsening of the terms of trade has
also been reported (though without precise data) for Czechoslovakia and Poland, a
country which over the past four years had benefited from rising world market prices
for its primary goods exports. 7/

|

!

|

5/ Soviet trade turnover is reported to have grown by 20.3 per cent in (SDR) ’
value terms and by 16 per cent in guantum terms {Ekonomicheskaia gazeta (Moscow),

k April 1974). If the entire impact of price changes is assumed to have fallen on l

]

t

|

the non-socialist portion of Soviet trade, the quantum growth rate and the rate of
price increase in terms of SDR for this part of Soviet trade can be computed at

26 and 12 per cent, respectively. The Hungarian Statistical Office reports foreign
trade price changes by direction and commodity groups, with the following aggregate
changes {presumably in SDR terms): total trade, exports 5.0 per cent, imports

6.3 per cent; trade with socialist countries, exports 1.7 per cent, imports

1.0 per cent; trade with non-socialist countries, exports 13.1 per cent, imports
17.5 per cent (Statisztikai havi kSzlemenyek {Budapest), lo. 2-3, 197h).

6/ Application of the Hungarian price indices to the trade values of
Czechoslovakia, German Democratic Republic, Hungary and Poland, for which the
analysis of trade by direction is possible, yields the following quantum growth
rates:

Exports Imports

Total . & & v & v s e e e e e e e e e 7.0 2.7
Socialist countries . . . . . . . . T.1 10.5
Hon~socialist countries . . . . . . 6.7 16.7

The implicit rates of price change for total trade (socialist and non~socialist) are
5.1 per cent for exports and 6.8 per cent for imports.

1/ Hospodarské noviny (Prague), No. 5, 197k, ang Biuletyn statystyveczny
(Warsaw), No. 1, 197k. In the first quarter of 197k, import prices in Polish
non-socialist trade are reported to have been 22 per cent above the level of a year
earlier whereas export prices rose only 13 per cent (Zycie gospodarcze (Warsaw),

5 May 197h). TII-12




The rapid price rises for raw materials in international markets put pressure
on the balance of payments and caused some financial difficulties in the internal
eccnory of several countries. In Czechoslovakia, for instance, poods had to be
diverted from internal use to foreign markets in order to finance rav meterial
imports at the planned rate. 8/

In moest cases the price rises were not initially permitted to Teed throurh
into the internal price structure, but were compensated for by additional subsidies
from the state budszet. The impact of the fuel erisis was moderated Ly the foct that
the bulk of petroleum imports of the Factern luropean centrally mlanned sconomies
is provided by the Soviet Union, though in several countries (Dulzearia, German
Democratic Republic and Romania)} substantial portions of petroleun imrort
requirements are salisfied from souwrces outside the area, and in most countries some
of the peak demend is met from western markets. Therefore, as already noted, almost
all countries introduced fuel conservation measures late in the vesr, and in early
1974 petrol and petroleum product prices were rajised by considerable amounts in
Poland and Romaniz.

The current account balance of the Fastern Europesn countries swung Trom a
$310 million surplus in 1972 into & $1.1 billion deficit in 1973 as all countries
except Hungary and Romania expanded their imports faster than their exports. In
the Soviet Union, the opposite movement took place, the 1972 deficit
(4690 million) - caused mainly by the emergency rrain imports and the slow export
prowth of that vear - turning into a $410 million surplus. In the absence of
regional data for the Soviet Union, Bulgaria and Pomania, a full geographical
analysis of the trade balance is not yet possible. Hevertheless, it is clear that
the Fastern Eurcpean countries as a group registered a surplus in trade with other
socialist countries and a greatly increased deficit with their non-socialist trade
partners. For the Huropean centrally planned economies and the USSR jointlv, this
deficit was probably in the neiphbourhood of $3 billion. 9/ The larpest contributor
to the passive balance of the Eastern Furopean group vas Poland, which more than
trebled its trade deficit (from $400 million to §1,440 million) as, for the third
vear, it continued a policy of reliance on foreign credits to accelerate the
modernization of plant and eguipment and, to some extent, to ease irmbalances on
domestic consumer markets. Vhile the plan for 197k as well as the surrounding
discussions indicate some unease on the part of the Polish leadershin about the
recent widening of the imbalence between domestic output and total resource use, the
policy has clearly paid off in large output increments, and there appears to bhe no
desire to throw the rudder around sharply. Under the 197k plan, the trade deficit
may increase to almost $2 billion as imports are again expected to srow faster than
exports, though the target for imports (a 22 per cent increase) has been declared
a maximum not to be exceeded, and the tarpet for exports {an increase of 19 per cent )
may well be raised during the year.

8/ V. Hula in Hospodirské noviny (Prague) Fo. L9, 1973.

9/ Czechoslovekia, the German Democratic Republic, Fungary and Poland jointly
shoved a surpius of $870 million in their trade with centrally planned econonies
{compared with $1,0hﬂ million in 1972}, & deficit of almost $2,300 million with
developed market economies, more than doubled the 1672 level of $280 million, and
2 much reduced surplus of $40 million (as against %220 million in 1972) in their
trade with developing countries. Partner data on Soviet trade with 11 Zuropesn
market eccnomies, the United States of America and Canada, which in some instances
caver only the first three quarters of 1973, suggest a Soviet deficit of $1.3 to
$1.5 pillion in trade with those countries. This would be offset to a certain
extent by the traditionsl Zoviet surplus with developing countries,
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An over~all import surplus was also regislered by the German Democratic
Republic in 1973 ($330 million) and by Czechoslovakia ($80 million), reversing
their traditional export balances. EBoth countries reduced their export surplus with
other centrally planned economies {from $230 million to $80 million in the case of
Czechoslovakia, and from over $700 million to about $400 million in the German
Democratic Republic) and with developing countries, and both significantly increased
@heir deficits with industrial market economies (from $100 miilion to ovey
%200 million in Czechoslovakia and from $500 million to almost $800 miliion in the
German Democratic Republic). A much greater increase of net imports is planned in
Czechoslovakia for 197k (up to $700 million): the aceumulated surplus with other
socialist countries is to be run down and further credits are expected to finance
the deficit with the market economies.

Export surpluscs were achieved by Bulgaria ($ho million), Hungary (almost
$500 million) and Romania ($230 million) in 1973. The Hungarian surplus was
concentrated in trade with the centrally planned economies but, uniquely, it
included an active balance with developed market economies of $31 million which was
more than offset by a passive balance ($52 million, f.0.b./e.i.f.) with developing -
countries. The surplus was probably in line with rolicy since foreign credits 3
taken up during the 1971 import surge had to be repald., It seems to have been
larger than expected, however, as was the probably related slowdown in domestie
investment spending. Hungarian foreign trade plans envisage a more rapid rise of
imports in 1974, the elimination of the surplus in trade with the socialist
countries and a more or less balanced growth in non-socialist trade.

The foreign trade targets for the Eastern Buropean countries for 197k thus
indicate continued strongly rising demand for imports. In some countries (notably
Hungary and Czechoslovakia) this is coupled@ with the expectation of significantly
decelerating export growth as output is given priority uses at home and accumulated
credit balances are run down (especially in the intra~trade of the group). In
other countries (Poland and Romania in particular), greater export efforts are .
being made, either to reduce debts incurred in the past or to prevent new debts
from rising too fast.

China and other Asia

Though official data on the economic aggregates of most Asian centrally
plemnned economies are lacking, qualitative information snd data on individual
commodities suggeat that in China and Mongolia the 1973 economic performance was !
much stronger than that of the preceding year, owing mainly to improved agricultural
results, while in the Democratic Republic of Viet-Nam the recovery from the war-
caused dislocation may have been hampered somewhat by difficult elimatic conditions.}

In China, good crops were obtained in spite of persistent drought in parts of <
the country early in the year. This reflects in part the benefits of large-scale
irrigation projects, construction of which continued in many farm districts. Grain
output is reported to have exceeded the previous (1971) record of 250 million tons,
and record harvest of sugar, tobacco and the fibre crops were also reaped. Cotton
output increased by 20 per cent and the Jjute and hemp crop by 40 per cent. The
total value of farm produce and auxiliary non-sgricultursl output of the farm
sector increased by 1L per cent.

III-1h
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No aggregate data for industrial output have been reported. However, the iron
nd steel industry is said to have exceeded its production plan, reaching an output
ore than twice that of 1965. Light industry was reported to have expanded its
roduction by 8 per cent in the first 11 months of the year, with especially large
porements in the output of polyester fabrics (260 per cent of the previous year's
evel). Industrial deliveries to agriculture registered a 20 per cent increase in
he case of chemical fertilizers and a 12 per cent increase in insecticides. 1In
e course of the year, over 100 small nitrogenous fertilizer plants began producing.
lew capacity installed in power plants in 1973 exceeded the previcus year's
‘ncrement by 30 per cent, and total power output surpassed the planned level.
setroleun production appears to have expanded substantially, and may have reached
-he level of 50 million tons cited by Japanese business sources, though this figure
1as not been confirmed in Chinese sources.

A aramatic expansion took place in Chinese foreign trade in 1973, continuing
and substantially accelerating the upswing observed in the preceding year. Trade
partner statistics show that Chinese exports to developed markel economies rose
74 per cent over 1972 (from $1.2 to $2.0 billion) and imports doubled (from $1.5 to
3.0 billion). 10/ Since the growth of trade with centrally planned and with
developing economies is likely %o have been significantly lower, total export value
can be estimated to have grown some 60 per cent {from $2.9 billion in 1972 to
$h.2-$4.5 billion in 1973) and that of imports by almost 70 per cent {from
$2.4 billion to approximately $i billion). 11/

The largest increase took place in trade between China and the United States
of America: Chinese exports doubled (from $32 million in 1972 to $64 million in
1973) and imports grewt 11l-fold (from $60 to $657 million). This expension raised
the ranking of the United States to third asmong China's trade partners, after Japan
(exports and imports of about $1 billion each) and Hong Kong {Chinese exports of
$1 billion), with both of whom yrade approximately doubled in 1973. More than
80 per cent of Chinese imports from the United States in 1973 consisted of
agricultural goods - wheat, maize, cotton and soya beans - while among the remaining

10/ Data in International Monetary Fund, Direction of Trade (Washington, D.C.),
February and March 197h, covering the full year in most instances, 10 or 11 months
in the rest. In 1972, the developed market economies took almost 40 per cent of
China's exports and provided about two thirds of its imports. It should be noted
that because of their origin in partner returns thege data are c.i.f. partner country
for China's exports and f.o.b. partner country for its imperts, and hence would
require a downward adjustment for exports and an upward adjustment for imports if
they are to be put on the normal f.o.b./c.i.f. basis.

;;/ Trade totals for 1972 are taken from Deutsches Institut fir
Wirtschaftsforschung, Wochenbericht {Berlin) Wo. 27, 1973, and growth rates for
trade with developing countries are estimated from data in Direction of Trade which
in most instances cover only the first two or three quarters of 1973 (but the full
year for Hong Kong, which takes about 50 per cent of China's exports to this group).
Comparing equal periods for each partner country, China's exports to developing
countries increased by about 50 per cent, while imports - where the coverage comes
to somewhat less than one third of the 1972 total - appear to have declined slightly.
Chinese exports to the four centrally pleanned economies for which date are available
(Czechoslovakia, the German Democratic Republic, Hungary and Toland) increased by
22 per cent and imports by 15 per cent, but since trade turnover with the Soviet
Union declined, growth rates for trade with the group as a whole may have been lower.
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transactions a large purchase of jet aercplanes took a significant place., Chinese
imports from Japan were dominated by steel purchases, which doubled in value and
accounted for almost one half of the total, the bulk of the remainder comprising
machinery and chemicals (including fertilizer), while raw silk and textiles provided
over 60 per cent of China's exports +o Japan. Petroleum appeared for the first time
among China's exports in 1973 with the delivery of 1 million tons to Japan, and this
trade is expected to grow rapidly in 1974 under contracts reported under negotiation
early in the year with Japan, Hong Kong and Thailand.

As in previous years, China's commodity trade account probably closed with an
over-all surplus in 1973, a large trade surplus with Hong Kong and the developing
countries more than offsetting a deficit with the developed market economies. Owing
to the upswing of exports to Japan, the deficit in this important trade flow was cut
to about half the previous year's level (from $120 million to $66 million). Tt
apparently continues to be China's policy to abstain from long~term eredit for
Tinancing of imports. However, large capital goods purchases from market economies
are in the pipeline - contracts worth at least $1.5 billion have been placed in
Europe, Japan and the United States, mainly for complete petrochemical , synthetic
fibre and fertilizer plants, a steel complex and other industrial equipment « and
their financing may require increased recourse to short-term credit of the type
recently used in some transactions with Japan and France (25 per cent down, balance
payable over five years).

The economic development of Mongolia accelerated in 1973 in the wake of a
successful crop year. National income increased by 7.7 per cent, as against the
4 per cent annual average growth registered over the 1966-1972 period. Industrial
production increased by 8.3 per cent and agrieultural output by 13 per cent. A&
record grain crop was harvested - 150 per cent above the previous year's low level
and 38 per cent sbove the previous (1971) peak. Field crops provide only about a
sixth of total agricultural production, however, and as livestock autput, which did
not reach the plan tergets, may in fact have declined under the impact of +the 1972
harvest failure, the over-all increase in the output of the agricultural sector was
more modest. Living standards may have increased slightly, as is indicated by a
1.4 per cent increase in average wages and a 6.7 per cent increase in retail sales.
In foreign trade, turnover is reported to have increased by some 20 per cent,
significantly faster than the planned expansion rate of 6.8 per cent. The 1974 plan
envisages continued high rates of expansion, with a national income growth target of
6.7 per cent, slightly accelerated industrial output growth of 9.2 per cent and
somewhat slower agricultural expansion of 6.9 per cent.

No statistical information is available on 1973 developments in the Democratic
Republic of Viet-Nam and the Democratic People's Republic of Korea. In the only
available report on the economy of Viet-Nam, 12/ achievement is generally measured
against output levels attained during the middle 1960s. 1In 1973, the main efforts
were devoted to the reconstruction of basic industries and the transport and
communication network. Electricity output and the production of the chemical
industry surpassed 1965 levels, while in the building materials sector the capacity
for brick production exceeded the 1971 level by 20 per cent. In agriculture, the
early (winternspriug) harvest was satisfactory, but the fall harvest appears to have
suffered a 20 per cent output loss from drought during the summer and typhoon-~caused
flooding in several provinces in September and October. Pig herds are reported to
have increased by 9 per cent over the preceding year and to have yielded a T,000~ton
increase ir market supplies of meat.

12/ Vietnem Courier (Hanoi), February 197h.
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Table III-5.

Selected countries of Eastern Hurope and USSR:

growth of real personal

income, reteil trade turnover and total consumption, 1966-1975
{Percentage)
A = Per cépita real personal ineome
B = Real wege income per employed person
! = Reteil trade turnover at constant prices
D = Total consumption at constant prices
Country Average annual rate Increase over preceding year
1960-1970, 1971-1975, 197L-1973, 1971, 1972, 197% 197k,
sctual planned actual actual actual planned actual plamned
Bulgaria .
. 6.0 L,6-5.4 5.6 5.0 h.o 6.5 7.9 5.0
o . 8.6 6.8 a/ T.h 6.9 6.7 Tk 8.6 8.5
De v o v = o s s 8.2 8.h-9. 4~ . 5.5 5.0 e . .
Czechoslovakia
B v v vv oo n 3.6 2.5-3.0 5.8%? b2 4.5 z.sﬁg'g/ 5.5§§ o
Co v v v o o v s 6.36/ 5.1n5.4 55 5.5 5.5 6.6~ 5.62 5,6~
De o v v a v v » 5, 6= 4.9 6.1 6.2 6.0 .. 6.2 5.9
German Demccratic
Republic
A i e e e h 4.1 4.0—4.59/ ces ons cen . . ey
Co v o e e 4.6 .15/ 5.3 3.9 6.0 6.2 5.9 : e
De v v v o v b7 h,2 . 5.1 5.8 ‘e ‘e .
Hungary c/ c/
Be v v v s e 6.0 h.6-4.9 h.3 5.0 3.0 h.BE/ h“BE/ 0-5.5
- J N 3.4 3.0-3.4 2.5 3.1 1.5 2.0 2.8~ 3.7
Co v v e v v s s 8.3 6.0-6.4 5.3 7.0 3.1 6.2 5.7 0-6.0
De o v 0 v 0 o s 6.0 5.0 cou 6.2 z.h e . .
Poland
8. ... .. 2.0 3.by 1.5 5.5 7.0 6.6E§ 102£/ 59//
Co v v e e v u 6.2 T. 02 10.9 8.1 12,k 10.68 12.62 9,78
Di v o v « o o » 5.5 6.9 B.g T.7 9.1 9.1 ca.l0 8.5
Romaniz
Be v v v o v 4,1 T.0-T. k4 8.3 13.5 8.0 6.8 5.2,/ 8.6
- 3.7 3.5-4.2 2.1 2.2 0.2 3.8 8.1~ rery)
Co v v v e v v s 7.2 ves 8.1 8.9 6.1 7.3 7.5 9.7
USSR
Av o v v s w0 s 5.9 5.5 4.5 k.5 3.9 L.s 5.0 5.0
Co v o v o o o s 8.2 7.2 6.3 6.8 6.8 5.0 5.3 6.3

Source:

yearbooks and statistical bulletins.

a/ Estimated,

b/ Nominal.

E/ Approximate.

d/ Industry and construction only.

e/ 1967-1970.

T/ Fund of consumer goods for sale.

g/ Delivery of goods to domestic market.
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Table III-6. Eastern Europe and USSR: changes in gross
fixed investment, 1966-1975

(Percentage)

Average annusal rate Increase over preceding year
Country 1966-1970, 1971-1975, 1971-1973, 1971, 1972, 1973 197k,
actual planned gctual actual actual planned actual nlanned
Albania 9.3%  11.p.11.8%/ .. ‘e e et 19
Bulgaria 12.5 6m7§/ 6.6 1.7 9.8 -2.2 8.5 3.5
Czechoslo-
vakia T.2 6.2-6.5 7.6 5.7 8.7 8.4 9.6
German
Democratic a/
Republie 9.9 5.9 h.o 0.6 2.9 9.0 8.5 5.3
Hungary 8.1;5"/ 8.1-8.14 3.1 11.0 -1.2 3.0 - 1033—/
Poland 8.1 8.3 17.8 7.7 23.4 12.9 23?—/ 12,k
Romania 10.9 B.k 12.6 10.8 18,1 10.L 9.1 18.3
USSR 7.6 6.7 - 6.2 7.3 7.2 1.8 h.o 6.5

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on national plans and plan fulfilment reports,
national statistical yearbooks and statistical bulletins.

a/ Average annual change over preceding five-year period,

b/ Approximate,
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Chapter IV

RECENT ECOHOMIC TRENDS IN THE DEVELOPING COUNTRIES

A marked recovery in agriculture and an unprecedented beom in foreign trade
raised the over-all rate of economic growth of the developing countries sharply
in 1973, bringing the average for the 197 )5 back to the annual 6 per cent rate
that had characterized the closing years of the 1960s. Though the widespread
nature of the primary commodity boom ensured that most countries improved their
terms of trade, there were some notable exceptions, particularly among the
exporters of jute and tea ané some of the mineral ores. NMoreover, countries with
sizable food deficits were hard hit by the steep rige in cereal prices. The
even steeper rise in petroleum prices later in the year posed another serious
threat to the external balance of a number of developing countries. HMore
generally, the rapid increase in all import prices magnified very greatly the task
of maintaining internal equilibrium. Thus, although most developing countries
entered,IQ?h with their agriculture and industry in petter shape than a year
earlier and with appreciably higher international reserves, the radical change in
price relationships had added some grave short-term difficulties to their meny
longer-trend development problems.

The production and use of resources

Total crop production was significantly greater in 1973 than in 1972 and
there was a notable acceleration of industrial production. Together with 2
remarkable upsurge in foreign trade, this resulted in a sharp recovery in the rate
of growth in total output, which had receded in 1971 and 1972 from the high average
achieved in the last few years of the 1960s. Preliminary estimates indicate that
the over-all production of goods and services in the developing countries increased
by over T per cent between 1972 and 1973. The acceleration was widespread: the
most notable gain was in southern and souti-eastern Asia, where the 1973 expansion
wes almost three times the figure to which crop failures had reduced the rate of
econonic growth in 1972, but there were also advances from the much higher rates
that had been achieved in 1972 in Vest Asia and the western hemisphere, Only in
Africa, vhere 1973 was a very pnoor agricultural year, was taere a reduction in
the over-all rate of growth (see table IV-1).

Agricultural production

~ One of the main factors underlying these changes in over-all economic
performance was the swing in agriculture. The most important element in this was
a recovery in southern and south-eastern Asia where crop failures had been
widespread in 1972, Very few counbries in the region suffered a further decline
in agricultural production - the Khmer Republic and Sri Lanka being the chief
exceptions - and some registered a notable increase: Thailand had an excellent
rice crop and the 1972 setback was wore than made good in Indonesia and the
Philippines, India regained the 1071 level of ocutput, and Bangladesh, Burme and
Pakistan recovered from two poor agricultural years {ape table IV-2).

Iv-1



The developing counlries of the western hemisphere aiso had a generally
satisfactory agricultural vear in 1973. The Central Americaen ares recovered the
ground lost in the 1972 drdught: except for Chile, the Andean countries also had
e better outturn; after two mpoor years, Argentina registered a sizable increase
and Brazil continued to expand its agricultural production. The weskest area
in 1973 was the Caribbeen group of Guyana, Jamaica and Trlnldad and Tobago vhere
the 1972/73 :sugar and rice crops were both down .

‘Wéstfﬁsia was on a different agricultural cycle from that of the other regions
in this period: ‘the upswing was in 1972, and 1973 saw a large and widespread
reduction in crops. . In Affica the small gain that had been scored in 1972 was
reversed in 1973. Drought caused & sharp reduction in output in Southern
Rhodesia and Zambia, where the 1972/73 maize crop was a very small one, and also
in Morocco, and in Algeria which suffered its third successive decline in .
agricultural production. The 1972/73 cotton crop in the Sudan was also reduced
by adverse weather. In human terms, however, the most serious situation was
that of the areas bordering on the southern Sahara where, after several years of
belowv~average rainfall, famine conditions developed in 1972 end contirued into
1973. More localized crop failures also occurred in other countries, most notably
in Bthiopia where critical food shortages also emerged. Despite a major o
internationel relief effort, these areas were the scene of many ‘deaths and much
suffering; and one of the results was the opening up of a far-reaching debate on
the most appropriate development strategy for places with agriculturally fragile
gsoils and erratie climate, .

The swing in food productioi between 1971 and 1973 was somewhat less than
that in total agriculturel production in Africa, somewhat greater ih the western
hemisphere. In the aggrepate, for the developing countries as a whole, the output
of food-stuffs, which hed fallen by rather more than ‘2 per cent between 1971 and
1972, rebounded by rather more than 6 per cent between 1972 and 1973+ '

Industrial pfo@dction

. In the wake of this increase in supplies and a rapid growth in demand,

abroad as well as at home, the output of the food industry rose by ebout
15 per cent - twice the, rate registered in the previous year. There was also
a sharp incresse in ac°1v1ty in the textile and clothing 1ndustr1es and in other
light manufacturing. Activity in heavy industry also accelerated: the growth
in output, which dropped below 10 per cent a year in the early 1970s, rose to
11 per cent in 1972 and 12 per cent in 1973. Preliminary date.for the :first
three quarters of the year suggest that total industrial production may have
increased by as much &s 11 per cent between 1972 and 1973, appreclably more than
in' the earlier years of the decade (see table IV-3)

' In the western hemlsphere the most vigorous 1ndustr1a1 grewth was in Bra21l
(14 per cent) and Mexico (8 per' cent), where steel production rose by &round .
10 per cent and cé&ment vproduction by 19 per cent and 13 per cent respectlvely
Motor vehicle productlon also contlnued its v1gorous expan51on in Br321l A
more modest rate of expension - arcund T per cent ~ was recordea 1n Argentlna,
Colombia, Peru and Venézuela. Thé most dlsa9901nt1ng perfbrmance was in Chile
where labour strikes and civil unrest caused a reduction in the oubtput of many
industries. '
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In Asia, the pace was set by the Republic of Korea where industrial production
increased by 36 per cent: steel production doubled to over a million tons, motor
vehicle assembly rose by over 50 per cent to 25,000 and cement production increased
by 8 fourth to over § million tons. Somewhat lower rates were achieved by Iran
(16 per cent), Malaysia (15 per cent), Pakistan (18 per cent), the Philippines
{10 per cent) and Singapore (1% per cent). The number of motor vehicles assembled
reached new peaks in Malaysie {up 55 per cent on 1972) end in the Philippines
{(up 19 per cent) where the output of cement increased by 45 per cent to over
4 million tons. There was also a major expansion (of sbout a third) in vehicle
assembly in Iran. The lagging country was Indie where various shortages and
bottle-necks prevented any significant expansion: though there was & 6 per cent.
incresse in motor vehicle production, the output of steel snd cement was about
5 per cent below the 1972 level, and even electricity production was down
2 per cent.

Tn Africe, the poor agriculturel outturn adversely affected industriel
activity: the highest rates of inerease in manufacturing production were achieved
in Southern Rhodesia (10 per cent) and Kenye and Zambia (around 8 per cent);
elscyhere only small gains are reported - around 3 per cent in Tunisia, for
eremple, where cement production dropped below the 1971 and 1972 level though
electricity production increased and the number of motor vehicles agsembled rose
by about an eighth to over 2,000. In Egypt, vwhere cement production declined
for the second year in a row, vehicle assembly remained at its 1972 level of Just
over 8,000, The only African countries to register a major increase in cement

production were Angole, Malewl and Mozambiqgeﬂ

Over-all growth

This wide range of performance in respect of agriculture and industry is
raflected in the distribution of over-all growth retes between 1972 and
1973 (see table IV-k). About a fourth of the 92 developing countries for which
estimates cen be made registered rates of ipncreese in totel production of less
than 3 per cent. For most of these countries, 1972/73 was a bad egricultural
year. On the whole they were among the smaller and poorer of the developing
ccurtries: they accounted for about en eighth of the population and the income
of the group. They included a number of larger countries, however - notably
Egypt (where the increase in output just kept pace with the increase in
poPulation) and Ethiopia and Morocco (where unfavourable weather was the major
factor holding down production). They slso included some of the higher-income
countries, notably Bahrain eand Kuwait (where production was restrained as = matter
of policy), Chile (where, as indicated above. civil strife interfered with
production) and Sri Lanka (where sgricultural difficulties aggravated shortages
of various imported inputs).

At the other end of the spectrum, enother fourth of the developing countries
achieved rates of growth in excess of 8 per cent in 1973. This group sccounted
for sbout 18 per cent of the total developing country population and about
30 per cent of the total income. It contained several of the major petroleum
producers whose 1973 output, despite cuts at the end of the year, was well above
the 1072 level. It slso contained some of the countries that experienced
particularly vigorous industrial growth in 1973 (Brazil, Hong Kong, the Republic
of Korea and Singapore), some that enjoyed a sharp turn-around in agriculiural
production {Botswena, Lesotho, Mauritius and Theilsnd) and some in which both
industry and agriculture expended strongly in 1973 (Malaysia and the Philippines).
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Countries zccounting for almost 6C ver cert of the combined developing
country populetion and almost 40 per cent of total income were in the group ‘
whose production rose by between & and 8 per cert *n 1973. This group included
The major Asian countries - Bangladesh, lndia, Indonesia and Pakistan - all of
which benefited from better harvests in 1973; Cclombia, which achieved a slight
acceleration in growth and Mexleo, wnich, after its 1971 set-back, regained the
rhoythm it establiched in the 1960s. were slso in this group. Algeria, which
recovered from its 1971 set-back in 1972, registered a near 7 per cent expansion
in 1973 despite poor 1972/73 crops ., benefiting from the expansion of its
petroleun and associated industriss. Zaire, the other large African country
in this group, also gained from a vigorous minerals industry though, in this
case, a better agricultural performeance helped to raise the over-all rate of
economic growth well ahove the longer-term sverage.

Countries in the intermediate cavegory with growth rates betwesn 3 and
6 per cent in 1973 were mostly small: they numbered 35 per cent of the total but
accounted for only 1h per cent of developing country population and 20 per cent
of developing country income. The grovp included Burma where the better rice
crop helped to restore the longer-term rate of growth as well as Argentina which
also gained from an improvement in agriculture. Several African countries were

also in this group, the largest being NMigeria where a poor sgricultural performance

held down the over-all rate of increase in production. Agricultural difficulties
8130 hed an inhibiting efrlect in the Ivory Coast and the United Republic of
Tanzania where the 1973 increase in the gross product was appreciably below the
long-run average. Despite its poor 1972/73 cotton crop, the Sudan's over-all
growth was well above its low long-run rate; in Ghana, on the other hand, small

erops in both 1972 and 1973 kept economic growth down to little above the rate
of population increase.

The use of resources

Though no firm data are available, the nature of the changes in production
and developments in international trade in 1973 suggest that the inerement in
domestic output went largely into consumption. A sizable fraction of it, however,
went abroad, and because of the improvement that had taken place in the terms
of trade this permitted not only a significant increase in imports but also a
large accumulation of foreign exchange. The increase in imports provided the
physicel means for en expansion in fixed investment.

About 60 per cent of the developing countries increased their food production
in 1973 - 20 per cent in West Asia, 45 pel cent in Africa, 75 per cent in the
western hemisphere end 85 per cent in southern and south-eastern Asia. The
reductions in per canita cutput that had occurred in 1972 were mede good in the
western hemisphere and southern and south-eastern Asia with gains of 4 per cent
and T per cent, respectively. Though some of this increase went into exports -
maize from Argentina, for example, sugar from Brazil and the Dominican Republie,
and rice from Thailand - the overwhelming bulk was available for domestic
consumption. 1/ In West Asia there was a 5 per cent reduction in food output,
but its impact on consumption was softened by the large inventories thet were on
hand from the generous 1072 harvest (up almost 11 per cent from 1971).

1/ It should be noted that coffee and tea are not included among the
food~-stuffs whose output is measursd by the index used in table IV-2

-
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Only in -Africe wac the over-all supply of acmestically procuced food lowe.r. -
1n 1973 then in 1972: in three fourtis of the countries in the region per capita
production of food-stuffs was down in 1973 and in Algeria and Sierra Leone as well
as Mali and the Niger and the Sshelian belt the decline in 1973 followed one
in 1972; indeed for the continent as a whole per capita output declined by
2 per cent in 1972 and 4 per cent in 1973. Not only did a majority of African
countries (16 out of 30) experience a reduction in Tood output in 1973 but the
longer-run performence was also unsatisfactory: a somewhat larger majority
(18 out of 30) entered the 1970s with per capita food production below the level
of 10 years earlier 2/ (see table IV-5).

The increased production also went into exports. Though there was little if
any increase in the quantum of exports from Africa and only a modest (2 per cunt)
expansion in the volume shipped from the developing countries of the western
hemisphere, the Asian countries exported much more than in 1972. Petroleum
shipments from West Asia were up about a fourth and from scuthern and south-eastern
Asia there were mejor increases in exports of wood and wood products, rubber,
mineral ores and, above all, a considerable range of manufactured goods. The
resultant 15 per cent expansion in Asian exports raised the over-all increese in
the gquantum of developing country exports to about 8 per cent.

As a result of the primary commodity price boom, these exports earned a much
greater increase in terms of external purchasing power. Between the last quarter
of 1972 and the last gquarter of 1973, food-stuffs exported by the developing
countries increased by about 46 per cent in price, agricultural raw meterials by
about Th per cent and non-ferrous metals and other minerals by 84 per cent. A
typical basket of developing country exports of basic commodities was thus being
quoted at about 70 per cent more at the end of 1973 than at the beginning. During
this period the average unit value of manufactured goods exported by the developed
market economies rose about 21 per cent. The terms of exchange between primary
products and manufactures thus improved rapidly in the course of the year (see
table IV-6).

In terms of current dollars only one developing country in 11 esrned less in
1973 than in 1972; seven out of 10 registered an increase of over 20 per cent and
four out of 10 earned over 86 per cent more than in 1972 (see table 1V-T). In the
aggregate, export earnings were up L4 per cent - 33 per cent in the case of
Africa, 37 per cent in the western hemisphere, 50 per cent in southern and
south-eastern Asia and 52 per cent in West Asia. These were over twice the
proportional increases registered in the previous interval, and in ahsolute terms
the gains were even larger (see table IV-8).

This unprecedented upsurge in export earnings in 1972 and 1973 tended to leave
imports far behind and there was thus a masgive accumilation of foreign exchange.
Official reserves increased by $5 billion in 1971, $8.2 billion in 1972 and
$11.5 billion in 1973 and there were also large increments in the foreign assets of

2/ As the countries for which adequate information is not availeble include
some of the smallest and poorest - several in the Sahel, for exanple - the African
food situation is probsably even bleaker than these figures suggest.
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compercial banks in many developing countries. Nevertheless, there was s notable
upswing in imports, too - from an expansicn of 11 per cent in 1972 to one of about
three times that figure in 1973 (measured in current dollars c¢.i.f.}. Indeed, in
1973 the increase in imports into southern snd south-eastern Asis ($10.5 villion)
fully absorbed the increment 4in export earnings, and there was a major expension
in the purcheses of the developing countries in the western hewisphere

($6.Lk billion), Africa ($k.2 billion) and West Asia ($3.6 billion).

This expansion was widespread: only one in nine of the developing countries
reduced its imports in 1973 while three fourths increased their imports by more
than 10 per cent, two thirds by more than 20 per cent and over a fifth by more
than 40 per cent. In only & fourth of the developing countries was the rate of :
increase in imports between 1972 and 1973 less than that recorded in the previous
interval. This correaponds very closely to the pattern of change in exports: !
rather less than a fourth of the developing countries experienced a deceleration
in the growth of export earnings in 1973.

Much of this extya expenditure was necessary to meet the rise in price of |
major categcries of imports - cereéals were up 79 per cent between 1972 and 1973,
for example, petroleum 36 per cent and manufactured goods by an average of
15 per cent. These price increases sharply reduced the volume of imports obtainable
Tor a given ocutlay. Despite this, however, the increase in the developing countries:
intake of imports was one of the largest on record - over 1l per cent, or four times}
the increase of the preceding yesr. The expansion was greatest in the case of the ’
Asian countries: West Asia abgorbed about 14 per cent mare than in 1972 and |
southern and south-eastern Asia about 17 per cent more. The increase in the |
guantum of imports into the developing countries of Africa was about 9 per cent and |
into those of the western hemisphere about 8 per cent. (

1
|
1
!
F

Although no precise data are available regarding the composition of those
imports, the pattern is likely to reflect very largely the influence of earlier
policy, modified by the exigencies of the moment. Among the latter wes the
movement of extra food-stuifs Lo the countries in Africa and southern and south-
eastern Asia that had suffered crop failures in 1972 and, leter in the year, the
wovement of military ard related 2quipment to Wesi Asia. For the great majority
of developing countries, however, established import policies prevailed and these
tended to be thoze formulated in times of greater Toreign exchange stringency, !
when priority was assigned to the acquisition of fuels and raw materials not !
Cbtaineble locally and of plant and equipment and other capital goods required for
industrialization and similar development purposes. That the bulk of the sizable
increase in imports in 1973 is likely thus to have gone into the investment process
tends to be confirmed by the available data of partner countries.

Exports of capital goods to the developing countries from the 20 leading
develcped market economies increased from $12.5 biliion in the first half of J
1972 to $16.b4 billion in the Tirst half of 1973. Of the increment of $3.9 billion -
which was about helf the over.all increase in this export flow - $0.8 billion went
to the develoning countries of the western hemisphere, $0.9 billion to Africa and
$2.1 villion to Asia. Over half *the increase ia the flow of capital goods to the
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sian developing countries came from Japen whose exports - at $2.5 billion in the
irst helf of 1973 - were Over 80 per cent above the corresponding 1972 level. In.
he aggregate this flow of capital goods increased by 42 per cent to the Asian
eveloping countries, 29 per cent to Africe and 18 per cent to the western

emisphere (see table -9,

Allowing for the lag between the shipment of such goods and their ultimate
ncorporation into the investment process and the fact that ~ based on total exporis
sf the developed market economies to the developing countries - both total value
nd unit value were rising rapidly during 1973, it seems probable that the quentum
f imported capital goods at the disposal of the developing countries in 1973 was
sbout an eighth greater than in 1972. The estimated increase renges from about
5 per cent in the case of the western hemisphere end rather more than 10 per cent

‘n Africe to over a fifth in the developing countries of Asia.

The state of interpal balance

Recause of the pressure on resources that the process of economic development
ipevitebly involves - aiming, as it does, at simultaneously raising levels of
1iving and extending the productive cepacity of the economy - most developing
countries live in a constant state of potential inflation. Thig is moderated when
more goods become available - from new discoveries or higher productivity at honme
or from purchases or gifts from abroad - and, correspondingly, aggraveted when the
flow of goods slackens or the flow of money incomes gquickens. In the period under
review the forces influencing the state of internal balance were not only all active
but also of unusual intensity. Thus most developing countries found it extremely
difficult Lo maintain eccnomic stability and, as in the developed market economies,
these difficulties were refiected in extreordinary price increases. The shortages
were not always confined to goods; many skills were scarcer than usual relative to
the enhanced demend and in some of the more rapidly industrializing developing
countries as 1973 advanced even the less skilled types of labour were becoming
difficult to obtain, even though large-ccale underemployment still characterized
most of these economies.

One source of imbelance was the shortage of food, carried over from 1972 in
some countries (in southern and south-eastern Asia, for example) or stemming from
1973 crop failures in others, as in parts of Africa. But the price of food-stuffs
rose more than that of most other jtems in the consumer basket even in countries
that experienced no particular agricultural problem in 1973. This reflects
vorld-wide rather than locel conditions: as indicated in chapter I, the price index
of food-stuffs entering international trede rose appreciably more than that of the
other primary commodities.

Nor wes the source of higher prices confined to imports of primary compodities.
As pointed out in the previous section, the average price of manufactured gaods
entering international trade in 1973 rose in the course of the year from about
7 per cent above the corresponding 1972 figure in the first quarter to 21 per cent
above in the last; and for 1973 as a whole it was 15 per cent above the 1972 level
in dollar terms. For many of the smaller countries, indeed, the main source of
changes in the local cost of 1iving in 1973 was the inflow of higher-priced importis.
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The export boom was also a destabilizing influence in many developing countrie
In e number of cases Governments -felt impelled to curtail or even prohibit exports
of particular commodities in order to protect domestic supplies. And in most i
countries the repid upswing in commodity prices greatly increased the liquidity of
the export sector: in thres fourths of the developing countries in 1972 and again
in 1973 changes in foreign assets exerted a positive influence on the local money

supply and in & third of those cases this was the principal cause of monetery
expension.

The increase in economic ectivity in 1973 - egpecially the upswing in |
investment - was accompanied by a significant acceleration in the supply of money |
in half the develcping countries and the ontinuance of the 1971-1972 rate of &
expansion in another fifth. 1In three fourths of the countries the inecrease during
1973 (that is, between the end of 1972 and the end of 1973) exceeded 15 per cent aJ

in one fourth it exceeded 30 per cent (see table TV.10).

the growth of private credit played a larger role in this monetary expansion in
1973 then in 1972: it was the principal factor in 62 per cznt of the developing
countries in 1973 compared with less than b per ceqt in 1972. Governments begen |
to adopt a more restraining posture: though the proportion of countries in which |
they.exereised a contractionary influence in their dealings with the banking systemf
was much the same in 1973 as in 1972 ~ about a fourth of the total - the proportion!
in which they were the leading source of expension dropped from & fourth to an !

|

?
Reflecting the relative importance of the increase in exports snd investment,

|

|
eighth (see table IV-11), |
In most cases the increased Pressure on resources was reflected in movements
in thé price level; in some places, however, market- signals were weak or absent as,
for example, in the drought areas of the Sshelian belt and of Ethiopia as well as J
in parts’of India where food shortages were acute. In Sri Lanka, changes in |
subsidies. and.rations masked the impaet of rice shortages on the price level; food » |

was alspisubsidized in Venezuela, snd Sierra Leone sniso introduced subsidies - of

fuels asiwell as rice - while in a number of othertcountries price controls or tax

adjustments tended to reduce the sensitivity of the cost of living index to-changes |
in the state of balance on the market for consumer goods. Despite the weaknesses |
of such price indices, however, they moved more repidly in 1973 than in any recent |
year in almost all the developing countries, signalling both irternal inflation and |
the extraordinary rise in the cost of imports. ' 9

As in the ‘developed market economies, the rise in food prices after mid-1972
exerted a strong upward pressure on the over-all level of cc 1 sumer prices in most: 6 |
developing countries. In 1973 there were four developing countries in which food i
prices advanced shead of other retail prices for every one in which food prices
lagged. Most of the latter were African countries with large subsistence sectors or
8g in the case of Egypt, an improvement in food supplies in 1973; but they also
ineluded Argentine, Honduras and Iran - which also had better food harvests in 1973,
as well as a more satisfactory longer-run agricultural record, s J

E
i

In Indonesia, the poor rice crop in lete 1972 led to a repid risetof food
prices in the eities in 1973 and thig pulled up the over-all consumer price index
by 27 per cenmt in the course of the year. The poor 1972 agriculturdl ‘outturn caused
extensive difficulties in Indiae, too, and although 1973 food erops were much bettber
the low level of stocks and serious distribution problems resulted in many localized

|
|
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shortages - especially in the dry states ol Mehareshira and Mysore - and en average
sige in food prices of 27 per cent. Tn Sri Lanka, the Termers® paddy price was
raised {rom Hs 1h to Rs 25 in the course of 1973 in an effort to stimilate local
sroduction; supplies remained short, however, and both the ration and the subsidy
rere cuh, thus contributing to a 20 per cen® incremse in the food price index.

Poor 1973 crops were leargely responsible for en acceleration in the rise of
food prices in Ethiopia, Malawi, Morocco and Zambia. as wall as in Jordan and
Lebgnon aud, even more, in Guyeane, the hmer Republic and Sierra Leone. But in
many of the food deficit countries it wes the rapid vise in world werket prices
thet added most to the increase in the cost of food-stuffs to the local consumer,
and made the food component the most volatile in the reteail price index.

The high internstional prices also stimnlated exports and in order to protect
domestic supplies of essential food-stuffs many Governments imposed controls over
foreign sales. Meat exports were restricted in a number of Latin Americen countries
including Brazil {where restraints were elso placed on maize and cotton), Bolivia
(where in August the shipment of most of the basic food items was prohibited).,
Costa Rica, the Dominican Republic (where banena exports were also restricted) and
Guatemala (where the gquota for beef exports was reduced by 25 per cent and a
1icensing system egtablished for other food exports). In Morocco, after a sharp
acceleration in prices in September, the export of vegetables was suspended.

On a year-to-year basis, the rise in consumer prices accelerated in over
70 per cent of the develeping countries in 1973, In sbout = sixth of the countries,
the increase between 1972 and 1973 was much the same as that belween 1971 and 1972
{see table IV.12)}. In only an eighth of the countries was there some meterial
slmwing_ddwn in the rate of increase - in most cases as & reault of an improvement
in supplies, either from imports, as in the case of Ghana end ligeria, or from local
production as well as imporis. as in the case of Brazil, the Philippines and the
Republic of Korea.

However , in & year in which the average rise in conslmer prices in the
developed market economies was 7.7 per cent, it is perhaps surprising that as many
as L0 per cent of the developing eountries had price increases oi less than that
and over half registerad an increase of less than 10 per cent between 1972 and 1973.
As in the cese of the developed market economies, prices roge fasier during 1973
than between 1972 and 1973: in only a sixth of the developing countries was the
inerease in the course of the year less than hetwaen the yearS.

In & majority of the developing co mtries, the ancelevation in price movement
between 1972 and 1973 followed a similer - thouzh usually wore moderaie -
acceleration between 1971 and 1972. The 19708 have thus seen a marked deterioration
in price stebility in many countries: in 1073 double figure increases Were recorded
in a number of plates where prices had been fairly stoble at the beginning of the
decade - in Libeiia, Meuritius, the Niger, gomalia and the United Republic of
fameroon in Africa, for example, in the Domipicen Republic, Guatemala, Mexico and
Paraguay in the weslern hemisphere, and in Houg Kong, India, Tran, Jordan, Malaysia,
Nepal, Sri Lenke snd Theilsnd in Asia.

As implied above, the poor performance of local agriculture in 1072/73 combined

with the rising cost of imported focd-stufTs underlay the deterioration in wost of
these countries, especially where 1t vas accompanied by sharply rising money incomes
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in the boowing export sector. In Mauritius, subsidies were intioduced at the
beginuing of 1973 on imported rice aund flour and in June import duties on verious
feod itews werse reduced, compensabing revenue being ralsed from higher inceowe-tax
rates and an export duby on sugar. . The Dominican Hepublic - snother countyy
benefiting from higher sugar revenues - also took steps to stebilize food prices,
This pattern was repeated in CJuatemela, though in this cese the Government resiste
pressure to abolish the 30 per cent surcharge on duties on imports from outside
Cenmtral Awerica. In Parsguay, maximum prices were set for milk end beef, for whic
the increase had been particularly steep. i

In Mexico, the situation was complicated by various shortapges of raw maberial
and, in some case: , of industrial capacit:, and also by a terdency for the price
increase to feed back rapidly through wages lato costs. In July, & comprehensive
anti-inflationary programme was introduced aimed not only at strengthening control
over prices, limiting public sector expenditure and curbing the rise in credit
but also at stimulating production - especially in agriculture ~ and liberalizing
imports of various scarce inputs. Plens were laid for tripartite commissions -
Government, employers and employees - to elaborate a longer-run incomes policy, i
Later in the year the credit base was further reduced (by the raising of the
commercial banks' minimum reserve reguirements) and producers of essential congume;
goods undertook not to pass on increased labour cosks during the first quarter of
197k,  Though public spending remeined under restraint, lehour-intensive projects ;
were given priority in the light of employment needs.

In Melsysise, claims on rescurces ceme from rursl incomes that were riging !
rapidly in the wake of the export hoom and from public sactor expenditure that was'
expanding Taster than total production. The price rise was given an additional
impetus by the introduction of a sales tax in the 1972 budget and of a more
selective import policy geaved to the promotion of various local industries. The
steepness of the price rise led the Government to take restraining action: in
August eredit conditions were tightened and sowe public projects deferred and in
December a nuumber of import and excise taxes were reduced or removed, taxes on lan
sales and on exports of lumber and other building materisls were raised and - food
prices having risen by over 30 per cent during the year - a new effort was
ineugurated to achieve self.sufficiency in rice.

India has enjoyed less price stability then Malaysia in recent years, but hers
too the upsurge in 1973 - 24 per cent ip the course of the year in the case of the)
‘eonsumer basket, 27 per cent for food - cavsed considerable. concern. On the supply
side, shorteges were widespread, involving not only the agricultural products that
suffered from the 1972 drought but also c-al and pover and many imported raw
materisls and components and hence of much of the output of local industry. On the
demaud side the Government dsficit in 1972/73 proved to be over three times the
budgeted figure. Severe credit restraints were placed on the commercial banks an
in August a sizable cut was made in government spending on various social progr&mmq
As the recovery in sgrieulture in 1973 did no mere than put the country back on to
its relstively modest longer-run growth trend, the need to increase production
betame more urgent. This secems to lie behind soume apparent softening of official
policy in respect of the activities of larger private firms and also in relations
with foreign companies, New guidelines for the operation of foreign-owned
enterprises were issued in December along with & draft of the fifth plan '

(197L/T5-1978/79). !

4 P——
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The retail prz?e index in Indis accelerated to a LT per cent incresse be tween
1972 end 1973, Thie was the highest increzse esmong those oountries i‘aT n&d
enjoyed & fair degrec of stability in the pe riod preceding the 1972 /T3 upsurge.
But evenr sharper price ilncreases and other signs of inflationary pressure
cheracterised z number of other Asian and latin American countries. These iﬂFli
some in which sueh pressurs vas o relatively new phenomenon (Heitdi, Pakistan,
Singapore @Jd the Syrien Arab Republie, for exeuple), some in which it has heen
a more or less continuoug feature of the economy (Argentine, Chile aad Uruguay ),
come in which it represents a retrogession after o period of comparative stebility
(es in %the case of Bolivia, Colombia and Tndonesia) and some in vhich, alter major
military disruption, internal economic balance has not vet been fully rastored
{the Khmer Republic, Laos, the Republic of Viet-Nam and Bangladesh).

Tn Singspove, with its very expeszd eccnosy, the impact of the commodity
boom wes particularly severe: vayious uUOTLd e derelopwd asven thongh outside
the construetion sector the vwigorous exnansion of recent years slowed down ian 1973,
The vapid rige in laand urices (and rentals) led the Government to restrict the
sequisition of real estate by non-citizens. VUaze rates were raised by 8 per cent
in 1972/73 and 9 per ceal in 1673/Th:  these uara nlgh incvesses by earliev
sbandards but modest in the light of the 1973 price rise and in view of the efforis
being made to increase the supply of skilled Jlabour.

rr'l

In Indonegis, vwhere the hywcv daflaticn of the 19860 g been brought wnder
contirol by the beglnnlng of the 1970s, prices bepen risin g *&pldlv again i 1973.

As indicatbed above, the acceleration wus set oif by s shortege of rice from the
poor 1972 crop end il was accentuabed subsenuently by the ineresss in import
pvwoes {(particularly textiles) and in some of the export comaodities that were

in wide domestic demand (such ss vegetable oils). Mauy of these price increases
benefited the Farm sechor but vere the sourvce of nardship and unrest in the majoyr
wrban areas. Large increases were made In the aenerally low wages and selaries
of governmsnt employees; &8 vevenue vdd exiremely buoyant thia posed no immediate
riscal problem. labour-intensive export ind 5 expanded rapidly but

estrictions were placed on foveign ipves industries - including
heverages, sosp, cosmetics, reball dis ,ubut1un snd all defence-related activities ~
in which smeller-scale indipgenous producers were widuly threatened. Such producers,
as well as farmers producing for exvort, were being assisted by favowrable credit
srrvengements, bui these were tightened lowards the end of the year as the inflation
intensified.

D

The course of retsail price wovements in Indonesia - vear- bo-year incleases
of b per cent, T per cent and 31 per ezat in the 1970s - was parelleled in Rolivia,
Thers vas a QAuiiaf, thovgh less rapid, seceleration in Colombla where, partly
as & result of a 10 per cenl vsdustion in government erxpenditure, the rate of
increase in price levelied off iun the second helf of the year. A similar
deceleration was zchieved in Argentina where the rise in prices in the eerly
years of the decade had been wuch stesper - B0 per cent a year in 1072 and 1973,
Here, a duwl programme wes icaugurabed in May: on the one hand, a system of
multiple exchange rates wes adopted in ordev to insulate the Argeptine economy
from external price incresses znd, on the other hand, tripartite agreement was
obtained (1nv01»1nn the €overnmwnf and the major LOHLL&CT stions of business
concerns and trade wnions) to a "Social Commitment Lot embodying a steanle
relationship bebween prices and incomes. Beins o major exporter of foode-stualfe nnd
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virtually self.sufficient in petrolewm, Argentina enjoyed a significant improvement
in its terms of trade in 1973. This wes instrumental in financing additicnel
imports which helped to improve the state of internal balance in the face of large-
scale government borrowing from the central bank to meet an excess of expenditure
over revenue almost three times the bhudgeted estimate and four times the 1972
deficit,

The two most inflationary economies in Latin America in 1973 were Uruguay
where the retail price level was just about double the 1972 averege and Chile
where it was four times es high. In both cases the difficulties stemmed from
flagging production and heavy government spending. The production record was
perticularly poor in Chile vhere strikes rnd ¢ivil disruption affected every sector,
vhile between mid-1972 and mid-1973 the volume of currency in circulation more
than trebled.

In Brazil, by contrast, 1973 was another year of surging production while the
Govarnment kept a tight rein on expenditure. The consumer price index, rising by
1b per cent in the course of the year, continued to decelerate from the high rates
of increase registered in the 1960s. Nevertheless, there were many signs of strain
in the economy. Some stemmed from the rise in liguidity associated with the booming
export sector and the continuved inflow of capital. Some originated in the upswing
in import prices, especially those of wheat and petroleum, two major imports.
thers reflect strains on production capacity: several industries began working
three shifts a day, but many types of skill became scarce and, despite a sharp
increase in wages, even less skilled labowr was in short supply in the industrial
ceatres. Spot shortages developed in a pumber of intermediate produets, including
ztoel and non-ferrous metals, cement and other construction materials, cotton and
various industrial components, as well as in some consumer goods, notably meat,
It hecame clear as the year advanced that in order to mesintain the high growth
rat2 of recent years, a considerable expension of productive capacity would be
recuired, and that this would require further increase in the investment ratio.

In 1973 the rise in consumer prices in Brazil was, for the first time, below
the regional average. Weighted by 1970 private consumption, the incresse in the
Caveloping countries of the Western hemisphere was asbout 44 per cent, compared
with 25 per cent in Asis and 11 per cent in Africa. On a year-to-year basgis the
price increase for the developing countries as a whole had accelerated from
10 per cent in 1971 and 1k per cent in 1972 to 24 per cent in 1973.

The state of external balance

The commodity boom of 1972.1973 and the consequent improvement in their terms
of trade effected a considerable strengthening of the external balence of the
developing countries. The associated increase in their international reserves
wes nac only of record size but also very widely distrivuted. This cushion will
pronably be called on to play an important role in the period immediately ahead
wvhan the deceleration in growth in the developed market economies and an increase
in the supply of many commodities seem likely to combine to reverse the movement
iu ra2lative prices. The impact of this probable wveakening of demand and prices
will be accentuated by the steep rise in the cost of petroleum, which is a ma jor
inpert of many developing countries, and by a further increase in the burden of
seryviceing external debt.

Iv-12




Changes in the balence of trade

With export earnings rising faster than imports, the trade derficit that '
characterized the developing countries in the 196€0s (and most of the 1950s) narrowed
in the early 1970s and swung into surplus in 1972, And in 1973, with exports up
by elmost 4l per cent and imports by about 32 per cent, the surplus (valuing
exports f.o.b. and imports c.i.f.) widened to nearly $11 billion or sbout a tenth
of gross exports.

From the preliminary data availeble for B0 developing comntries, it would
appear that a majority of them either inereased their trade surplus (35 per cent of
the total) or reduced their deficit (18 p r cent). The largest absolute changes,
however, were registered by the major exporterg of petroleuwn: the surplus of
Saudi Arabism increased by $3.2 billion, Iren by $1.9 pillion, Venezuelas by
$1.1 billion, Wigeria by $0.9 billion, the Libyan Arab Republic, $0.8 billion,
and Irag by $0.7 billion. In the aggregate, the petroleum exporters raised their
trade surplus by about $9 billion to over $21 tillion, while in the rest of the
developing countries the combined deficit, which had been reduced by %2 billion
in 1972, expanded by about $1.3 billion in 1973 (see table T¢-13),

Apart from the petroleum exporiers, the countries that improved their trade
balance in 1973 ineluded a number of food exporters (such as Argentina,
Madagascar and Thailand), coffee exporters (Angola, Brazil, Colombis, Coste Ricsa,
Ethiopia, Guatenala, Kenya), cocoa exporters {Ghana, the Ivory Coast, Togo,
United Republic of Caméroon), cotton exporters (Epypt, Paraguay, the Syrien Arab
Republic), rubber exporters (Liberia and Melaysia) and copper exporters (Chile,
Papua-~New Guinea, 7embia). In most cases the improvement in the balance was the
result of a rise in export earnings. often in the face of a considersble expansion
in imports. In & few countries, however, the balance benefited from a reduction
in imports: in Burma and Burundi thies was the mein factor; in Mmdagascar, Rwanda,
Trinidad and Tobago, Uganda and Zambia it accentuated the result of an incresse
in exports.

In mlmost 8ll the countries in vhich the trede deficit increased in 1973, a
repid rise in imports was responsible. In Senegal and Sowmelia, poor Crops reduced
export availsbilities, though in these countries, too, the mein reason for the
videning of the deficit was & large expansion in imports.

Rather more than a third of the developing countries had an active trade
balance in 1973, About a third of these wers petroleum exporters: the rest were
widely distributed both by region and ia terms of export composition, reflecting
the fect that almost all priwvacy commodities participated in thg\upSufge in
price,” Even India aend Sri Lanke - countries whose leading exports, jute and tea,
were among the few lagging commodities - achieved o sizable increase of around '
o Tourth in export earnings. The increase in their deficits resulied from an
even larger increase - about one third - in imports. '

The increase in the export earnings of India and ari Lanka reflects geins
from secondary items. To some extent these gains were the result of price
increagses .- as in the case of sugar from India, for exemple, and rubber and copra
from Sri Lanka - but they stemmed from export diversitication: India shipped a
wider range of manufactured products and Sri Lanks earned more from gem stones and

frozen sea food. This pattern was widespread emong the developing couwbries:
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minor or "non-traditionsl" exports beceme greater earners of foreign exchange,
either because of intevnational price movements or because of offieinl incentive
policies that made it more profitahle to sell such goods ahroad,

In the aggregate, the trade surplus of the developing countries increased
from about 4 per cent of total export earnings to about 10 per cent. In Africa snd
West Asia, there was an incresse in the surplus - from 7 per cent to & per cent in
the former eand from 48 per cent to 53 per cent in the latter. In the Western
hemisphere and southern and south--eastern Asia, there was a reduction in the
deficit - from 16 per cent to T per cent of total exports in the former end from
20 per cent to 1k per cent in the lsther. Tor the developing countries other than
the majlor petrole.um exporters the proportion of totsl imports that had to be paid
for by means other ther the esrnings of exports declined from a Pifth in 1972 to
a sixth in 1073,

Chenges in other current account flows

Meny of the developing countries that had s passive trade balance in 1973
schieved & current account surplus by virtue of an expansion in other receipts.
The buoyancy of economic activity in the developed market economies, for example,
was reflected in a sharp increase in the remittances of migrant workers. This
was of greastest significence in some of the countries of northern snd southern
Africa but it was slso in evidence in some of the Caribbesn and Central American
countries end even in parts of Asia. Some countries ~ Sri Lanks, for example -
ettempted to tap some of the earnings of their expatriate nationals that might
not otherwise be remitted,

Tourist receipts were also substantially higher in many countries. North
Africa and the Caribtbean-~Centrel American asrea were again among the principsl
beneficiaries of this flow, but increases were reported by many other Africsn
comntries and also by a number in south-eastern Asim. Tn the Philippines, for
example, tourist accommodstion was under strein st times ang earnings were a
third higher than in 1972, 1In Thailand, the number of visitors is reported to
have exceeded 1 million for the first time snd their expenditure was grealter
than the year's earnings from rice exports.

There was elso an expension of tourism in Singepore but here the main
development was in the further strengthening of the country's role as a financial
centre. More foreign banks were permitted to set up branches and engsge in
"off-shore" oper. tions and 10 of the est-blished institutions were encouraged
to issue certificates of deposit denomineted in Singapore curvency. Banking
activity also increased in volume in Kuwait snd Lebanon as a result of the upsurge
in petroleum receipts in the regicn. But political and military developments
tended to keep tourists avey from the Middle Bast and several countries reported
reduced receipts from this souvce.

Aunother current account flow that incressed considerably between 1972 and
1973 was the payment of investment income. This rise is releted to the foreign
ownership of some of the export industries in the developing countries end their
participation in the genersl upsurge in earnings. According to the reports of
the 32 developing countries that had submitbted 1973 belance~ofpayments statements
to the Internntional Menetary Fund by the end of April 197k, the smount paid out
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ip the Torm of inbterest end 2 vofits reachead $5.2 billion, 18 pey cent above Lhe
1972 figure. The largest inerense came from fran {out of its larger twade suxpln%)
gnd thers was a swaller inﬂ“ease from the Fhilippines {alsc in serplns. in 1973},
Other significent increases vers fyrom Prazil and Theiland (which had redaced

their trade defieits in 19r3) apd Trom Honduras, Mexico and the Re public of Korea
(vhoge trade deficits hed widened in 1973). The only significant reductions

in investment income peyments in 1973 were fyrom Madegescar, ww.bvaia and Trinidad

and Tobago (see table IV-1h).

That there was & major expeansion in inves gtpent income is borne out by the

balance-of-peyments statements of soms of the developed market economies. The
. United States, for exemple, T'porhq g 45 per cent increase (from ©h.7 billion in
1972 to $6.8 pillion in 1973} in its receipts of dgirect private investment income
{including bhranch earnings}. The hulk of thigs $2.1 billion rise ceme from Africa
and Asis and presumsbly veflects the nipher eaynings of petroleun companies
operating largely i1 countries for which cirrrent balancerof-paynents deto are nob
gvailablie. '

From the limited evidence available in April 30(1 it appears that the flow
of officisl donations to the developing countries was aintained in 1973 at more or
less the 1072 level. Sherp reductions wers raporbed by the Kimer Republic and
the Republic of Viet-illam (from $0.7 billion to $0.5 billion), but veceiphs of the
other 30 reporiing countiies ware 1i%tle changed: incveases in the case of
Eevndor, Morocco and Nicarsgua wevre almost gufficient to offset the effect on
the hotal of dscresses in the csge of Ghana, YMadzgascar and the Republic of Koream.
The hilateral flow of governmsnt grents from the United Stobes was just over
$1.8 piltion, about 5 per cent velow the 1972 Pigure. The ?eﬁuction yns
concentretad in the Asisn region end refl vhe the declimes in Lrangfers wo the
[do.-Chine abes. '

The group of 32 reporbing de ue?uplng countriezs received a much larger inflow
of direct invesbtment in 1873: et $1.9 billion it was a fourth higher then in
1972, The patbernm of new investuend infiow tepded to conform to that of dividend
pubflow: the greatest increases were ©o Brazil and Mexico and, on 8 smeller scale,
to the Republic of Kowves, Jemeica, the Phild ﬁp‘ﬂ%s and Fthiopis. The most notable
exception was Tran which - in the face of & $1.8 billinp outflow of profit -
reporbed only a mominal expansion in direct fovelgn investment inflews in 1973.
Singapore was & major re gipient of new investment, shough the inflow was below
fhe 1072 level. There was slsd 2 smellel net inflow of diizct investwent in the
" eege of Malavain and none 2% ail into Madepsscar, while Pakisten and Trinidad and
Tohams reporied o net repelriation of sweh fovelgn capita) (sez table TV-15).

Vegtern Burope and Jape

apen playved o greater role in this flow of direct
investment in 1973 then inm 1S

19, The net oubflew from the nited States declined
from $1.50 bJJiiuP 10 $7.3%5 bitlion, a sharp increase in investpent in Latin
America from 1bs 1ow Y072 figure being move then offsst ty a reducticn in
investmant in Arrics sna fsis and dn the {LOU thyrough wuitilateral chammeals.
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indebtedness was slightly less than the $2.3 billion recorded in 1972. By far
the largest net borrowing and the largest net increase compared with 1972 was that{
of Brazil which drew $1.17 billion in new loans and repaid $0.35 billion. On &
much smeller scale there were also increases in the net borrowing of Burma, Jamaica
and Nicaragus. The net borrowing of Pakistan and the Republic of Korea was at much
the same high level as in 1972 - $0.16 billion and $0.23 billion, respectively.

The other noteble changes were all reductions from the 1972 level of net

borrowing - by Iran (down to $0.30 billion) and Colombia (down to $0.12 billion)
and on a smeller scale by Zeuador, Morocco and the Philippines.

The movement of private long-term capital was more volatile. After doubling
between 1371 and 1972 the net inflow incrzased by only 10 pur cent in 1973. This
reflects offsetting changes. There was a major expansion in the flow of private
funds to Mexieco (which reached $1.2 billion in 1973) but a reduction in the flow
to most other Latin American countries, including Brazil, which neverthelegs
still absorbed the largest amount (aimost $1.3 billion ir 1973). And there were
similar contrary changes in the flow of private loans to Asia where increases to
Iren, Pakistan and Singapore almost counterbalanced reductions to Malaysia, the
Republic of Korea and Thailand whence there was a sizable net reflux.

Thus, the total net inflow of new capital into this group of countries,
following a sharp (30 per cent) expansion in 1972 rose by a modest 8 pey cent
in 1973, epproaching $7 billion. The first three years of the 1970s have seen
e steady amount of government borrowing ($2.2 billion a year) accompanied by a steeg
rise in private flows, both for direect investment and, even more, in the form of
long~term loans, '

Part of the increese in private capital flows to the developing countries
repregents the results of more extensive operations on the Euro-currency market.
The total of the publicly announced credits negotiated on this market by 13 of '
the 32 developing countries listed in table IV-1h veached $3.7 billion in 1973. 3/
A similar sum wes negotiated by 15 other developing countries for which no 1973
balance of payments data are yet available. These include Algeria {credits
totalling $1.35 billion), Peru ($0.73 villion), Indonesia {$0.48 billion), Zeire
(30.29 billion), Paname ($0.25 billion), Abu Dhabi (40,21 billion), Zambia
($0.15 billion), and Dubai and Hong Kong ($0.12 billion each). The list of
countries uging this market was lengthened further in the first quarter of 197h
when Egypt and the Sudan negotiated their first credits of this nature.

Though it is not known what proportion of all Euro-currency credits these
publicized amounts represent or how the negotiated sums are actually drawn on, it
is clear that this market has become a major source of funds for the developing
countries. Though the term of these loans is short by developument assistance
standards (fev have maturities beyond 15 years) it is within the range normally
associated with conventional bank lending. And though interest rates are high
against the background of recent history (they are often denominated in terms of
& margin over an interbank lending rate, subject to pevriodic adjustment)}, they seem
more moderate in relation to the rate at which prices have been rising in the
period under review.

3/ As veported by the World Bank.
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Since it is likely that much of the money flowing into the petroleum~exporting
countries at & greastly accelerated pace in the immediate future will be deployed on
the Furo-currency market, the remeinder of the developing countries will almost
certainly be obtaining a larger proportion of their external fupnds from this source.
Degpite its widening use, howéver, there sre still many developing countries -
especially among the smaller and less developed and hence less eredit~worthy -
that will not heve sccess to it. Significance therefore attaches to the fact that
in the recent borrowing by the Sudan, the loan was guaranteed by the Saudi Arebian
Monetary Authority. A gusrantee system of this nature would ensure that the
reeycling function that the Euro-currency market is expected to perform does not
unnecessarily exclude some of the wesaker developing countries.

Changes in international reserves

" The first three years of the 1970s have seen a repid upswing in the
international liquidity of the developing countries and, as a result of the great
expansion in export earnings, 1973 brought an acceleration in this process. In
terms of United States dollars, the combined reserves of the developing countries
increased by $5.0 billion in 1971, $8.7 billion in 1972 and $11.6 billion in
1973. &/ This expausion raised the developing country share of world reserves
from 18 per cent at the end of 19Tl to 2h per cent at the end of 1973. And it
raised the ratio-of reserves to imports (of the preceding year) from 43 per cent
in 1970 to 75 per cent in 1973.

A1l but 18 per cent of the developing countries increased their reserves in
dollar terms in the course of 19733 a +hird incressed them by over Lo per cent
and a Tifth by over 60 per cent (see table IVv-16). The average gain Was
37 per cent - 33 per cent for the major petroleum exporters and 40 per cent for
the rest of the developing countries. 5/ Compared with the position at the end
of 1970, the petroleum exporters had slmost trebled their reserves and the others
had more than doubled theirs. Measured in terms of imports, the reserves of the
petroleum exporters had risen from seven months' equivalent to over 12, and those
of the remaining developing countries from rather less than Tive months' to almost
eight.

Apart from the Libyen Araeb Republic 5/ and Trinidad and Tobago, &1l the
countries whose peserves declined in 1973 had pascive trade balances for the yesr.
They include a group of Central Arerican and Caribbean countries (E1 Salvador,
Guyena, Heiti and Jemaica), Mauritius, snd a group of Central and West African
countries (Ched, the Congo and Senegal), end the Republic of Viet-~Wam.

At the other end of the scele, the countries that increased thelr reserves
most {over 60 per cemt} in 1973 almost all enlarged a trade surplus, as in the
cese of Argentine, Colombia, Ecuador and Faraguay in Letin Americs, Burma, Ireg
and the Philippines in Asia, and Egypt, Fthiopia, Gebon and Ghane in Africa.

1 s e B AL stan et

b/ In terms of SDR, the increments were 3.1 in 1971, 8.1 in 1972 and 6.6 in
1973. The great bulk of developing country reserves (about 85 per cent in 1973)
ig in the form of foreign exchange.

5/ The smaller gain of the petroleum exporters reflects the deliberate
running down of reserves by the Libyan Arab Republic. The reserves of the rest
of this group rose by 55 per cent in 1973.
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There were a few thet reduced s trade deficit, however (as in the case of Malewi,
Rwanda and the Syrian Arab Republip) and a few in which the gain in reserves was
relsted not to the course of merchandise trade but rather to cepitel transacticns.
This was the case in Algeria end Pakistan whose international ligquidity was
improved by borrowing. '

This serves to emphasize an important caveat in the interpretation of changes
in reserves. These reflect not only movements in the balaqcé of trede or even
in the balance on goods and services but also the inflow of financigl résources
end their translation into imports. Not many developing countries can Tinance:
their development needs from abroad entirely from the proceeds of their' exports.
Borrowing by Gove nments or with goveranme .t guarantee has i1 fadt risen rapidly -
in recent years and by the beginning or .275 it was approaching a developing
country totel of $93 billion. Though the rate of increese in official reserves
has been faster than that of external debt in the 1970z, as the formér amounted
to only a fourth of the latter at the beginning of the decade the difference has
continued to widen in absolute terms.

Though the extraordinary rise in export earnings in 1973 undoubtedly reduced
the burden of servicing this external debt, it haed already reached.economically
embarrassing proportions in a number of countries. In 1972, payments of interest
and amortization of capital pre-empted over 10 per cent of the earnings derived
by about a third of the developing countries from their expords of goods and
services. And in a few countries - including Afghanistan, Argentina, Egypt,
Indis, Mexico, Palistan and Uruguay - debt servicing absorbed over a fifth of all
foreign exchenge eernings (see table IV-17).

The inflexibility introduced into the pryzents position of so many developing
countries by a large external debt could prove particularly troublesome in the
period lying immediately ahead. The siowing down in the increase in demand in
the developed market economies, which, as i:dicuted inchapter II, promises to be
extremely sharp in 1974, will have a direct impact on the markets for most of the
primary products that provide the desveloping countries with the bulk of their
export earnings. This will be happening at a time when production, stimulated by
the high 1873 prices, is likely to be appreciably greater. The result could be
a marked decline in the prices of basic commodities entering world trade. Such a
decline is unlikely to extend to most manufactured goods, however, for these are
still ebsorbing the higher-cost materials of 1973 and will increasingly have to
besar the cost of higher wages, negotiated in the light of the inflationary trends
of last year. Thrs the devcloping countries may well be fac~d with a sharp
deterioriation in cheir terms of trade in 107k,

] In the face of this, moreover, there will be the considerable burden of
higher petroleum costs, Unless special pricing arrengerents are made ~ something
that appears very unlikely at this stage - the developing countries that import
petroleum will have to pay the developing countries that export it an additional
awount of the crder of $10 billion in 19Tk, 5/ Such wa inerement in import costs

P e s L

&/ ?his assumes that developing country imports of crude petroleum for
cogsump?lon will be somewhat less then 2 billion barrels and that the average
price will increase from under $3 a barrel to about $8.
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would use up the bulk of the $13.4 billion gain in official reserves that the
petroleun-importing developing countries have achieved in the past two years. The
exlbent ©o which these countries are likely to be able to economize in energy
consumption and substitute other fuels for petroleum differs considerably from
case to case, as does their vulnerability to changes in the price relationships
among other goods.

It is clear, however, that 197k and 1975 will see a major redistribution of
reserves and purchasing pover among the developing countries. Since many of the
developed market economies are also likely to be under balance-ol-payments pressure
ss a result of the increase in petroleum prices, the normal sources of international
financial accommodation will probably be severely strained. A&s far as the
developing countries are concerned, the key role will be played by IMF. As a result
of the upsurge in export earnings, developing country transactions with the Fund
syung from net drawings of $347 million in 1972 to net repayments of $228 million
in 1973: all regions borrowed less and all except Africa repaid more. This has
placed the Fund in a favourable position to provide balance-of -payments support
in 197h and 1975. However, the gums involved are likely to be much above the
normal level and the effect of the rise in petroleum prices - unlike the impact of
other commodity price changes — is likely to be a permanent increase in impord
costs. Tt is because on both grounds the ordinary accommodation offered by the
fund is likely to be inadequate that steps are being taken to create a new
"sridging facility" that would not only dispose cf sufficient resources but would
also be able to lend for a longer period than is normally appropriate in order to
compensate for swings in the halance of payments. In addition, as indicated in
chapter II, the United Nations General Assembly has recommended the establishment
of a gpecial fund to assist those developing countries that are experiencing
particular difficulty in adjusting to the new price relationships.
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Table IV-1. Developing countries: growth of
total production, 1971-1973 a/

{Percentage)

Change from preceding year

Country group 1971 1972 1973 Ej

Developing countries, total . , . . . 5.6 5.2 7.2
Western hemisphere . . . . . .. . 6.5 6.3 7.4
Africa . . .. . ... ... ... 3.8 5.0 k.3
West Asfa . . . . . .. .. ...11.9 10.h 11.k4
Southern and south~eastern Asia . . 3.9 2.5 7.1

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretsriat, based on United Nations, Monthly Bulletin of Statistics
and Yearbook of National Accounts Statistics; "Survey of Fconomic Conditions in
Africe, 1973, Summary" (E/CN.1L7621/Summary); "Economic Survey of Asis and the
Far East, 1973, Part Two" (preliminary version) (E/CN.11/1.385/B); Food and
Agriculture Organizetion of the United Kations, Monthly Bulletin of Agricultural
Economics end Statistics (Rome); information supplied by the United States
Department of Agriculture, and nasticnal sources,

a/ Measured at constant market prices.

b/ Preliminary.
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Dominican Republic

Area and country
Argentina
Bolivia
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(Table continued on following page)
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Table IV-2 (continued)
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Table TV-2 (continued)

. - Change from preceding yearéf

1971 1972 - . 1973

Area and country ‘ T ; e/ o/
Total Food~  Total Food~  Total Fool~

Southern and scuth-eastern Asie

{continued)
Pakistan w0, 6 -5.0 0.6 - 2.7 6.2
Philippines 5.1 5.1 ~3.7 -2 O 9.6 8.8
Republic of Korea - 0.8 5.2 2.3 0.7 1.5
Républic of Vieb-Fam 8.9 8.5 - 0.8 1.7 1.7
8ri Lanka 3.1 7.8 5.5 -Q.9 ~h.1 -T7.1
Thailend 2.8 2.1 -5.0 -8.5 16.8 18.9
Total 2.4 1.6 ~1.6 2.4 5.6 6.4

Sourece: Centre for Development Planning, Projections and Policies of the
United Netions Secretariat, besed on FPood and Agriculture Organization of the
United Nations, Monthly Bulletin of Agricultural Feonomics and Statistics {Rome ),
and informetion supplied by the United States Department of Agriculture.

a/ Year-to-year changes with the larger of each pair of figures as denominator.
b/ Preliminary.

o/ Tood covers the following commodity groups: cereals, sterchy roots, sugar,
pulses, edible oil crops, nuts, fruit, vegetables, wine, cocoa, livestock and
1ivestock products.
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Table IV“’ 3 L]

Developing countries:

changes in industrial production, 1970-1973

Percentage change from corresponding portion of previous vear in

Region,

Infustry Mining

Manufacturing

Total Light Heavy Food Tex- Chemi- Basic
year and.quarter tiles cals metals
All developing countrieg
19T v v v e e e 7.2 6.7 8.2 7.0 9.4 ko 6.5 8.5 7.3
R 8.k 6.3 8.8 6.6 11.1 6.7 8.8 9.9 10.9
1973, first quarter . . 10.3 1.9 1lo.2 8.3 12.3 6.0 11.0 10.6 5.9
second quarter . 10.9 8.8 12.0 10.7 12.7 22.0 8.1 6.7 3.7
third quarter . 11.3 15.6 10.1 9.9 11.6 18.1 5.9 8.5 3.0
Southern and southeeastern
Asig
1971 v v v v 4w W 8.5 13.k 6.7 6.6 6.3 T.h LkL 8.0 3.2
972 . .0 .. 0. .., 0.1 1r.9 8.8 6.9 11.3 6.2 10.6-11.7 12.5
1973, first quarter . . i2,2 17.5 10.0 10,0 9.6 3.8 18.1 1.4 0.6
second guarter 1.9 19.8 12.6 9.0 17.1 22.4 13.8 L.7 1.3
third quarter 11.7 23.7 5.7 0.6 12.2 0.7 T.8 7.8 0.6

Source:

Iv-2h
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(Source snd foot-notes to table IV-k)

Source: As for table IV-1.

&/ Based on preliminary officiel estimates of the national accounts or
"indicators" derived from official or semi-official statisties of production,
trade and transport. Where indicators were used, changes in gross domestic product
reflect changes, in real terms, in the output of all the items of goods and
services for which deta were obtainable, combined with weights derived from
national accounts of 19T72. The indicated changes are necessarily tentative, being
prepared in April 197h and based in some cases on less than a full yesr's figure
for some of the components of the gross domestic product.

b/ Countries are arranged in descending order of rates of growth.
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Teble IV-5. Developing countries:
chenges in food production g/

distribution in accordance with

tem

Countries b/ experiencing

An increase bhetween
1972 and 1973

A reduction between
1972 and 1973

After an in-

After e de-

After an in-

After a de-

crease in 1972 cline in 1972 crease in 1972 cline in 1972

Countries in

which per capita
food production

increasad in

1961-1971

(ouvntries in

which per cepita
focd produztion

declinad in
19571975,

.Costa Rica
Malaysia
Ivory Coast
Pakistan
Brazil
Republic of
Kores
Rwanda
Iran
Ecuador
Venezuele

United Republic

of Camercon

Colombia
Dominican

Republic
Egypt
Republic of

Viet-Naum
Zaire
Dahomey
Iiberisa
Upper Volte
Haitd

Nicaragua
Panome
Mexico
Honduras
Cuatemala
Thailand
Rl Salvedor
Philippines
India
Wiger
Argentina

Indonegia
Burundi
Senegal
Togo
Anpols
Tunisia
Bolivia
Pe1a
Guinea
Burna
Uruguey
Rangladesh

Lebanon
Syrian Arab
Republic
isreel
Zambia
Jordan
Malawi
Southern
Rheodesia
Sudan
Moroceo
Uganda
Madagascar
Ethiopia

Kenya

United
Republic of
Tenzanie

Higeiia

Ghana

Libyan Arab
Repuulic

Trag

Jamaica

Paraguay

Trinided and
Tobago

Sri Lanks

Chile

Khmer Republic
Sierra Leone
Guyansa.

Mali

Algerisa

Source:

sourees.

a/ Food is defined as all edible agricultural output other than coffee, tea and
spices.

Centre for Development Planning, Projections and Policies of the United
Nations Secretariat, based on Food and Agriculture Orgenization of the United Netions,
Nations, Monthly Bulletin of Agriculturel Economics and Statistics (Rome),
information supplied by the United Stebes Department of Agriculture, and naetionsal

b/ Within each group, countries sre listed in descending order of the average

wv-2%

annual rete of increase in food production, 1961-1971.



Table IV-6. Developing countries: price indices of basic commodities, 1972-19T3
(1970 = 100)

Ttem 1972 guarters 1973 quarters

Pirst Second Third Fourth First Second Third Fourth |

Expgrt‘cétegpries &/

Food-stuffs . . . . . . . . 10k 108 116 118 13k 154 168 172

Other agricultural .
commodities . . . . . . . 110 113 111 117 136 157 184 203

Minerals . . . . . ... . 129 13 131 120 134 146 160 238
Total primery commodities 11k 116 119 121 134 151 167 202
Non-ferrous metals . . . . 87 87 83 81 95 113 135 1bg

Tmport category

Developed market economy '
mapufactures . . . . . . 114 115 115 115 121 131 ik0  1bo

Terms of exchange between
primary commodities and
manufactures . . . . . 100 101 103 105 111 115 119 1hh

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations, Monthly Bulletin of Statistics

March 1973 and 197k,

a/ Weighted in accordance with the composition of developing country trede in

1963.
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Table IV-9. Developed market economiesf changes in major categories
of exports to developing countries, first half 1972~
first half 1973

Exports to

developing Percentage increasc between first half
countries, 1972 and first half 1973 in exports to
first half :
1973 411
| (millions developing Western
Jategory of dollars) countries hemisphere  Africa  Asia
Total 8/ « « « « + « « « - 32,375 32 19 28 L
Food-stuffs . . . . . . 3,413 he 36 Ls 49
Raw materigls . . . « . 673 1k 10 34 6
Fuels .+ « « v o« v « v 279 g 20 b3 ~18
Manufactures . . . . . . 26,099 30 16 27 41
Machinery, transport
equipment and
steel . . . . . . . 16,397 31 18 29 Lo
Others . « + « + + « 9,703 27 1h 22 1o

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on data from the Statistical Office of the United
Nations.

a/ Exports from Australis, Belgium-Luxembourg, Canada, Denmark, Finland,
France, Federal Republic of Germany, Greece, Italy, Japan, the Netherlands, Norway,
Portugal, Spain, Sweden, Switzerland, the United Kingdom, the United States and
Yugoslavia. In 1972 these countries accounted for about TO per cent of all exports
to developing countries.
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Table TV-10.

Developing countries: distribuation of changes
in money supply, a/ 1973

Change in money Number of

Countries b/ in which, in relation to the trend during
the preceding year, the trend registered during 1973

supply from countries
preceding year _ representy
(percentege) Continuation Decelerstion Acceleration  Reversal
Decline L Togo Libyan Arab
Republic
Trinided end
Tobago
Dahomey
Less than 6 3 Zaire
Afghanisten
Senegal
6.0-9.9 5 Pakistan Chad
Sri Lanka
Madagascar
Tunisia
10.0~1k4.9 k Guyana Ivory Coast
Republic of
Viét-Nam
Congo
15.0-19.9 1k El Salvador Ghana‘ Dominican Burundi
Mexico Singapore Republic
Venezuela Somalia United Republic
Morocco Haiti of Tanzania
Lebanon India
Zambia
20.0-29.9 24 Gabon Mauritius Thailand
Syrian Arab  Panama Egypt
Republic Iran Traq
Sudan Kuwait Mali
Thilippines Sierra lLeone
Mgerin Guatemals

Costa Rica

Kenya

Nigeria

Honduras

Jordan

Jamaica

United Republiec
of Cameroon

Niger

Lthiopia

(Table continued on following page)
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Table IV-10 {continued)

hange in money Number of

Countries b/ ih which, in relation to the trend during
the preceding year, the

trend registered during 1973,

supp}y from countries represents
receding year . -
(percentage) Continuation Deceleration Acceleration  Reversal
0.0.and over 16 Republic Colombia Rwanda
of Korea Malaysia
Peru Mauritenia
Saudi Arabia Bolivia
Indonesia Nicaragua
Paragusy
Teuador
Upper Volta
Malawi
Argenting
Gambia
Total TO 13 18 3h 5
Source: Centre for Development Planning, Projections and Policies of the

United Netions Secretariat, based on the Inte

Fineneial Statistics (Washington, D.C.).

a/ Money supply is m

easured by the liabilities of the monetary system
domestic private sector in respect of currenc

rnational Monetary

Fund, Interngtional

to the
v and demand deposits.

b/ Countries are 1isted in ascending order of the degree of acceleration as
measured by the difference between the percentage increase in 1972 and 1973.
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Table IV-11, Developing countries:. source of change
in money supply, 1972 and 1973

Percentage of countries b/ in which the order of
importance of the indicated factor in changing
the supply of money in
Directién of change and . 1972 vas 1973 was

causative factor a/ First Second Third First Sécond Third
Expsnsion

Foreign assets (net) . ., . . . 32 30 1k o5 30 18

Claims on government (net) . . 26 29 18 ik 38 24

Claims on private sector . . . Lk 3k 13 62 25 L
Contraction

Foreign assets (net) , , ., . . 23 1 - 25 -

Claims on government {net) . . o2k 3 - 21 -

Claims on private sector . . . & L - T -

Source: Centre for Development Planning, Projections and Policies of the

United Nations Secretariat, based on International Monetary Fund, International
Financial Statistics (Washington, D.C.), ' : '

&/ Based on the consolidated accounts of the monetary suthorities and 'deposit
banks. : .

b/ For list of countries, see table .1,
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Teble IV-12. Selected developing countries: changes in
consumer prices, 1971-1973

‘ Percentage change :
Countryé/ From preceding year In letest 12 months

1971 1972 1973 Potal Food

c/

A. Countries whose rate of inflation was 10 per cent or less in 1973~

. . . , e
1. Experiencing less inflation in 1973 than in 19?2”/§/

Philippines 23.3 15.7 7.1 23.6 32.2
Republic of

Korea 13.5 11.7 3.2 8.7 11.h
Ghana 2.8 1k,] T4 1.7 -
Congo hoa 9.8 h.s 2.0 1.2
Togo 6.3 7.7 3.0 3.7 6.0
Honduras 2.3 5.2 3.2 4.7 3.0
Mozambique 15.7 7.1 5.4 10.k -1.7
Nigeria 13.5 2.9 1.6 9.9 9.5
Afghenistan 25,6 ~12.5 -10,2 15.5 e

¢/

2. Experiencing s similar rate of inflation in 1972 and 1973~

Central Africen

Republic 8.9 7.2 6.2 3.7 3.1
Mauritania 7.6 8.2 7.2 7.2 10.8
Trag 3.6 5.2 k.9 7.0 12.2
Southern Rhodesia 3.0 2.9 3.1 2.8 2.9
Morocceo h.o 3.7 b1 10.5 1kh.6
Madagascar 5.k 5.7 6.1 10,3 13.3
Lebanon 1.6 L.g 5.4 10.7 19.0
Zambia 6.0 5.3 5.8 8.1 9.2
Gabon 3.4 L 8 5.8 8.5 7.3

3. Experiencing a higher rate of inflation in 1973 than in 19722/

Melawi 81 3.8 5.1 8.5 11.h
Chad 6.0 2.9 4.3 5.0 7.3
Venezuels 3.3 3.0 HEp)! 5.7 8.8
Peru 6.8 7.2 B.T 12.3 14.0
Panama 2.0 5.3 6.9 9.6 17.8
Egypt 3.1 2.1 3.8 6.8 3.9
United Republic

of Cameroon .2 8.c 9.7 15,6 10.2
Burundi 3.0 3.8 5.5 7.9 11.9
Tunisia 5.7 2.2 L4 6.4 11.2
Senegnl 2.6 3.5 5.2 11.0 10.9

(Tahle continuved on following page)
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Table TV-12 {continued)

Countryﬁf

Percentage change

From preceding year
i b
1971 1972 1973“/

In latest 12 months

Total

Yood

3. Experiencing & higher rate of inflation in 1973 than in 19?22/ (continued)

1.

/

Sierra Leone -2.3 3.9 6.7 5.9
Sri Lanka 2.7 6.3 9.6 1h.h
Iran L2 5.4 9.8 12.9
Netherlands

Antilles 3.k b1 8.2 13.1
Guyana 2.0 h.s 8.9 15.2
El Salvador 0.3 1.7 6.1 8.9
Surinam 0.2 3.2 8.0 7.7
Libyen Arab

Republic -2.7 -0.3 6.5 10.0
Somalia ~0.6 -2.9 5.1 8.7
Ivory Coast -0.8 0.3 9.8 15.1
United Republic

of Tanzania 3.7 0.2 9.7 10,1
Ethiopia 0.5 6.1 8.9 13.0
Kenya 1.9 -10.2 T.h 9.9

B, Countries whose rate of inflation was more than 10 per cent in 1973E

Experiencing less inflation in 1973 than in lQTEE/
Brazil 20.1 14,5 12.9 i13.7
Experiencing a similar rate ¢f inflation in 1972 and 19735/
Zaire 4.9 1k.3 13.h 26.0
Argentina 34,7 58.5 60.3 43,7
Niger k.3 2.7 11.7 10.1
Fi3i 6.5 9.1 i1.2 7.2
Experiencing a higher rate of inflation in 1973 than in 19722/
Jordan k.2 8.2 10.5 18.4
Nepal ~2.0 8 4 1.7 17.0
Pareguay 5.0 9.1 12.8 14,1
Feuador 8.4 7.9 12.9 20.5
Barbados 7.5 11.8 16.9 26.0
Leos 1.3 25.5 30.7 he.s
Sudan 1.3 11.8 17.0 19.2
Trinidad and

Tobago 3.5 9.3 1ik.9 24,3
Mexico 3.2 6.4 12.h 22.1
Israel 12.0 12.9 15.9 26.4

{Table continued cn following page)
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33.8
19.8
18.4
3.2
27.7T
41.8
18.2
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Table IV-12 {continued)

COuntryﬁ/

Percentage change

From preceding year

In latest 12 months

1971 1972 1973~

b/

Total Food

3. Experiencing a higher rate of inflation in 1973 then in 19?29/ {continued)

Dominicar
Republic
Malaysia
Thailand
Mauritius
Colombia

India
Hong Kong
Pakistan
Guatemals
Jamaica

Liberia
Republic of
Viet-Nam
Bangladesh
Syrian Arab
Republic

Haiti

Bolivia
Uganda
Uruguey
Singapore
Indonesia

Khmer Republic

Chile

2.9 7.8 15.1
1.6 3.1 10.6
2.0 4,0 11.7
0.3 5.4 13.5
9.0 14,3 23.5
3.3 6.3 16.8
3.1 6.1 18.0
b7 8.9 20.6
0.5 0.5 1k h
6.7 5.8 19.9
0.2 I.o 19,6
18.2 25.3 4L 4
12.h 28.5 L7

k.o 0.8 20,0
10.k 3.2 207

3.7 6.5 26.7
15-8 "3-0 l’r.h
23.9 76.5 97.0

1.9 2.1 23.0

4.3 6.5 31.1
1.3 25.5 157.9
20,1 77.8 agh L

17.2 30.0
18.3 30.8
16.5 15.7
28.2 3h.1
18.1 19.0
23.8 26.8
18.9 25.5
29.5 33.9
17.5 25.0
35.1 39.7
15.4 32.9
59.2 56.6
39.2 39.7
2h .1 2h .0
19.7 21,2
27.9 09,2
30.1 22.1
T7.5 T7.2
32.8 51.6
27.b 284
256.8 202.3
508,k ho7.3

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United Nations,
Tnternational Monetary Fund, International Financial Statistics (Weshington, D.C.),

and national sources,

Monthly Bulletin of Statistics,

a/ Countries are listed in ascending order of the degree of acceleration as
measured by the difference between the percentage increase in 1972 and the

percentage increase in 1973.

b/ Preliminary.

g/ Based on = comparison of year-to-year change in annual everages.

d/ Including countries which experienced a decline in both years.
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(Foot-notes to teble IV-13)

2/ Exports f.0.b. minus imports e.i.f.

b/ Gold, SDR, convertible foreign exchange end reserve positions in the
International Monetary Fund.

¢/ Preliminary.

d/ Africen petroleum exporters, West Asien petroleum exporters, western
hemisphere petroleum exporters, Indonesie.

e/ Ecuador, Venezuele.

f/ Argentina, Barbados, Bolivia, Brazil, Chile, Colombia, Coste Rica,
Dominican Republic, El Selvador, Guatemela, Guyana, Haiti, Honduras, Jamaica,
Mexico, Nicarsgua, Penama, Paragusy, Peru, Trinidad and Tobago, Uruguay.

g/ Mgeria, Libyan Arab Republic, Nigerie.

1/ Burundi, Central Africen Republic, Chad, Congo, Dehomey, Bgypt, Ethiopia,
Gebon, Ghana, Ivory Coast, Kenya, Madagascar, Mali, Mauritania, Mauritius, Morocco,
Niger, Rwanda, Senegal, Sierra Leone, Sudan, Togo, Tunisia, Uganda, United Republic
of Cemeroon, United Republic of Tanzania, Upper Volte, Zaire, Zambia; and IMF
special drawing rights and reserve positions only of all other IMF member countries
in Africs.

i/ Iren, Iraq, Kuwaeit, Saudi Arabia.

}/ Democratic Yemen, Israel, Jordan, Lebanon, Syrien Areb Republic; and IMF
special drawing rights end reserve positions only of Oman and Yemen.

k/ Afghanistan, Burme, India, Malaysia, Nepsl, Pakistan, Philippines, Republic
of Korea, Republic of Viet-Nam, Singapore, Sri Lenka, Theiland; and IMF special
drewing rights apd reserve positions only of Bangladesh, Fiji, Khmer Republic,

Laos and Western Samoa.

% These countries account for approximately 80 per cent of the trade of the
developing countries as a group.
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Table IV-lk.

Selected developing countries:

receipts of donations

and payments of investment income, 1971-1973 .

(Millions of dollars)

Country ‘Receipts of unreéquited transfers Payments of ihvestment income
1971- 1972 1973a/ 1971 1972 1973a/

Western hemisphere ‘
Bolivia 5 8 210 20 20 25
Brazil 6 6 5 Laé 603 856
Colombia 34 25 26 187 191 19k
Costa Riga 5 b i 15 33 37
Ecusdor g ‘9 19 36 31 35
El Salvador 2 3 3 13 13 10
Guatemala 1 - - 45 b7 e
Guyana . 2 1 1 19 iL. 12
Haiti: - 6 3 T b b )
Honduras g5 5 k 26 RN A e 30
Jamaica 3 b 6 118 129 129
Mexico 9 ‘18 19 788 86k 1,035
Nicaragua 3 L 1k 34 35 37
Trinidad and ~ - - BT 67 27

Tobago

Africs
Ethiopia i1 I 12 16 21 2y
Ghane ' 12 19 10 he 24 2k
Madagascar b7 hé 12 20 13 6
Mauritius k 6 3 =3 3 2
Moroceo 18 16" 33 61 6h . 68
Somalia 17 10 11 1 1 1
Sudan - T 3 15 21 19

Asis
Burma 20 18 13 9 6 12
Iran 5 5 T 1,38k 1,476 1,817
Khmer Republic 58 109 36 1 - 1
Malaysia 15 12 9 162 171 1k7
Pakistan 120 Ly b3 76 92 87
Philippines 38 36 58 117 136 1kg
Republic of Korea 6l b 28 119 148 180
Republic of Viet-

Nam 532 566 k6o 18 15 15
Singapore 13 9 7 27 35 L
Sri Lanks 18 2 11 23 22 17
Thailand 38 28 24 69 68 76

Total, b/
32 countries~’ 1,120 1,096 895 3,937 4,383 5,170

TV<kp

(Source and foot-notes on following page)




jource and foot~notes to table TV-1h)}
{

s ———————rT—————

source: Centre for Development Planning, Projections and Policies of the
1ited NWetions Secretariat, based on data communicated by the Internmational Monetary
and.

a/ Preliminary. _

b/ These countries, selected on the basis of date availability, accounted for
0 per cent of the total imports of the developing countries in 1972.
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Table IV-15. Selected developing countries: net receipts of
direct investment and long-term capital,: 1971-1973

{Millions of dollars)

Conntry Net change in direct Net inflow of long~term capital
investment Private Generdl- government

1971 1972 . 1973/ 1971 1972 1973s/ 1971 1972 .1973a/

Western hemisphere

Bolivia 2 -l b 25 67 9 15 33 17
Brazil 215 365 807 h65 1,b71 1,216 420 555 822
Colombia 43 17 22 52 6k 22 100 173 116
Costa Rica 22 2l 23 2h 2L 8 15 18 3k
Ecuador 157 138 ks -1k 6 - 11 Tl 22
£l Salvador 7 6 3 -1 1 -5 3 13 17
Guatemala 25 1k 23 16 20 19 19 14 23
Guyana ~56 - wl T 6 T 1l 6 15
Haiti 3 Y T - - - e -3
Honduras T 1 5 6 L 8 17 10 11
Jamaica 175 90 135 9 12 - 1k 11 48
Mexico 293 277 314 275 k51 1,168 59 37 52
Nicaragua 13 9 7 13 5 28 16 29 54
Trinidad and 80 81 -26 - -1 -2 1k 20 24
Tobago
Africa
Ethiopia 6 g 26 7 7 - 21 14 19
Ghana 31 1] 13 1 2 -1 3h 31 18
Madagascar 11 2h - - -1 - 9 b 2
Mauritius 1 - - -1 b -5 -2 1 2
Moroceco 16 8 2 7 5 86 30 6
Somalia 2 k4 1 - - - .3 14 23
Sudan -1 - - - -2 - ~1h 1h 15
Asia
Burma - - - - - - 5 7 37
Iran 65 84 18 33 -2 30 595 L84 304
Kimer Repuhlic - - - - - - =b - )
Maleysia 52 59 ho 1 67 23 37 k1 1z
Pakistan 1 16 -3 90 6 48 339 163 155
Philippines -1 -11 b6 -32 17 -10 69 148 69
Republie of 56 69 160 238 200 165 236 221 231
Korea
Republic of 2 - 1 - - - 3 15 -
Viet-~Nam
Singapore 116 173 130 13 8 68 26 62 15
Sri Lanka - 1 1 - - - 68 43 25
Theiland 38 63 68 28 89 =36 15 8 16
Total, 32 b

countries~ 1,381 1,524 1,873 1,262 2,496 2,760 2,239 2,297 2,199

{Source and foot-notes on following page)
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jource and foot-notes to table Iv-15)

Source: Centre for Development Planning, Projections and Policies of the
1ited Netions Secreteriat, based on date communicated by the International Monetary

ngd.

8/ Prelininery.

b/ These countries, selected on the basis of data avaeilability, agcounted for
) per cent of the total imports of the developing countries in 1972.
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Table IV-16. Selected developing countries: changes in
internstionel liquidity, 1970-1973

International reserves, b/ Intérnational resérves, b/

‘ end 1973 ¢/ end of year, c/
Group and country &/ Millions As percentage as percentage of imports d/
of of reserves at in preceding vear
dollars End “End "~ ' e
1970 1972 1970 1973
Total of countries
listed . « + . . . 4 . . . . b1,33% 246 137 43 75
Oil-producing countriesgj. . 14,388 291 133 58 10k
Others . . . . . . . . ... 26,94 227 140 39 65
Western hemisphere .
Totel « & v 4 v v ¢ o . . . 15,182 289 146 ho 83
Oil-producing countriest/, . 2,661 241 1hk2 5k 97
Others +« v « 4 ¢ v & v « « 12,520 302 147 Lo 81
Argentipa . . ..., ..., 1,318 196 283 43 69
Bolivia . v 4« v v 4 s 4 4 s T2 157 120 28 39
Brazil o o v v b 4 s a4 . 6,417 5kl 153 52 13k
Colombig « ¢« v o v o o o o« 534 259 164 30 6k
Costa Rica « v . « » 4o . . . 132 263 108 T 11
Dominican Republic . . . . . 88 275 149 13 24
Beuador . 4 4 4 4 4 o 0 . . 241 290 169 34 76
ElL Salvador . . . . . . . . 62 98 - T6 30 22
Guatemala .+ 4 . . 404 ., . 212 2712 157 31 65
GUYBDAE « 4 & o o « & 2 o + & 14 70 38 17 10
7 B e 1T k2s ok 11 27
Honduras « o + v & o o & o Le 210 120 11 22
Jamaica . . . . . .. . . . 128 92 80 31 21
Mexico « « v o v v v v . . . 1,356 182 117 36 L6
Nicaragua . « o 4 o & . . . 117 239 iké 28 54
PANAMA & « & 4 ¢ o 2 o & o 1,212 399 129 103 275
PATBEUAY o v v o o o = o & 57 37 184 22 69
PEru « o v v v 4 v i 4w w . 551 168 120 54 70
Trinidad and Tobago . . . . Lo 11k 8l 9 T
Uruguay « o + « 2 o & « . . 232 133 117 89 124
Venezuela . . . . . . . . . 2,h20 237 1ko 56 99
Agia .
Totel . o v .4 . v ... . 19,360 264 b1 33 77
0il producing countriesﬁj. . 7,89k 466 152 41 118
OBhers . « v « v o o o 4 . . 11,496 204 134 39 62

(Table continued on following page)
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Table IV-16 (continued)

{nternational reserves, b/ Internstional reserves, b/

o end 1973 ¢/ . end of year, ¢/
Group and country a/ WMillions As percentage as percentage of imports 4/
' of of reserves at __in preceding year
dollars End End
1970 1972 1970 1973
.sia (continued)
Afghanisten . . . . - « . 61 130 107 43 S5k
BUTIE o « o o o o s = « o 100 106 192 57 Th
Democratic Yemen . . . . . 78 132 116 27 52
INAEE o« 4 e e e e s e e 1,175 117 100 46 “ 52
Indonesis .+ « . o« v o0 o4 s 807 504 141 20 55
TPER « o « o o 6 v s o o = 1,228 590 128 1k 51
TPAG o o + o o v o o = & 1,482 321 190 105 208
TISTREL o o v o o o o+ o o 1,815 Lol 1kg 34 92
JOTABO o v v o s o o+ o v » 312 122 115 135 11k
KUWBAt o o o o o o o« & o « 501 b7 138 31 63
LEDABDOL « o » + « o 0 o+ s 836 217 12k 73 98
Malaysisa . « « » o« . o4 s e 1,367 206 139 56 83
Wepal o o o o o a s o4 o - 125 132 121 128 171
Pokistal . o « o« « « o o k79 252 170 18 68
Philippines . . « . + + . 1,038 Lik 188 20 76
Republic of Korea . . . . 1,09k 179 148 33 k3
Republic of Viet-Nem . . . 193 8o T3 5k 26
geudi Arabia . . . . . . . 3,876 585 155 50 301
Singapore . .+ - . . e oo - 1,188 Lok 136 1h 35
Sri Tanka . « « 4 o« v . s 8T 202 150 10 26
Syrian Arsb Republic . . . 264 480 196 15 55
Thaeiland . + « « o o « » = 1,284 142 122 73 87
Africa
TOLEL o v o o « o o v s = 6,763 161 113 52 50
0il-producing countriesgj. 3,833 178 101 90 88
OLHETS & « o « o o o s =+ &+ 2,930 143 136 36 38
Algerig . . & o 4 . o4 o« oo 1,112 328 226 34 63
Burundi . . o+ 0 s s e e s 22 147 116 71 T1
Central African Republic . 2 200 100 3 6
Chad . v « o « « o + o = » 1 50 10 " 2
COBEO « o o = = s o o = = 8 89 80 11 9
DEHOMEY » « o o » « o & o 33 206 118 29 73
BEEYPE « v 0 v e e e e s 391 23k 262 26 b5
Tthiopi& o + » + « + « + » 177 2hg 190 L6 ol
GRDON » » o + s & & s v s L8 320 209 19 36

(Table continued on following page)
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Table IV-16 (continued)

International reserves, b/ International reserves, b/

- end 1973 ¢/ - end of year, ¢/
Group and country a/ Millions  As percentege as percentege of imports 4/
- " of ' of reserves at in preceding yesr )
dollars End End
1970 1g72 1970 1973
Africe (continued’
Ghana . . . , ., .. . . 139 326 175 17 65
Ivory Goast ., . . .., . 88 8L 101 31 19
Kenya . . . . . ..., . 234 106 116 61 L
Libyan Areb Republic . . 2 127 134 73 235 193
Madegdscar . , ., , ., . , 67 181 131 20 33
Madawi~ . . ., .. ... 67 231 186 35 52
Meli . . . . .., .. .. h %00 100 3 6
Mauritania . . , , . . . 22 220 157 23 25
Meuritius , . , ., ., . 67 146 96 68 56
Morocco . . ., , ., ., .. 267 191 113 25 35
Niger . . . . . . . ... 51 268 124 39 17
Nigeria . . . ., ., ., . 594 265 154 32 - 39
Rwanda . . ..., ., . .. 16 200 267 33 L6
Senegal . . . ., , . .. 12 55 31 11 b
Sierra Leome . . , , . . 52 1h9 111 31 43
Somalia . . . ., , ., .. 35 167 113 Lo 48
Sudan . . . . .., .. .. b5 205 125 9 14
Togo . . . .. ... .. 38 109 103 61 ks
Tupisia . . ., , ., . .. 307 512 138 23 67
United Republic of
Cameroon . ., ., ., , . . 51 63 116 39 17
United Republic of
Tenzeénia . ., , , , . . 145 223 121 27 36
Upper Volta . . . . . . . 63 175 131 T2 103
Zeire ... . . . . . . .. 235 126 130 Lk 37

Zambia . . ., . . .., . . 193 38 117 93 27
1 o

Sdﬁrce: Centre for Development Planning, Prbjéetions and Policies of the
United Nations Secretariat, based on International Monetary Fund, International
Financisl Statistics (W&shington, D.C.), and national sources.

af The list represents all the countries for which relevant data are
aveilable,

b/ Gold, convertibie foreign exchange, SDR and reserve position in the
Internationsl Monetary Fund.

¢/ 1973 data, end of: June for Paname; August for Democratic Yemen,
Septembér for Singepore and Syrian Arab Republie; Novemember for India, Mali and
HNepal.

4/ Valued c.i.r.

e/ Algeria, EFeuador, Indonesia;, Iran, Irag, Kuweit, Libyan Arab Republic,
Nigeria, Saudi Arabia, Venezuela.

£/ Ecusdor, Venezuela, o

&/ Indonesia, Iran, Traq, Kuwait, Saudi Arabia.

b/ Algeria, Libyan Arab Republic, Nigeria.
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Table IVwlT.

Developing countries:
debt service ratio, 1970-1973

international liquidity and

Ratio of Natio of
international reserves service payments on
Country a/ and category End 1973 to Change external puolic debt
of trade balance . imports c.i.f. 1970~-1973 to exports of goods
in 1972 (percentage and services b/
(percentage) points) (percentage)
1970 1971 - 1972
Countries in irade
surplus, 1973
Irag 208 103 2 2 2
Uruguay 124 35 19 22 37
Venezuele 99 b3 3 Y 5
Ethiopia 9l 48 12 11 9
Malaysia 83 27 3 3 3
Ecuador 76 k2 9 13 11
Philippines 76 56 8 T T
Burma Th 17 16 1k 16
Paragusy 69 L 11 13 13
Argentina 69 26 21 22 22
Guatemala 65 3h B 8 11
Ghana 65 48 5 7 3
Colombia 64 3k 12 1h 13
Indonesisa 55 35 7 g 8
Iran 51 37 11 12 T
Egypt 45 19 26 19 32
Bolivia 39 11 11 13 18
Nigeria 39 T 4 3 3
Zaire 37 -7 th 5 cas
Gabon 36 17 6 T 1
Madagascar 33 13 b 5 L
Mauritenia 25 2 3 3 6
Zambia 27 ~-66 5 10 10
Ivory Coast 19 -12 6 7 7
Countries in trade
deficit, 1973
Panama 275 172 8 g 11
Brazil 13k 82 15 1k 13
Jordan 11k -21 L 8 7
Upper Volta 103 31 T 5 k
Isreel 92 58 18 13 17
Thailend 87 1h L 3 3
Niger 77 38 L 6 T
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Table IV-1T (continued)

Ratio of Ratio of
international reserves service payments on
End 1973 to Change external public debt
Country &/ end category imports c.i.f. 1970-1973 to exports of guods
of trade balance in 1972 (percentage and services b/
(percentage) points) (percentage)
1970 1971 1972
Countries in trade
deficit, 1973 {continued)
Dahomey 73 A 3 4 3
Burundi 71 - 2 2 ki
Peru T0 16 1k 20 19
Pakistan ¢/ 68 50 24 22 25
Tunisia 67 Ly 20 17 16
Algeria 63 29 10 15 14
Mauritius 56 -12 L 5 2
Syrian Arab Republic 55 Lo 12 13 11
Nicaragua 5k 26 11 14 11
Afghanistan 54 11 28 26 20
India 52 6 23 25 “ae
Malawi 52 17 0 9 8
Somalia L8 8 2 3 3
Rwanda L6 13 1 2 2
Mexico 46 10 25 oy 2k
Togo ks ~16 3 3 6
Kenya 4/ Ly -17 5 6 6
Republic of Korea 43 10 20 21 14
Sierra Leone L3 12 9 8 9
United Republic of Tanzania d/ 36 9 7 T 10
Singapore T35 21 1 1 1
Moroceo 35 10 8 10 9
Sri Lanka 26 16 10 11 1h
Republic of Viet-Nam 26 -28 1 1 e
Dominican Republic 24 11 5 7 4
Bl Salvador 20 -8 k 6 3
Hondurag 22 11 3 3 3
Jamaica 21 =10 3 4 5
United Republic of Cameroon 17 .22 Y 5 - 5
Sudan 14 5 9 12 12
Costa Rica 11 1 10 10 10
Guyana 10 -7 L 3 5
Congo 9 -2 8 8 9
Trinidad and Tobago T -2 4 3 3
Mali 6 3 2 1 1
Central African Republic 6 3 3 2 2
Senegal 4 -7 2 6 b
Chad 2 -2 3 8 5

(Source and foot-notes on following page)
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(Source and foot-notes to table TV-1T)

r—

'§purce: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on International Monetary Fund, International
Financial Statistics (Weshington, D.C.}.

af Within each group countries are listed in descending order of the ratio of
internatioral reserves to imports.

b/ Fiscel years in the cese of Afghsnistan, Burma, India and Iran.
¢/ Including Bangladesh.

d/ The debt service figure includes one third of the payments of the
Bagt African Community.

oy -
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