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1. Thil paper vas 'Prepc.o..Ted 1:1. Nsponee to the resolution 62:; (VII) adopted

by the Generltl MUlle1nbly on 29 December 1952 whicb inter-ali~ re~uelt8 lithe

Secret8ry-Gener8l to include 'in the at~dy being pre~~ed 1n compliance with

Economic and. Social::;ouncil resolution 427 (XIV) an e~tima.te of the financial

repercussions which changes in the terms of trade between pri~-y commodities

and capitol goods s.nd cthp.-::" '!t",_n"f;'!\t:!i:,.;:~,,,,~ i1>..:-~h.l<:;t.l p:..~vduce on the national

ineomes of countries in the process of development, !W.'ld an e.na.lyBiB of the

diltribution of those incomelll ll
• The st\lliy in response to resolution 427 (XIV)

of the Council ia presented to the sixteenth session of the Council 8.a E/2455,
"Reat!ve Prices of Primary Producto and Manufa.ctures in InternatiantU Tra.de".

These two documents should, therefore, be read cOlljointly. For the purpose of
the present report, it vas considered tbst countrip.9 in the procesD of economic

development were gen€~ally among those exp6rting primary products.

2. It may be noted, first, th3t the imp~ct of fluctuations 1n export priceD la

qUite different from the imp3ct of cbsngee in import p~icesJ both with respect

to the sector of the economy immediately &ffected and to 8ubmequent repercussion••

This makes it difficult to en.e.lyse the conoe,,-uencea of einultaneoWJ changes in

1mpo~ and export prices end to separate them f~o~ the effects of other economie

variables, particulsIly d~ing ahort periodso

,. In the second place, the effect of changea in fo~eign trade prices depends

not only on the direction, magnitude and duration of B~ch changes but aleo on

the structure and the character of the economy in queation. The ult!m&te effect8

differ both in nature and in magnitude in accordance with the extent of

industrialization in the economy, its degree of diversification, the composition

and the relative import~nce uf ita foreign trade ~~d its geographical distribution.

4. In view of the fllct that changes 1n the terms at tre..de taking pl.a.ce durina

a short period of' ti7Ce cannot eQ91ly be isolated from the complex of economic

forces which act nnd 1nte!"~t vithi~. 8.00 upon nny eOu::ltry, the quantitative or

statistical relation of cbar..ge~ in th~ termLl o! trade to observed movements in



such ~:18.bleA as the na.tional product, employment levels and :price levels,

frequent1y d.oel not yield an adequate picture of the DAture and strength of

the ca-Usel influencefJ at WOI'K. However, s comparative ena,1ysb of trend8

supplemented 'by non-statistical information often permits a general qualitative

evaluatte>n of the inter-relations between ~conom1c variables ~d of their

relat1ve contribution to obll~rved developm~~te.

5• Pal:-t I of the present paper contains e. sUIll!llArY of the conclusions of the

analyeiB, and is folloved in part I1 by a dhcuBSion of certain cbaracterietic8

of moveblente in the terms of trade and of their primary and sec~ndary effects

on the economiell of the countries. Part HI ia concerned vith the tmalysb of

observed. economic developments' 1n a number of primary producing countries during

the period from 1948 to 1952, in the fields of balance of payments, output of

goods anCl services, course of domestic price6, distribution of income, government

revenue e:nd investment. This approach haa the advantage of permitting a general

appra.:1sa..l.. of the effects of the operation of ceA'tain economic forces upon

countrie fJ with quite different economie!'. The illustrations offered in thia

apprs.lse.1. were derived from e. number of case I3tudiea of prima.l"y. producing

countries which were selected to include exa.mplea of differe~t stages in

development, types of export~, geographical location and currency affiliation e.a

well as ()f differences in the degree of diversification and in the relative
l'contr1bu.tion of foreign tra.de to natio:::lal product •.±( In a.ddition to these case

etudie e, use was made of s number of recent reporte, pl'U'ticularly those from th~

United Na.tione regio~l economic commissions.

The c'Ountriee: studied are Argentina, Australia, :ara.zn, Bu:rma, Ceylo~, Ch,ile,
~, Mal&y&J Mexico, the Philippines, Southern Rhodesia.' and Turkey"



Part !

~ AND CONCLUSIONS

6. The analysis of trends in the international trade of primary produoing

oountries shows striking disparities between the ~gn1tudee of movements in

prioes a.nd of movements in volume. Both for the primary producing group as e.

whole am for the majority of individual countries, fluctuations in the value or
foreign trade between 1948 and 1952 were'due principally to price ohanges ~

only to a. n:r-y mch smaller extent to changes in quantity. These trends departed

from the pattern prevalent in the past in whioh the amplitude of fluctuations in

quantity exceeded that of fluctua.tionf!l in price.

7. The general trend of export prices in under·developed countries was slightly

downward in 194-9 and the early part of 1950. Rowever, during the seeom half of

1950 and the first half of 1951 an intense upward movement was recorded; this ws

follOWed first by a levelling off and then by a decline which lasted throughout

the first six months of 1952. The above l=6tte:rn was moat marked in the case of

prioes of re.w nateriala, which on the whole showed the highest degree of

ins ta.b lli ty both in the upawing a.fter mid -1950 a.nd in the suoceeding decline,

although the prices of individual commodities exhibited striking disparities as
, 2/

to both trends ani amplitude of movement •.=! In general, food. prices showed a woh

greater degree of ata.bil1 ty. Among the prioes of food.stuffs J those of cereals

appear to have benef! ted least from the expane ion of international denam. For

a number of them, the trends were downward during the early part of the, per1oi, but

rOSe after 1950. The prices of certain tropical foodstuffs, however, showed moh

greater variability.

8. With respect to imports, average unit value as well ae many individual prices

moved slightly dOml'Ward in 1949 am the first six months of 1950. Although there

Were differences among oommcxl1ties am. commodity groupe,:J the general trend was

reversed in the seconi half of 1950. Thereafter import prices rose at a moderate

rate throughout 1951 aal the first six months of 1952. In a number of primary

producing countries which are large importers of cereals am textiles, the trend

gj See alao E/2q55.

'J./ gee E/2455.



in the prioes of these group.s oontributed to diminish the inorease in average unit

values of imports.

9. For prim9.ry producing countries as a whole, the terms of trade improved at a

moderate :rate in 1949 and the first six months of 1950. In the suoceeding

twelve-month period the favourable movement was more rapid, but was folloved by a

setback which by the first half of 1952 had brought the tance of trade for the

group down to the level of -the first half of 1950.

10. The terms of trade of ir:dividual countries reflect the fluctuation of their

export and. import prices. Aa may be expected, oountries exporting primary raw

materiala that .fere in short supply fared significantly better than the average,

'{hareae some cereal exporting countries were among those which showed unfavourable

trends in the 1r terms of trade.

11. As was pointed out above, the fluotuations in export prioes am terms of

trade from 1948-1952 did not lead to changes in the V01U.11J of exports of comparable

intensity. For pr1mary producing countries as a Whole, the quantum. of exports

varied in the aa.ma direction as average export prices but the rate of change was

muoh Bnl/3..11ere Fluctuations in export proceeda paralleled. those in unit values of

exports throughout the period, increasing until the middle of 195~, am thereafter

deolining to a level somewhat above that of the first half of 1950.

12. In maIV oountries the rise :L1 export prioes in 1950 and 1951 was aocompanied

by an increase in too profi ts earn~d in the export seotor. In some oountries

where export irldustries are owned by non-residents, the amounts of investment

income remitted abroad. also tended to grow.

13. Moreover, in ~I:\Y countries the foreign exchange reserves of governments and

oentral banks rose greatly until 1951, only to fall in 1952. In other oMeB, the

rise in the value of exports was followed bY' outward. short-term capital movements,

inoluding repayment of short-term borrowing by the authorities. After 1950, the

inflow of l~ng-term capital into under-developed co~~~~1es as a whole increased

moderately, although the additional amounts were smaller than the gains from tre.d.e.

l~. With respect to outplt, produotion for export in many coontries grew only

moderately, even among the oountries which benefited most from favourable trends

in export prioes. The najor exoeptions were found in countries where the capaoity
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of the export industries 'WaS be 1ng expardecl or in oountries :reooveri..ne tram war..

time d!l.Ilage. The low levels of inventories of export oom.od1tiel!l in~

(9xporting oountries also oontributed. to the inelastioity of the vol\ll'W!l of exports

from 1950 to 1952.

15. In almost all oountries, the output of gooda and servioes grew taater 1n

the non-export eeators. The roognitude of inoreases in produotion (relative to

gains arising from the :improvement in the terms of trade) was greater in oountries

where manu.faoturing industries were more developed. and d.iversified. although the

oontribution of manufaoturing produotion to the r1se in the groBe national prodnat

was aemetimes lilnited by the inadequaoy of resouroee or the lAok of ~npower dUe

to the aohievement of full employment. The development of manufaoturing

im.ustriss further faoilitated the IIfI.intenanoe of employment and produotion dur1ng

periods of adverse movements in the terms of trade.

16. Other inatances of relativel.1 large inoreases 1n produotion for d.omeet10 use

were found in oountries where both the levels of eoonomic aotivity andtbe

capaoity of' mjor bra.nohea .. inoluding in oertain oases agriculture and tre.napor't ..

were being 6X];6nded by publio or _private investment progre.mnes.

11. In some oountries • partioularly among those in whioh the iniustrial base 111

narrow and. und.lveraified .. the rise in oommercial aotiv!ty was one of' the III!LJor

faotors in the growth of the total geographioal output of' goods am. servi08s dur1ng

periods of' rising terms of tred.e , as well as in the deoline during adverse periods.

18. Flucmationa in external prices clearly influenced the oourse of domeetl0

prioes and the d.istribution of incomes. However I aotual trems in e8.0h country

Were also determined. by Inal\Y other variables, and. external prices were not alva,ys

the deoisive faotor.

19. In moat of the countries revieWed. domestio prioes roBe during the period 1~

to 1951. In ImiIJ\Y' instances the trend of wholesale prioes was perhaps oloser to

fluotuations in import prioes than to those in export prices, except in some

oountries in whioh foreign tre.d.e i8 small oomlBred With the geog:re.ph1o proiuot

or in food 'exporting oountl"ies whose local markets for export produots are

relatively large.

20. In Imin,y of the countries ilnporting oereals and textiles, relatively stable'

trends in the prioes of these oommodities oontributed to d1m1n1~h 1nflationar,y

pressures. In other instances, the inoreases in the produotion of domestio

mmtfa.oturea or foodstuffs alao acted in the same direction.



~l.·· .p1O)"ment in.oreaeM afteto 1,~ 'in the majori:ty of theoountriesd'Ol:' which

1nf~'t1on 18 a1'a11Able.. The nee 1n eployment 'wu, related to the growth in

eeonem1e aotlvi ty reaultine; from the improvemont in the terms of trade ani other
I"fIaSOM •

22. In~ of the oountries, a.ggresa:te real 'Wages moreased, althOUBh at e. lover

am eteadler rate than othar 1ncCIMB. Rol w..ge rates YeN stable or rising, but

leee so than employment. In acme inatanoee, real wase rates oontinued. stable or

r181ng in 1952, in spite of the reversal of' the te1"Jll8 of trade, but 1n theee

Ule~1D -pl~n't ~Died. to level otf.

23. Pu.bll0 reveDUe increased, in real as vell as in money terms, throughout the

years 1948 to 1952, follow1ng the rise in the value of exports Md in the gross

geog;re.ph1oa.l produot. Hovever, th8 :r1ae in revemle 1nitiall,y lagged behind the

~reaae in the total produot, but in 1952 upward 'trelX1s in tax revenue oontiwed,

in sp1te ot: the fall in tbe value of exports and in the gross product.

24. C8.pital formation increMed at a fWlter rete tblln 8eogre.phloal product in 6-

DWII.ber or oountries. The inflow of foreign capital liI8S OompLrat1ve17 low, aM in

eClUe 1wJtance8 it w.s more than offset by the outward flow of shOrt-term investment

8.nd 'the aoCU1liU1at1on. of' foreign exchange l"eSerYeS; in extrame oases, theee outvard

JliIII09__n1:i8 eqUAlled or ~eeded total capital fo~t1on.

~. The exutenco ot long-term 1nveetD~mt ~8, ·tu'b110 or P1"11'ate, in a

flUllbol" ot countries peJ::lll1tted them to ohannel a s 19n1t'iOl'LDt fl"8Ot ion of the

a441tional oIIaT~ acc~1ne·the growth of inoomee into produotll.T-e inTestmlm.t.

to1Iut oontP1liut1ng f'Urtber to the explMlon of the le.,sl Of prQ4uot1Qn rml to toM

~~ of the etamard of llv1n@.
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NATURE AND CHARACTERISTICS OF CHANGES
IN THE TERMS OF 'mADE

26. The sections which follow in part 11 of this report a.re concerned vith

ce~tai~ theo~etlcal features of changes in tbe terms of trade. Bowev~r, the

discussion ia not intended to present an exhaustive review of the questions

involved, but rather to show, in a brief and ~re11minary manner, the essentiol

characteristics of changes in export and import prices and certain causal

relations between the terDIB of 'trade and other eeonomic factors, ",1th a. vie'H

to facilitating the interpretation of observed trends in primary-producing

cQuntroies J discussed in 'Part III of this paper. OWing to the complexity of

the causal influences, only the more essential features are discussed herej

an analysis such as thi8 must of necessity underplay the role of autonomOUB

f~CtO~8 and other variables not closely related to changes in externa: p~iceB,

although their practical importance may be oonsiderable. More ela.borate

treatment 1s beyond the limits of this paper and for this reason was not
attempted here.

The Role of Foreign Trade in the Economies of
Primary Produci98 CountrI!,! .

27. The terme of trade eonst1tute only one aspect of foreign trade

relatio!:shiPs.1/ Tile influence of changes in the terlllS of trade on the economies

of pr1mery producing countries can therefore be analysed only if the [lore

ge:leral e~fects of foreign trade on these countries are taken into account.

28. Statistically eonsidered, exports and imports represent a larger sha=e

of the gross geographical product of many primary producing countr1es than of

I:!lost i::ldustr1&lized countries. Foreign trade tends to be most importe.nt E'.t'lOr.\g

less developed countries, especially if only the eX~8e sectors of their

economies e~e taken into account, that 18, exclusive of subsistence agriculture
sector.

y In this paper, the expression "terms of trade" denotes barter terms of
trade ~~d 1s statistioally equivalent to the ratio ot the export p~i~~
index to the import price index, stated as a percentage figure.



29. In a number of countries, uneven development :l.:n~past to the

concentration of cap1tal resources and skills OD. industries "\\Ihfeh met the

demand for foodatuffa and raw materials from the industrialized countriEHil a vh11~

other industries not so closely related to world markets remained relatively

undeveloped. Thua, wide differences have appeared 'With respect to amounts of

capital employed, organization of production and processing, size of

enterprises, productivity and over=all efficiency between tbe e~t se~tor,

on the one band and domestic economic art1v:1.ties, on the other. This trend bas

enhanced the significance of the exPort sector 1~ relation to the rest of the

economy and has made countries particula!'ly sensitive to vicissitudes in the

export trade end to changes in the a.vail~l)ility of imports.

30. In 8 fev countries that are in the ~~oce68 of development, the substitution

of domestic for imported goods has reduced the statistical ratio of imports to

geograpbical product. In moat of these countries ~ however J'I the degree of

dependence upon imports bl1B remained important and it may even have 1neree.ued

beeause of the consequent expanaion 1n their demand for the ra.w materialc l fuela

and cap!tsJ. goods esselltial to maintain - or raise ... tt1'L~ level of industrial

production. Some of these countries, moreover ~ alao depend upon imports for

certain of their basic foodstuffs. Hence, in the absence of import controls

any BubBt8.Dtie.l contraction in export earnings may be felt in the supply of

raw materials or fuels required for the normal operation of ll1anufacturing

industries.

'1. Another influence of foreign trade on under-developed countrlee results

trom ita lack of stability, evidenced by the magnitude and frequency of the

nuctua:tione in both the volume of trade and the prices of commod1ties.

Consequently, under-develcrpe"d countries apecializing in ra.w material 5lxports

often exhibit, at least in their commercial export sectors~ greater instability

than is normally found in wore indu8trialized countries.

'2. Moreover, the prices of the exports and in:rports of under-developed

countries - and sometimes the volume of exports as lo1ell • are determined in

foreign markets by forces almost entirely outside their control. In the case

ot exporters of raw materials, in general, the demand for their products depenQ..s

chiefly upon the current level of industrial production and income in· more

advanced countries and on expectations concerning the future of production and
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prices I end, in the C8ge ot exporters of foodstuffs} slso upon the atandard of

living of the industrial population. The relatively small individual

participation of under-developed primary producing countries in the total volume

of' world trade in industrial goods tendED to minimize the effects of changes in

domestio demand upon the price level of their import goods. A1though a few

primary producing 130untries may sometimes influence tbe nature} volume and prices

of their exports bY' appropriate government policies) the results for any

individual,country attempting such a course of action are apt to be disappointing:

1n the first ~lace, the possibilities of substituting goods from other areas or

other products including cODI:Peting synthetic p:'''f\\'\ote, t~nd. +'0 lin:t...,

the effeot of output restrictions on the world price of the commodities

concerned; in tbe second place, unil$teral attempts to expand the volume of

exports merely tend to reduce prices end, because of the inelasticity of the

demand for Taw materials and too·dstuffs J to 11m1t the increase in proceeda

aeeruing to the exporting country.gj Furthermore, internal markets for the major

exports ot under-developed countries are usually too small to pennit a

significant shift away from foreign markets, though there are some isolated

exceptions, including foodstuffs - particularly certain basic foodstuffs, the

supply of which ia inelast1c.~

33. To 8UU1 up} foreign trade influences are multiple and interrelated. Changes

in the re18tfve prices of imports aDd exports are only one of the ways in which

they beoome manifest, but the effects of such changes on economic activity in

under-developed countries maY,be widespread and} in their oumulative results

over 8 period of time, sometimes decisive.

gj See United Nations) Economic Survey of Latin America, 1949, chapter 11,
(Salea No. 1951. Il.G.l).

Lt However J market shifts are likely to be more frequent for aome of the minor
exports of bot)} primary and manufactured goods. In such casea, however,
producers may improve their domestic outlets during periods of expansion only
to tind that increases in the oast of proPuction incident to the general price
rise at home have weakened their competitive position in :foreign mark~ts.

In extreme cases deterioration 1n cost-price relationahi~ is 11kely to lead
to a reduction in out~ut.



}4. Primary producing countries are, however, often: cSopable9f,increaeing the

contribution that foreign trade makes to their economic develollil1ant. First,

these countries reta:!.:! substantial control over the nature and volume of their

imports and may take .st~lls to adjust the composition of their imports in

accordance w1th the needs of their domestic economies and the resources at their

dis-po8s1. Second, governments may institute ll1easures to increase the propor"tion

of the value of exports retained ....twn their economies and to u.ximize the

in:ternel flaY of incomes arising out of B given volume of exports, guiding the

use of the additional income so BB to further the process of economic development.

Character of Changes in the Terms of Trade

35. In the present context four aspects of any movement in the tertllS of trade

may be -mentioned~ ita locus or pob.t of incidence, its direction, its intensity

and its d.uration. Eech of these will be examined briefly in this section ",ith 8.

viev to i.ndicating the nature of too economic effect.s it is likely to have.

The locus or p~of incidence

:56. S1.nce the terms of trade rt:present a ratio bew~n tvo ,rice levels, a

change ma.y be occasio:::eu by a moveQent of e1ther of the variables separately or

of both simultaneously. The eff·ects of such va.:riation in the terms of trade,

however, are likely to differ according to whether the cha.nge occurs in export

prices or in ioport prices.

A rise i::. export prices results in an increase in lOOney income realized

in the export sector from a given quantity of exports. At the same time, it

tends to induce an i.:1creaae in the volume of production in export industries.

It usually accrues initie.1l.y to a relatively small fraction of' the population,

even in cases where exp<lrt com::'I1Odities are produced by a large number of small

~cers.

37,. Import prices generally affect costs in the economy as a whole; hence their

l.nf'luence is usually more widespread than that ot export prices. Producers

are affected to the extent that they use imported equipment, raw materia.ls and



fuels, l1hile cooeWOOl"81 are af'f'ected to the extent that imported goods enter

into consumption. Hence, an 1ll1Provement in the terms of trade resulting~

e. fall in import prices inltie.lly affects Et larger group than when the

i~provement results from a rise in export.prices.

38. The succeeding sequence of' events is also likely to be different. A 1'1S6

in export prices tends to stimulate the output of export commodities directly

and alao tends to influence the output of domestic ind~triea owing to the

increase in demand trom the rec1pients of the incomes initially accruing to

the export sector. A fall in import prices tend.a to lower the general price

level or to increaae importers I margins;> or both, and m.ay be followed by B .

rise in the volume of imports,' or it may foo111tate an increase in the produotion

of industries using imported raw materials, fuel and equipment. The process

by which these two eete of causal influences affect the econom.y of a primary

producing country as a whOle are discussed in more detail in tbe next section of

this report.

Direction of the c!ymge

39. There are 8 number of ways in which changes in the terms of trade may

materialize 0 A :rise in the terms of trade may take place when both sJ(pOrt

prices and import prices rise a the former increasing more than the latter, or

it may take place because ot rising export prices and falling import prices,

or it may occur when both export prices and import prices fall, the latter

falling more than the former. This last type occurs lae.s t frequently in priU17

producing countries. Conversely, a fall in the terms of trade results from

changes corresponding to those enumerated above.



40. In the past, 0Irtne; to the faot toot forces generatedln

industrialized countries have e.xeroisoo. a preponderant influence over pJ1.ce

tran1.s in world markets, the unit values of' imports and exports of p!"lmr,r

prod'J.oing countries have tended to V'e:ry in the same direction, higher export

prices be1Il;8 accompanied by higher import prioes and viee Yerea.. Movements

of1mpor-t and. export prices in oppoai te dlrootione are llJUoh less frequent, and

are socet1mee asaociated. vith ohanBea in prioe trends BUoh as those that

occur El. t the turning points of a trade cyole.

41. During periods of rising prioes, higher m.on.ey inoornaa aocruing to the
\.

export eector are offest, in whole or in part, by the higher oost of -imports

and, during a period o:f falling prioea,lO:l1er inoomee tend to be oounterbal.aneed

by falling import coata. ThusJ in broad terms, when the prioes of imports

and exports move in the same direotion they tend to 08noel eaoh other's effect

on the real product of the exporting oountry 0 The inflationary and deflationary

inf"luencea I however, tend to act in the B6lll& direotion and are thorefore

likely to agemvate the instability of the e~~"

IntenBi ty and. duration of the cbaMe

42. The effeot of trade fluotuations in ~ny oountry olearly varies vi th

the 61!lp11tuue of prioe fluotuationa in the partioular oommodities in whioh it

deels" Experienoe has shown that produoers oonoentratina on suoh industrial

raw trateriBls as cotton, oopra and. rubber, and suoh non-staple foodstuffs as

pop-per and. cocoa, are 8Ubjeot to muoh greater variations in priee - both

yea:r-to-year and. oyoli08.l .. than produoers of oereals, suoh foodstuffs as

tee and 'bana.."i86, and ma.ny minerala.~

see Un1ted. Nations Instability in ExP.9rt M!U'kets of Under-developed.
Countrie! (Salea N~.: 195~..If.A.1), chapter 2'; ,



43.. The effects of changes in the terms of trade on th~ eoonomy are a funotion

of their intensity and d.uration.2I The affects of a amall fluotuation .. or

even one o:f greater intenelty but short duration - may be dispersed in t'a8.11;1

corners of the economy and cushioned by such i tame as finanoial :reserves,

oommere ial inventories or co.'1sumer dura.bles.. Fluotuations of gl"'eater

severity or longer duration may lead to oumulative affects and may &ven produoe

struotural changes (for example, in the importanoe of the export ssctor of

the economy) or may greatly affect the financial strength of the government.

44. First) the nature and strength of oompensatory foroee vary grea.tly,

aocording to the duration of movements in the terms of trade. Short-~X'1D

ohanges are partioularly 6uBoeptible to oountervail1ng inf'luencE\B, and~

of their effeots on the ecOIlQ.1lY becO!ll6 apparent only after an inteM'l1ll. In

any event, a ohange in the terms of trade in due course influences the level

of economio acttyi ty. If e reversal then takes plaoe in the direction of the

movement, this will force (again after an intervsl) a revision of expootat1ons

and investment decisions. An alternation of favourable and adverse ohanges

in terms of trade of ahort duration and great intensity1 suoh a8 that eXperienced

in t.,'9 post-war period, tendlll therefore to d.elay or prevent the emersenoe of

rj Acoording to the study cited above, average f1uotuat1oDiJ in the prioe.
of primary oommodities during the period 1901 to 1951 3!Ilount&d. to about
14 per oent from year to year. But pritrlar.Y produoers' ·vu1.nerabilitl to
price tluotuations W81!1 greatly increased by the fact that year-to-year
movements tended to be in the same direotion for two to three yea" 8 t 8
time" (pase 5), so that oyclical :prioe d&Olinetd. and. r1G6a eaoh averaged
about Z7 percentage :points - and as high ae 40 points for 1ndividual
coamodities. Secular ohanges (as meauured by a eeven-yMr mov~ anra68)
occurred at a slcMer annual rate, of course, but the oumulative lO!38-trend.
movements resulted in total ohanges whioh livers greater than the nort:Dal
total cyo11oal e.!".plitude!t. J"llrlh':l:':"11ore) acoording to another United Net1QD.1
study, Beative Prices of Exports and I ml?ortsof Under-develo~dCountrie.
(sales No.: . 1949.ILB.3J, pegs 23, Ite.vere.'ge prices of primary o<ii'iiiOdit1es
relative to manufactured goods have bean c.eclinins over a period of more
than half a century. By 1938, the relative prioes of primary goods bad
deteriorated by about 50 points, or one-third, since the beginning of the
period [-the eighteen-eeventiea~a:ld by about 40 points, somewhat lest
than 30 per cent, since 1913-. By 1947, the 1929 poaitlon had almost been
regained, but moat indices remained one sixth or one seventh below the
1913 level.



secondary affects on the economy. At tb.e earns time, hO'\faver~ 1t egg1"avates

the difficulties in the way of economio devolopment, fer the heightened

uncertainty concerning future t:rend.s, ar.ul tfi~ reperousaio..TJ.13 of ~cceBsive

disapPointments on later decisions to 8p.8nd or invest, rt'JtJ,';[ in meny Cll.flae aler,(

down the rate of investment in fixed capital ..

45.. The significance of cyclical fluctua.tions liea in their cu:1tulatiVB impaot r

on the struoture of the economy aB well /lB in the immediate effects of the

y-esl"-to-year movements ..§} A continued improvement in the terme of trade,

Vith prioe incresses lasting more than a very short p6::-1cd - and expected to

oontinue ... tends to \r6aken the effeot of' the lags and the offsetting inf1u6noeB~

so that the economy tends to react to the d.yn<mlic impulse of au'Jeequent price

rises vi th inoreaeine I!I.Ollllentum. OptilJ1iatic expectations first oause an

increase in production and than give rise to decie10na to invest, while

investment pro~e8 are £ao111tatad in turn by a rise in J?rofi ta and possibly

b.;y an inflow ot foreign oapital. Within the economy, the completion of eaoh

investment reeulta in an increased flo"" of goods.

46. It should 00 noted, however, that the lag between price increases and

new investment 113 likely to be 10ll8er for inveetmenta in new industries for

vhioh ~hnioal baokground may be lacking, uooertainty surrounding the size of

market greater, and oompetitive prol3peota lees definite. Hance, during

periods in whioh the terme of trade are favourable, primta I!JB.vings are likely

to be ohannelled first ',nto existing industrial!'! and activ! t.ies, partiCUlarly

export induetr1ee, I"'e81 estate, and trade, and therefore to contribute to the

d1vere1f1oat1on of the economy to only a modarate extent. These obstacles

to the dlversltioat1on ot produd~lon beoome easisr to overeome the longer

the du.ratlon of the favourable Movement in temo of tre.de.. In the past,

hovever the trend in the toms of trade haa often bean 1"&ver6ed befo:"e this, .

prooeee oould. reaoh 81gnif1eant proportlQ:l8" In S"..lch caaa, the 0"'6r·a11

result of the cycle would be neutral, 60 far ea oorrecting the i:n')Q.lanoe

For a study o£ the oons,equeMee of 'oyclical ohanges in the tcm.s of trade
on the econom.les or under-developed oountries Bee, for exa::lple, Unit9d Natlrne..
Eo()l1()Ul1o .Surver of L:J.tin Arnl!!.rfos, lm.



exlt1Jtlng in the eoonomio IlltrMtu.re of the oountry we oonoerned.. Furthermore,

;postponement of investment prograrmnes has more serious oonaequenoee durins

0101100.1 reoesdona than duriI18 short-tEtm movements, end abandonment of the

p~et1l would lead to a wete of resouroes.
47. Longer cyclicel movements in the terms of trade S1ve broader Boope to

the play of inflat1ot1Br.r effects of rifling prioes 0.'1 the eoonomy of primary
produoing countries while subsequent recessions magnify the deflationary

effects of falling priMe. In the absence of oompenaatory or unrelated

variablea,I! primary produoing oountries are likely to Buffer from both the.

reoeelll1ons and the recoveries of industrial countries, woi thout obtaining the

fUll measure of real income gains that attend reoovery in industrial eoonomiee.

Primarz and Secondary EffeotJ/

48. The basic primary effeot of a ohange in the terms of tmde is to alter

the volume of goods and. servioes available to a countr,y from abroad ."i thout

1.1 For example, a publio investment programe of 8 oompenM.tory oharacter
or large-soale private investment related to the development of natul'81
resources.

§V The folloWing statistioal ooncepts are used throughout this paper:

(a) Gains or loesee frcm ohanges in the terms of trade (or more br1et1,)'
gains or lossee from trade) are d.etined as the produot of' the 9uantum
of exports in l'lI\Y given year (at price., of the base yesr, 1~8J and
the ohan.8ee in the tel"lJ18 of trade dUCe 1948 Lo :::: Qe (t-llJ.

(b) The capaoity to import orae.ted by 6X1)orta at 1948 pr108s (or more
brieflyp the capaoity to import he the quantU1l:l of imports at 1948
prices which can be purchased. by the exports of any g1ven 16ar
(0 :::: value of exports divided by index of prioe of imports). Gains
and. loesee in the terms of trade oonstitute one lOOasure of the addition
to (or the deduotion from) the capaoity to import due to ohanges in
the terms of trade. ' It is related statistically to the total oapacity
to import by the formula, C :::: Qe .;.. G.

(0) Grose geographical output (0) ie the sum of the output of all goode
and servioes (at 1948 prioes) produced in any given year within the
geographical boundaries of a Siven oountry.

(d) GraBS geographical product (p) is the sum of groee geographioal
output and unilateral transfers of purohasing pOw8r between oountries
arising from changes in the price.a of exports and imports. An
approximate measure'of the grOBS geographioal produot is given ~
the formula, P:::: 0 f G. Viewed in this light, gross geographical
produot ia an approximate measure of the sum of real incomes eamed
within the geogrsph1cal boundaries of the country.



correSPonding alteration 'in the expenHture of domestic effort and resources.

Aa ind1ea:-ted above, the add.itional volume of geode and. services available to

the 6Xp()k'"'-ting oount::-y, that is, the increa:ae in the gross geog:ra.phlce.l produot,

is mea6U.r19d statistioally by gains from trade. When export pricea fall

relative to imporl prices, the 1088 from trade and. the d.ecrea.ae in the gross

geogreph1.ce.l product are meaeu:red in El. coJ:"'l"espond1.ng mann.&.t". A change in

the terms of trade thus gives rise to a change in the country~a capacity to

import and its gross geographical produot.

49. The actual volume of trade 1s a function not onlY of the initial changes

in the C8.:pacity to import but also of a number of other variables, aone

. unrelated ... some also affected by the terms of trede~ Among the latter are

the quantum of exports, the volume of payments for financial and other servioes,

the direc tion and magn.l tudea of capital movements and the volume of fo~lgl'1

exohange reserves. Furthsl"Il1ore, the cor";joaition of foreign ~rade, and. the

tllanner in which these variables react to it, determine in their turn the

subsequent moveme~tB and ultimate level of the terms of trade themselves.

50. The influenoe of fluctuations in the terms of trade, however, goes far

beyond ita effects on the capacity to import; initial changos in l·eRl incomes

tend. to ll1oil.ify ~gg!"ee;at.e" de~..c. a..-::i r.3~ce initiate 8 series of effects on

the outpu.t of goods and services for home use and. on the volume of imports.

Furthermore, in the export seotor the output normally varies in response to

price flu.ctuations. Output and. price jointly determine export proceeds and

strongly :1n:fluence the level of incomes.

51. The voluJle and compos1tion of importa in tu!'ll both refleot and react on

the. leve~ and struoture of produotion for home use. Furthermore J export and

import pr:1cBe are oonsti tuent ele!l1ente of the general prioe level and in lll61V

under-developed countries are amoI18 ita major components. Thus, any changes in

suoh prioE!le bring about movements in the genere.l prioe le ""El1,. resulting first

f'rom the :i.mpact of the ohangee toolIlBelveB and. then from secondary effects of

movament.8 induoed in the domestio eoonQQlY ..

52.. In operation the conseqqenoea for the be.lance of payments, output and

prioe level oomplement one another. Each reaots on the ·others and. .1ointly v1th

unrelated variables to bring about a new level of economio aotivity', employa:rent

and income, and to oba.nge the distribution .of this income at1Ql1B the 'Various

I



faotors of produotion and heMe "betnfm oonsumption tUld invetitment'll TU.

meobaniem through vh:1oh thaoe interaotions take plaoe mer! tllll m113ht~ mo.re

detailed desoription.

53. Fluotuations in export prioes give rise initially to O~fj in ~ta1"1

InOQmes aooruing to firms aot!ve in produoing, processing and trading export

oommoditieS. These income ohanges are uSUf11ly folloved by tlu.otuationa In

demand sohedules. The eN'eot·e on other prioes vary aooording to the c1rouutanoo.J

depending, in partioular, on entrepreneurial eXPeotations fU to the future

oO\U'l!le of 1'1"1068, on the degre(\l of oompetition among buyers and. sellen, and

on the elastioity of the supply of oommodities and other faotors of tproduotion.
I

54. When dealers in any m8rket operate in oompetition with one another,

ohanges in prioes are likely to be passed on pr~tly to the produoers trcm

whom they 'buy. When oOln.P6ratively few dMlers face a large number of unorganized

,P1"oduoers, prioe inoreaseo tend to be retained l~r 'by dealers, and price

deoreases tend to be passed on more pr~tl.y.

55.. A similar }Jattern obtains when the export trade is oonduoted by the

produOing enterprises themselves. Where a few fil"ll1l!J deal with a large mUll'ber

of unorsanized suppliers and workerB, price r1ses in the international market

tend to 'be retained by those f1rm8.

56. In the norml C8.se, a 1"1&8 1n export prioes should increase profiu in

the export seotor and thuB induce produoers in that seotor to enlarge their

supplies. The response of the produoers depends, amone other thinee, on

the intensity and duration of the prioe movement, disoussed above, the natun

of the oommodities involved, the structure of the induetr1,.ell, the oapao1t,y of

the industries and of ancillary installations, and the tax and foreign UO'"
poli01es of the oountries. Furthermore, induoementa to export indWlltries

derive from a rise in unit prioes of export produots relative to unit oOltej

hence the trends in import prices and dcmestio prioes also influence the

re8ponse of those industrieee In particular, import prioee affeot them 121

a direot Il'litU1ner to the extent that the f1l"1l10 use imp~ eqUipment and

Inte:nDediate goods and indireotly to the extent to whioh import pri08S Cl8UN

the seneral level of pr108s and vases to vary. Since the latter factor o;p81"8te.
only after alas, ohanges in export prioes tend to be the predominant 1nfluenoe,

,. at 1~8t initially.



57.. It ~8 to 'be expected that initial increases in the output of e~

commoditt.es will be moderate unleu there 'VU originally a. eubstantial ~t

of idle c8.paoity that could speed.i1y be put into operation.. crop~~
tends to cbe.n8e only slowly and the same is true, perhaps to a greatM' deSl"; of

oon-annu..al crops and fo~st produats; in minenU exporting oountries

production plans of 1I11oos may not be easy to adjust.. To the extent that

p:roduction tor export r1Bee, it tends to 1ncrft~e still :f'urther both the proc~

at exports and the incomes in the export sector.. The increase in the demand tor

good.s and services in that sector re1m'orces the 1n:tluenoe of the initleJ. rise in

~t prices on other industries, but if trends in international markets :r~ a

clownward revision ot elqlectations 'before the increase in output b.a8 fully

llaterial::lzed, then the effeots on d.omestic pr:1~eB and W'Bges are likely to be
BlDaller ..

58.. The intluenoe of a rise in export prices on the output of good.8 and 8erv1C(1&

111 domesti0 1Mustries d1ffers both in timing and in magnitude from its~
on produa-t1on tor export, and is pr1ma..rUy a function, of the distribution of

a4d1tional. ~s earned 1n the·~ seator, the portion of those inacallB

'Vh1oh the original recipients tranSfer to the flow of c1omest1c ~nts, the. .

speMine babits of the popu;Lation 811d tOO ~lty of the~ to adJust
itaell' to ohanges in demand. Gains aocruing to export firms may 'be~

transferred abroad in the form ot remittancea of profits ~ interest or 1n

~nt·for imports necessary for the production of' exports. Pe.rt of the gd.n

i8 required for freight and insurance pa:ymenta; another part me:y 'be Nte..1ned as

t'ore1SA excbaDge assets.

59.. NeV'S%"'theleas I the recipients of ad.clltional income probably increase their

4ome8tia expenditures and .. to the extent that expenditures are d.1Noted to tM

purchase of domestically produeed goods and services - thus stimulate output

in othe~ :lndu.8tr1es, a:tter an 1nte1"V8l ..:Beonnae of its cumulative .effect, the

ult~te :increase in output may be several times larger then the primary ga1na in

trade.. That~ of the add1 tiona.l expend!ture 'lihiah 1s c1.1rected~ tM

purchase of 1uworted goods and services similarly induces an expansion at
produotion and increases incomes in the countries supplying such 1mporte,21in th11

21 TO t&i' extent that these 1noOOles are used to purchase additional exports of tbe
primar'y producing country, the latter receives a aecond.a.ry stimulus c~le
in l1e:ture, but probably not in· timing or magnitu.de, w1th the st1mulW5 provi484
~st1c purchases of ·the beneficiaries of the rise in te1"lllS ot ~.

\



case, the ~ota in the~~1ng ~OW1try are umtte4 to. additional

activity Elm8~,~ta lU1d inland tnm.;pcwt flru. 'DUFJ tendo to be

the oue when iIOIt of the p1M trGI~ atJOl'Wlil to a emall number of ind1riduala.

either 'becauat of concentration o:t produot1cm in ~~ SOCW;L" or for suoh

organir.atlonal NdaM u those IMtl\tiOMd earli~ in tb1s seotloo.

60. The iDoreue in tbm~ for aOD.Bumer goo4s il greater when low income

groups receive I! larger share or the additional inaome. When & larger ~1on

of the latter acen'U88 to high inoome groups, the dem8nd tor capital goods and

fixed assets 1noreaus oorrespon41ngly, at least to tb8 e:lttent that export prooeeds

are not transte1"1"ed abroe.d.

61. In general, wben domestic asrlaultur& and :tn4ustry are undeveloped and

W1d1VV81tied, the respowJe of these sectors to additional 4eman4 le likely to be

Ilower and smaller, partly because cif limited teohnioal possibilities for

1ncred~ production rapidly and partly because or the more limited response at
producers to economic inducements in the short run. Oonversely, a more developed

and d1wrB~tie4 1n4ustrial base penrl.ta a wger and more rapid 1norease in

production..
62. On the other hd4, 1ncre~e in the output in seotors produoUls' tor domestic

use 18 limited by the capacity of indwJtr1es and the amount of idle resources

that can be put into productive use, and ls alBo aepen4ent on the elB8tlcity of
•

the supply of labour.6,. Bowevv, vh1le the procJt88es described above are tald.q place, prices of

tmporta 40 DOt nma1n lItable. In the more frequent Call" an u~ trend in

the u::port price is uccmpanied by Pahllel trends in tM prices of imports.

A geMnl rille in tbe 1mport prices ten4s to inareue the a.ome,.t10 priae level

(or to re1ntoroe aD 1nflatiorJar'Y increase due to other causes) 11 There may be IS.

tena.enay to sub8titute domestic tor foreign commoditie., depend1ng upon the

Itructure of .1IItports aDd the natu+"e· et domestic produotion, as wl1 &8 the

relative ].nel of cklmutic prices, Should prices of fooda'tuftfl and tini.Md

consumen' goods 1ncftue relative to those of 1"aW'materials, this type at
substitution m18ht haft 8. tavourable effect on the output of domestic industries,

In 8ZJ.Y cue it 18 likely that imports of such categories as are not produoed

in the country (particularly durables, and high-qual!ty or ESpecialb:ecl soo4I)

ViU rUe bec&WIe of tbe increBSe in aggregate 1noomes and iD cleman4. A rise

iD prices of capital goocla, raw _ter1als and fuels mq force .. ftduetiOll on



1mporta of producers' goods whioh would adveNli],y e.ffeat'tbe ioo'tPut6floo·al'

manufaoturing industries ~ 'WOUld ul~tely :result 1n an increase in the importl
of finished OOMumf!:t" goo4a e

64. On the otMr band; a fall 1fl import prices gives rise to opposite effects to

those of a rise in import pricefll e ~r prices tor equipment and. raw me.ter1als

fac11i tate an inorease in 'the output of 6..omeestioally produced goods while lower

prices of' similar 1mporte4 ~ommoditiel!j~ induce a trend tov8.rds substitution of'

imported for domestio goodslJ} .
65. 'l'b.e increase in e~Q aot1v1ty foll~ a rise in tlle price at exports is
aJ.ao reflected in a f'e.~ble rise in the demand tar l&.boor. Employment

increases unless the eoonomy has ~ady substantially approximated a oondition

ot tull employment. This 16 not usually the cue in the less developed. primary

producing Countr1Eu5, in which e. relatively large p~:t"t1on of the population

is engaged 1n low-productivity oooupation.e, including Illubsistence s,gricultUN •

In these cond1t1cms, I'm increase in the demand for labour in urban sectors and 1n

commercial agriculture induces a shift in c:mzploymant to oocupations vith higher

~ct1v1ty.

66 • For the eoonomy d. D 'Iiw.].e ,these tran8:fen in emplOjlmfJnt lead to an

1~nt in the oWNl produotivity of labour, tending to offset the

untaVO\.U"able effects at a relative inorease. in the proportion of untrained workers

in the more produot!Ye bra.nabes' of aotivity!Y Further expansion in economic

activity is faciltated..I' ~!ll! first, by tJ1e supply of relatively cheap labour,

second, by consumption expend!tures of' the extra wage earners (including their

initial expenditures for sem10r0d.ure.'ble goods) and third 'by. investment expenditures to

meet the increased dIImand for housing and sooial services ..

It may be noted, bowever, that in both alternat1Yea (that is rising or falling
import prices) the government can often take steps to prevent. or limit
unf'avourable effeots of changes in import priees on the output of domestic
industries, tar example, througb custom duties or controls over the volume and
oC14:Ilp08ition of imports" di.rected to facilitate the supply of raw materials and
equipment, and to disoourage excessiw oompetition from imported goods.

In Argentina Australia Brazil and Southern RhodeBia, migration from. abroad
pl~d e. I~t sim1~ role to sucb internal transfers of popula.tion" and in
some of these oountries botb types of population movement ocourred simultaneously.



67. "'!h& eOU%'llItOt of~ ratea in the ~t economy depends on several factOrs,

many of them I.W.Nla~ to extem&l pr1cellle On the one hand, the h1gb degree of

elasticity in the supply of labour in many of tM leas developed countries sets &

limit to the ~tude of W1Y W88 inareases, although these usueJ.).y take plaoe,

particularly in 1:nd.l.wtr1oe moot fS'V'OW."ed by the current prosper! ty.. Pressure

for W'age increMes is greater'if prices of basic consumer goods ere rising..

Finally, the extent of b,bour organization influances the bargaining position of

t~ wage earning sector and hence, i t8 sha:re of the additional income ..

68. SUbsequent unfavourable developments in the market economy lead to

divergent effeots, depending upon the duration of' the preceding rise. It the

latter was of short du:re.tion, a dealinG in employment in the market economy may

in many ot the less developed oountrieB result in the return of :redundant

labour to the subsistence economy and in an increase 'in cU.sguised u.netnP1oyment.

But if the duration of the rile permitted migrants to become adjusted to

relatively higher urban ste.nderdiJ of living .. anfl. ~on!let;1;.ul9ntlj t~!.UGtsnt to

resume their tormer scale. open urban, UM'lnP1oyment, much grea.tly adds to

deflationary forces a.t 'WOTk, my arise. The form.er sequence of events seems to

have taken place in Nortb.ern Rhodesia following the completion of the first pbaBe

of mining investment in the early l11.Mteen..thirties, while the seoond tOok pla.ce

to, some ex1::ent in Bolivia during the depression of 1929 to 1932 ..

69. The· masmtude of inflationary or deflationary influenoes o'! che"lCes in

external prioes .. Uke the influences of these changes on the volume of pro4u.otion ..

depew on the ratio of exports or imports in the geographical product ot the

country, the diwn1f'ioation and development of the economy a.s a whole and the

elastioity. of the supply of factors of production. If, tor exam;ple, foreign

trade prices rile, the oonsequences on the general price lawl tend to be

greater when imports and exports are a larger fra.otion of the geographioal product

of the country. Oonversely, to the extent.: that addi'tiona.l demand for goods

during periods of riling prioes can be mat by increases in produotion, such gains

in export and import prioes become dittused. throughout tbf! economy and their

influence on the general Fice level is probably weakened. But as full utiliut!on

of produotiw oapacity and labour is ~hed, eA rise in costs and prices

probe.'bly te.k68 place, together w1th a d.1veraion of demand. to imported COIIl1Od1t.1es J

in tb1s aue the l.8rpr propor't1.oo at~ goods in oonsumpt1on' and inyes1:ment

~ues the influence of external prices on the gf!neral price level.



70. On the other hand, in lllMY of' the lesa de'Wloped~"ountr1es;Were the

importance o·r the exchange economy is small because of the isolation of the export

sector and the magnitude of subsistence agriou1tu.~, VBl:Jt Bector~ of the eoonomy

remain 11ttle Bfi'eoted by the conaequenees of Jlria6 fluotue.ttona. Thus 'these

countries escape serious inflation and def1a.t;1.()J1 at the 6X1)'?!1ee of under

employment of their human and natural resourceS.

71.. It may als6 be noted. that the magnitude o£ the inflationary or deflationary

forces is directly related to tlle &'1IPlitud.e of the change in external prices and

to the dura.tion of the movement. Serious 1n1'1e.t1oo folloY.ing a. rise in. export

prices is compatible with 8. d.eter10ra:~ion, in "tbe terms of trade, for itllpOrt

prices may rise :f."8J3ter than export prices. However, to the extent that the

terms of trade actually move in f'avour of a g:Lven country, the pace of the

1n:f'latione..7 process may be retarded by the additional output 00 the part of

domestic industry and by relat1vely cheap 1.lnp9rts, especially if basic consumer

goods form a aignifieant part of such imports" It may also be retarded 'by the

existence of inventories of lower priced good.s and by price l'egula.tion, ratipn:1ng

and sa on, a1tbo'..lgh these influenoes tend to -weaken '1011th the passage of time.

72. If' in a later ~riod. export prices faU 'When 1mport pr1celi are still r1e1Dg,

either inflationary or deflationary tendenciEU! may predominate.. Bovever, when

the export sector ia rela.tively isolated. from.. the rest of the eoonomy,

1nflatior..e.ry tendencies may in1tially prevai~. On the other ha.nd, it there is a

severe drop in em;ploY~'le!lt and production 1n the export seotor, it may lead. to

serious deflationary eff'ecta 1n the other eoocom.1o seators unless compensatory

~1~cal and mon~tary policies are pursued.

13. A fall in both export end. illIport prioes :1s generally likely to be

defls:t1ona.ry and to lead to a .5e~uence of' events opps1te to tkJat t"lov1ng trom

a rise in foreign trada prices" The tre.nsit.1.on from rising to falling pripes,

~\''er, may be illS.'t"ked. 'by an aggravation of domestic inflationary pressures.

74• The foregoing sequence 1s modified when danestic markets for e?cport goods

are s1gnifioa..."'l.t, especially in the Ce,Be of food exporting Qountries. Here, a

rise in the prioes of exporta.'ble foodstuffe, may, berritlg governmental a.ction to

control the rise of' domestic llr1ces, augment real incomes in the export sector by

'transfer frOin domeaUc as Yell as from fore1gn consumers and TD1J.Y tberefore ~nerate

more severe pr.essu;Ns e,l real ~ee and d.omoes ·~io prices in the urban lectors.



It this is foUCl1rft1lld by a d&cUu in export prioes when other prices are ril1118,

intlatlonary pressures may then ~te to the extent that domestiC! food prioes

refleot the '(Srop in eXport prices. But if produce" and. ~ta1len 8\l~ in

maintaining tM domestic level, the intemal situation tends to ~1Mln a8 above.

75. Because at the inoreasing importance of' gowrnmental action in tM econotnic

life of UDder ..de~lop&d Clountri'u~, pertioularly in reg&"d to e<!onomic 48vel~t"

speo1a1. interest attaohes 'bo :f'1soal policies :11'1 :relation to trade fluctuations ~

to the ClolUUtquenoel!l of P1"1o~ fluatuati0U8 on government revenue and ex,penMtur'$.

76. '1'he initial effect of the rl~e in export prioes is felt priJ:X:lpally tbrousb
taxes on the commodities affected. Where export ta:ms exist, e.nd eSpelo1al.ly

wbere tax rates are raised during a period at rising ~xport pnoese the increased

~ue or eXl'orta of course 1'e.18~8 government -nvenues ,. A fundamental f"aotor is

the structure of the tax system. A tew at the cOWltr1es speelal:1d.D8 in exports
of primary products are still heavily dependent upon export taxes. Others ..

&mOns them Austl"alla, Cbile and Southern Rhodesia .. derive part of their reftnue from

taxes on sales ot export products, and incomes ot exporters or» in some j,ns~8

h'Qn toftIign exohewge profits ariSUlg out ot differential exohan8e rates.. sti).l

othet"s operate export monopolies or directly control export trade in other vqa.

Almost, all the ~nts depend on revenue tram customs, though to a ve.ry1.ng

degree. In the last analysis, the fiscal s1gn1tioance of export t1uc~

extends throughout the entire national economy, in the.t these fluctuatiOO8 1n:fllMmCle

the yield of 1noome taxes, excises and other levies, including duties on 1m;p0rt8

made pOssible by exPorts]!!f ,
77. Howover, ind.1rect corusequenoes et the rise in export prioes on public

finances, are l11cely to offset mucb ot the initial~t3 in revenue. Far

example I in1tial gains in tax revenues and foreign exohange resources may lead

to extens1~ government expenditures on the assumption that the gains are Ukely

to continue. Tbis 'WOuld increase the cost of government operatioM !!md, to tbe

extent that expenditures anticipate or exoeed the rise in revenue, 'budgetary,

surpluses, would 'be reduC~, or deficits increased, thus adding to 1ntlat1~

pressures. Under these oircumstances, 1t is not unlikely that inflAtion would

aM more to gowrmnent e~BtB than to govert'l!llent revenues ..

"ID It 18 estimated that in Venezuela, to take a striking case, 8)(pOrUl ~
petroleum account, directly and indirectly, tor about three"quarters ot the 'buda'et
revenue, W11e in Chile, copper similarly acoounts tor one-th1rd. ot tbe toteJ.
;-evenue (United NatioZ1l, Measures'tor the EoonomiC' Develoent of Under, Deftlcftt:~
Countries (Sales No. z 1951. If.- B.~J I P8ie1l..iif'iiit



18. The initial effects ?f a ris~ in 1mpql'tpric~~i~H~i .. ;
on the character of the duties and the elasticity o:f~. If' .&!ma.na. :ls

iDel.watl0, thera vo't1.l4be a.~te addition to custom revenues 1f' the dut:les

were specific, but the a.dd1t1on to custom ;revenues would probably be

sul>stantial. if' there 'Were !!! valorem taxes ..

'79. The dangers. ot domestic intlat;i.on arise in' the case of increasing~

prices as with rising export prices. If inflation materializes, it af'f'eo~

the costs of government operations, as in the case of rising export prices.

This problem is par~aulm."ly serious if tbe afi'eoted goods are important :t.n the

oost ot liv:I.Dg" tor the soverment J'.fJ.8Y then beaOlne involved in expensive su'bsicUee.

rf' the rise in impOrt prices affects the OO/,:lt of' itr!pOrted capital. goods, tIM

~r to developmentp~s is obvious ..

80. It the :mtlationary sequence mentioned a.bove 'becomes pronounced, and

export prioes level off or till·tollow1r..g a period of rising ~nds, the problem.

of finano1.n.S goveJ:'llment operations ~comes more sevce, owing to the drop in

revenues in the faoe ot rising coats.. These developments are of' partiou.l.arly

graft impor:t Wen expenditures include lOllg..term programmes for eoonomic

development. Unless the ~nt is able to develop sources of' additional

revenue or enter upon deticit, spending" the compiet1on of the development

p-ojects is. seriously delayed.



Pvt UI

: CB.mlES m TilE TEmti OF 'llW>E OF H\IMARY PROWCING ccmr.t1\IES
FROM 1948 1'0 1952, AID THEIR m:rore ON ECONOMIC DEVELOPMmT

~l. TIle follo'W'!nS sections ue concerned nth the impact of recent changes
- ,

1n- tel"'1l1l ot ~e on the ecooomiee of certain pri~ producing countries.

'lbe Ma1ysb follow the effects of thilJ impe.ct on the balance of 'P~nta,

the outvut of sooda e.nd services, the price system, the distribution of

incomes, ewd 'PUblic revenues and exp--nd1turea •

82" I];'be period Belec~d for analysis, the years l~ to 1952,- has an obvious

bearing on the ruulta. W1th respect to exports of -pri1IlW.'Y products, the

period was marked by the recurrence of extens i ve fluctuations in international

demMd .acoolDpMied by wide price SWings affecting many primary -prod~ats.

Import "Pr1eu exhibited leas marked fluctuations u a whole, althoU{5h

variations recorded tor smaller homogeneous groups of lDMufactures were

8ubstant1&l.

e,. '1'be lJ")sent analysis pays more attention to influences vhiob are lIlOre

conspieuous in the short run. It is believed. that this approach is jumtttied

by the nat\31'e and dUl"ation of priee and quantum movements in foreign trade

duriXlg th1a -period. Nevel"thelesB , these 'sbort .. term relationa do not exhaust

the influence ot tel"UI8 of trade on the 9~ODomy, end hence longe- term effects

d1scus,1!8d in general. in 'Part 11 should allO be borne in mindoY
84. !It is clear that abanges in terms of tnde in a given 'Period are only

one of the variables 'be6l"i~ upon the decisions of producers 1 consumers and

publio authorities tn any country. Foreign trade itself brings dtffereBt

forces to bear, among them the state of world markets for given oommodit1e1 1

~M,o shifts ln supply and demaDd, the ~1tuat1on in ca.pital mukets and
. ;

other cond1tlor.s. Put movements in terms of trade &":'El themselves al80 a

casual 1Dfl~e 11' 50 far as their 1mp~t ls usually transmittK to the

eco~ vith leall of veryiDg duration. Many other forces not direo'tly

.Y In additioD, it may be noted. that the statistical thgnit\1dell vary nth
the bue year chosen. In this 'PaperJ the year l~ ft8 mdopted as the
'hue yeu since in tIIanY countries. thoU8h by 110 means in all • it marked
the end at the period of 'POet-ver reconversion end restock1ZJg.



related to.o fo:re1gn eoOn.oorl.c 2'elatlontil are· likn1ee s.etive in infl~1Di

eoonomlQ. "'b:e~... Beneea this ps,pe-r does cot attempt en exhausti" queo:titlttift

ana.lyaie of the consequences of o~ in the~ of trade, but xaatber €Po

~ evaluat10n ot the joint influence of' movemente in the~ of~

and of'~ ~ii\bles in Il number of ·Pl'lme.ry PrOOucillg coU11trie8.

~1oer1et1~s 01' Movement!J in Terms of' 'rrBde durg the Period

as.. 'lb@t terms of tl'ede t~ IJteed.ily in t"avour of primary pr0du01Dg.~

u a wb>ti :In 1949 and thG first Mlf of 1950, <M.ng to the f601; that & I'illOden.te. ~

4ec1.1.Dte 1n the index of unit veU.ue of exports vu more than offset by .ft J.m'tpr

drop 1n tile unit value at thei!" imports. As show in table 1, dur~ tb.e tint

six UlOU'tba .of 1950, the cOOlI'Os1te il:ldex of the tel"mS of tnde WM· 110 tl~lOO).

Fro1D thet second half of 1950" the intensity at the changes became greater. '!'be

terms of" trade iDdex rose in the first h8lt of 1951 to e. level of 128, but
during~ fNCOeed1n6 'Periods reoeded to a point 'Pl'"aCtically identioal nth
that or early 1950. '!be unit value of imports into pr1ma.ry' 'Producing countries

rose .8teed1ly dur1Dg muoh or this interval" though the ra.te of increde

al.aekened 8PPftC1&bly in 19520 The unit value of exports, hoWever, reoorded

an lncreBSe of nearl:' 35 per cent, between July 1950 and June 195.1,- only to
loM neazoly ha1:f' the ga.in during the f'olloviog twelve months &

86. CbezJgu in 'the terms of trade of individusl primary producing countries,

~ed 1n table 2, show tIl6.IlY deviations r-esulting from. d1tf'ereneee in the

na-turo a.zd composition of the1.l" exports and imports, in the geographical

l>e:t"tern .of their foreign trade rmd in the ch&-acter of' their trade relatiOnal"

. and also from stat1etietJ. d1screpe.oc1es in coverage, weighting syatetDa aDd

bue ~ioda. Indices of' export rand ilIl'pOrt unit values wre also affected.

by C~8 in the 1nte1'n&tional value of the UlOn~tary un!ts Q

87. VUe VViations in erpo:"t unit vl'&1ulI are recorded UlOI:18 most of the

:fu~rta=1I at r&V matE-nue thought at one ,time to be iD short supply, such u

.. co'tton, ~aw end 0118.1' hides~ e~ non..fe..1"J'OUS metalllG rubber md wool, aDd

in "tbe CY6 err cof1'" exporterBo Tbua, ~rt unit mU8s of Awltnl18,

11, Ce1long %YP~.t ~e Md Sout~ l\bod~S1a showed ~a of~

1'2,·,_ cent and 158 'PC cent between l~ IIInd 19')1.0 As mgnt bt.ft been ~te4.i

of theM: eount..-1ea the~~d1~ in ~V' matU'ial P!'!ed, .,.- , .
~.. 'V'_'v~ ..



'fable 1•. :ID1Uoe. et' UdtV~ of' Bxportal 8nd Iosportlll tmd Tertu of '1'rad8 .
at Pr1Mr1 ~1Di ~U1eB @Ut a Group, 19'9 to 1952 (l~48:olOO)

1949:
"""'"Hrst balf .. ·Cl·••• ·•••••• 11 " •.•.•••.".

8ecoDd. halt·.. ' '•." .. 11'" 'It •..• " .

.Full~ " .

~: .

~8t bIJ.t .. ·II " '11 e 11 ." " .. '.

~ balt ·•·•·•·•• ·•·•·••·•·•·•·•·•·•·.. ·•·•·•
Full' year " "". 11 If! ... .

~8t half' ••.••'.: " 'to 11 •.•.•• " •

Second balf' .'••• o "'. ' "•• '.
Full~ ••••••••••••••••• "•••••

~1

--rI~t halt •••• " •••••••••••••••••

Unit ValUAa

101 95
95 88
96 92

'91 8,
lD5 88
99 86

125 98
12' 104
124 101

115 105

106
lO8
107

110
119
115

l26
1181.2,

110

-
Bulle-tin or Stat.1st1c8 World Economio

8.S .l!.c.4 and i~~"II.C.2)
(Bales No.: 1951.II"E.1.) •

.~ on UlJOl"t am W11t va1wlt da't&, expressed in United States
dollU'I, and l'elat1ng to primary producing CO'Ul1tri9a ot Alia
(except Japan), Latin AMrioa, Africa and Ooeanu.; fWd C8iD4lIda,
1'1Dland, Bpa1D and Yugoslavia. In View of the· composite obat'actc .
of the data, tiSUna are'in't4m&ld to CODftY·CiGly the order of
mep!tu!e of the obanat!lIII. .



hble 2. Indice~ of Unit V:,:"lucs of Export,s rri: Imports" and>TerrMOf.;IJ.\'~;C
of Belec"':.ed Pr1me=y P:z:>od.\lcing Coun't.riea, 1949 to 1952 (19!l811lOO)

" 195;;:1Country and itelDs 1949 1950 1951

~gent1ne.:§)
..

'On:i:t value of expo:r.-'ts •• _.......... '" ..... 85.6 74.3 .... •••
Unit va.lue of .':' "':'POr~s ••• '. Q .. " ., '•• e • IiI ... 96'.0 ,88.5 ••• •••

Terms of tr.ad.o • f) .... r 0 v ........... '''; ,. .., .... .:;I ,J I.l ..; ..J J-

,..
/A.O1.1;1.1 .... •••

Australia:£!
unit value of exports~.".............. 118

ii'
234 166

Unit value of importe ••••••••••••••• 105 138 154
Terms ot trade •• , .................. 112 118 170 107

kM11:
Unit value of expor't.,s ............... '. '....... 106 159 189 •••
Unit value of imports ................ '••• '.... 93 80 100 ....

Terms of trsde •• ~., •• ~~ •••••••• 4 •• 114 199 189 •••
Durme.:W

Unit value of exports ....... It ...... 0 I. 102 91 126 151
Unit value of 1mpor~e•• '. '•• er • '. 00 '" , • " '•• 10~ 132 13 8'

Tertn8 of trade ............... 0 0 .......... ~ 73 173 l82

~tit value at e::r.ports • • .. '" .. • • • • • .. .. • • .. 106 144 175 1,ei
Unit value of' imports •••••••••••••• " 95 98 116 1,6

-rerms of tr-ed.c ••' •• Q .......... " • DO •• 112 IJn 151 100

Cb11.et 'EJ
Unit ve.lue of exports ••••••••••••••• 96 105 1" •••
Unit value of imports •••• e'........... 96 92 107 •••

Terms ot "'b"'ede e 6' .0 •••••••• e • Cl •• et •• 100 l' :'\ 124 •••-.-'

~1 value of ex:ports ••••••••• '•••••• 89 115 182 •••it
Unit value of imports ••••••••••••••• 100 101 116 ....

Terms of t1.~a.d..e 11 • " .. 0" .. D •• tI ....... , • •••• 9J 114 158 •••

Mal.N!1
9J 1~ 258 187timto value of export.s •••••• ~ • 0 • " ••• c

Unit value of it!I'Ports ••••••• " ... • •'. • • 101 115 144 129

Terms of 'tr'Me ••• e' • (l • Cl • eo ••• III .. {.! (I •• • 97 150 179 11,.5

Menco;!I
107 97ferma of 'trad.e. D •••••• ~ 1\1 •••• • .. • .. • •

89 92
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Table 2 .. continued

country end 1t41ms 1949 1950 1951 195;i1
...

PhUi:p'pines t
Unit valus of exports ••••••••••••••

l~ 77 84 64
.Uni"j value of imports·......... III Ill •• " •• 79 100 94

Terms of trade ••••••••••••••••••• 66 97 84 68
Southern Rhodesia:

Unit value of exports •••••••••••••• 116 137 161 •••
Unit value of importq •••••••••••••• 103 110 130 •••

Terms of trade .................... 11 III •• 113 12~ 124 • ••
~key:

nit valU4 of exports •••••••••••••• 100 102 121 122
Unit value of imports.·•••••• 10...... 94 17 91 92

Terms of trade ........................ 106 l.32 1" 133

Sources; United Nations Sta.tistieal Ye~book.. Im" Un1~d Ne.tionlJ Month~
Bulletin of statieilc. iD!'Olllclat~ statistio. ot the oouD* te••

Preliminary•

Dollar terms of trade

Twelve months ending 30 J\lWt at year stated•

Twelve months ending ;0 s.ptelBbc of year stated.

~/ Souroe: Economio Survey; ot ;tt1n Amer1c!, 1951.52 11



86. ' Trends were different in countries exporting chiefly cereals' and meat.

,The un1t values ,of' cereal exports of Argentina. end Burtna shoved moderate

ge.1ns or fuled to 1ncreye, though in each of theSf:i cases "prices ot other

exports roSEl end average unit v&ues increased. In the oase of the

Pbl1l'PP:1nes v ,and ,in other countries as well, there were oonflicting trends in

th~ un'it values of major export products.

89. In most countries, import unitV8luea showed a t~~dency to f''\ll in 1~91

to recover in 1950 and'to rise theree.:fter. Although in most of these countries

the re.nee of import.. i8 more diverse than 'the rElJ:lge of exports, certain gen.eral

trends are seen.. Fo:I:" ~le, countries which import s1gnif1qant quantities

of e~8 e.nd textiles tended to record. stable or, declining levels at import

u,nlt v:alues, particularly until 1950. However, importers of' raw me.ter1&ls

were aft'eeted by the inereasEls in some commodities during 1950 and. 1951. The

f'eJ.l in the import unit ~ues of some countries during 1949 was o.bo d.ue in

~ to lover -priaes following the improvement in supplies of raw materials, and

even in some types.. or menufe.ctured soods after the end or the post·war boom.

90... The monetary devaluations or 1949 are re.f'lected. in the unit values at

expor'ta and imports of msny countries. Sterling area countries l particularly,

tended 8.8 a whole to shov e. ateedier upward trend in import'P1'1oeS than other

countries. At t.he same time, u;port 'P1"ices shoved greater upwvd movements

tm:t11' ~95l than~ cOUl'ltr1es sa a conseqwmce of the~ l'a'Pic1 increase 1n

sterling pl'icQ8 as oompat'ed w1:th dollar prices ..

91~ As eo cOf.:l&equenoe o:t varied trends in export and import prices I terms of

~de rose after 1948 and 1949 in most pri!lllJ.1"Y -produciDg oountries, although in

a few instances improved adjUstment 1n world demand to world sup'ply atter 1948
brougbt. a. deterioration 1n the terms of trade 'which 'Persisted during the rut

of 'the period.. In most other QMes, significant increases were recorded attc'

19495 ilQ't1eularly e.mons exporters 'o:t cOlIlllOditl&S in short slIp'ply, 8ltbo\1gb

S)!dn& VCU'e largely erased by the ~e8s1on in nov materi81 -prices in 1952.



ElasticiSi' in the fJ?p-ply of e!P2rts

92. It ~ noted eerlier th8t changes in the prices of exports of -priUItU'"Y

producing countries ~ of'ten accompan1ell. by movements in volume in the IBIDe

direction but-of wider amplitude. These changes influence the src•• value

of exports and. hence mssn1fy fluctuations in the cBpacity to import - 8. pattern
2/ -

which prevailed 'in the 'Past:=' but W8S often SUbmerged during the period. 1948
to 1952. The supply of' exports was generally inetastio, as I. result of whioh •

for the majority of 'Primary producing countries ... ohanges in prioe n.t~~ than

fluctuations in the volume of exports were the major influance on the 1ncrees8

in the capacity to import.

93. Table 3 confirms that the increases in the ce;pe.city to import of primal'y

producing countries as a whole vere more the resu.lt of fe:rourable teru of trade

than expansion in the volume of GX'ports. Improvement in the tertM of trade

is reflected in the gains from trade, wbich grew steadily until the first half

of 1950, and rose higher during the next twelve months. At their lHSak, dur1D8

the first six months of 1951, gains from trade con'tributed an increase of }2

per cent to the eape.city to ilnp01't, compared with 1948. The volume of exports

sagged in 1949 under the depressive influence CJf a de<:line in international

demand, but recovered in 1950 and 1951. 'llle maximum gain in the volume of

,exports was also reached during the first six months of 1951, when the increde

added 14 pm: cent to the capaoity to import. As e. joint result of theRe

changes in -prices and volume of exports, tha ce;pacity of primary produoins

countriee to import rose by 46 'Per oent over the 'bue year 1948. However,

less than one-tbird of the total increase vu dwa to an expansion in the volUIJI

of exports while more than two-thirds resulted. trom th& improvement 1n the tenII

of tL'ade.

94. DuriD8 the second half of 1951 the oapacity to 111'pOl"t lost about half'

the gains made since 1948. This waa due to deel1nes both in piu from 'tre.dI

Md in volume of exports to points below 'the peaks reached in the earlier half et

1951. During the first half of 1952.. the volume of exports recovered 801DeWat,

Y See United Nations .. Instability in Export Markets of Under-Developed
Countries.



but. as a. reau.lt of the deterioration in the 'terms of tl'ade gains :from trade

continued to dee1.1ne o Therefore; the spread between the quentum series and that

of ga.ins from trade was reducedo

95 0 Sta.tistics of partiCUlar countries, show in table 4? gen@re.lly confirm

the foregoing eonclusiotlB o The supply of exports was inelastic, first;

because out'P'Ut in the export industries is not ca:pe;ble of ver:y rapid increase
"

in the short run &ld,o secondp because inventories .. which helped to increase

elB.Sticity in the past· were generally low in the post-wr period" Some

outstanding exc81?tions are found in eountries 'Where the cai?~1ty of the export

1i7'.a.ustries was being expanded., ej,ther as a. result of the repair ~t war damage,

as in coun'triea of too Far East; 0:' as e. result of e. flow of investment into

export induatl"ies, as in Southern Rhodesia, Turkey and aome 011 producing

count!-1ea in t.be Mic.G.le Ee.st"

nil!~~~!...~~~e-eda
960 At e.ny given tims p net :real -purchuing pO,","el' e:l8.ilable to eov.n'tr1es exporting

primary pl:'oduets diffe'!'s trom their tot.al ca;pMity to import to the exteD~ to

which the "proceeds from expol'ta are not remit.ted to the exro~tiu.g c:ountry ~

c.n" In oche f~r6t placeS' prooeeds from exports e:!! general.ly computed exclusive

of payments tor ~h1Wlng and insurance, but the major pert of such charges

does not increase the income of' the exporting countrieso Moot of the psymen'ta

accrue to ooncerns 1neorporated. 1n countries important in ship'Ping and finance

markets)J It may be noted alao that fluctuations in freight re.-:.es in 1950 to

1952 were in 'tile 13~e d1'r~etion ea those in raw mater1.ttl prioee and. were of

comparable 1n-tens i ty }J

--
It may be noted thst sooe Ut.-"1,(,'I.er~develo'Ped countries have established their
own iMtaMee or reinsut"'o!I.nce organizetions and have de"reio-ped. their own
shi'P'Ping 6f'%"'Vicea to rece:pture part of 'the ah..'\1'ges on the:S.r export."

Sees rot" example o tJn1ted nations; Eoonotnio SurveY. of Asia and the Far -East,
1951 (Sales Noo~' 1952"XIoF,,2) pagesl'~ to 1330 I'nceses of bulkY
-primer'J commodities wel"e the price -per unit of wight is comparatively
low {ooal:, grain} the variation in freight rates was fre~uently much greater
'Ghan the 'il'8.ri~.t,iQn in l'::'i~es"
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Table ,. ~s in CIl'PaCity to Inrport, Primary ProdUCing Countries U 8
grou'P, 1949 to 1952 (Percentage change from 1948 average)

194~ 122° 1921
~F1r.t~econd 'irst second 'i:rst SeeOi'id in

Item B8lf' ~ &1f Half Half' Halt Half

IncrF.as~ (decrease .)
...4 .4 14in quantum ot export••••.• 2 1.3 5 9

Oaina from trade!l ••••••• 6 e 10 22 32 19 10

Total inueaae in
o!Raclty to l!P9!':t•• 2 4 12 35 46 24 19

Prcrportion ot total
increue in ca~1ty
to import re-preaented by

~ ~ 80piu trom trade"" •• "•• "" 6' 69 81 54

Sou1"ae I See table 1.

!l Gaina from tnde are defined u the -produot of the quantum at exports in
8Ir1 given· year <at prices of 'the base year, 1948) and changes in the terma
of trade linee 1~ (IM tootnot. e in part II)"

~ Over 100 -per oent, indicating that 'P6rl ot thegaiWJ trom 'tre.de were ottHt
by deol1nel in the~ of uports"



Table 4. Quantum of Merchandise Exports, of Se
Countr1es1 1949 to 1952 (1948'

· .'::'

Country 1949 1950 1951 195#

All primary -producing 10#countries El 96 108 110

Argentina....................... "............ 73 104 87 50
Australia~ ............. e ................. 111 110 104 101

Brazil." .......................................... 88 72 79 ....
!l 93 52 99 91Bur1D.B; •••••• ,. ...... Cl •••••• G .• ".CI- ••••• j,.

Ceylon•••••••••••••••••••••••••••• 99 110 112 117

Cbile ........... e ...................... e .• 50 85 88 93

Eg:ypt ..................... e .• 11- ..... It" 108 107 79 .....
~aya ••••••••• 9 •••••••••••••••••• 98 127 134 119

Mex1oo •••••••••••••••••••••••••••• 104 117 109 106

~ilippine8.............. ~ .......... 119 133 149 172

Southern Rhodesia....................... 103 122 112 ....
~key •••••••••••••••••••••••••••• 128 126 129 150

S~ce: See table 2 ..

!J Preliminary.

'2/ See table 1.

~ First six months.
gj Twelve months ending 30 June of the year statecl.

!!I 'lWlve months ending 30 September of the year stated..



98. In many ~:lma.ry 'Producing oountries , I. further offset to 1ncreuel in the

CQl'e.oity to import orisil'3e.te8 in the preve.leMfI of foreign ownership among

enterprises -produc111g for eXP9rt. In the short run, o~nt o-PeJ:'e.t1ows of

these fil'"a affect the balance of payments of the exporting country 'PI'1ncipally

through tbe remittance ot 'Profits and interelt to non-resident atoekholder.

and oreditors.2/

99. It i8 cleer that exporters I 'Profits tend to follow changes in export prices,

although they are not directly related to the terms of trade themselves.

TheNfore.. the rapid rise 1~ export prices in many countries greatly 1noreB8ed

\E
hB 'Protits of foreign-owned. courpe.nies. Thifil was reflected. in. the increase in

remittanoes of -profits from Ceylon, Chile end Southern Rhodesia, among other

tries" as" shown in table 5..
100. In Chile, exports of large mining companies during the post ..war -period

have represented between 70. to 80 per cpnt of the total value of exports.

'r&xation measures and foreign exchange policie8 pursued in the "past by the

Government have augmented the proportion of' the proaeeda of exports retained 1n

the oountry. During 1948 and. 1949 these polioies - together with ohanges in

inventories and other capital movements of large mining companies - tended to

reduce the fluctuations in the amounts of foreign elOOh~e accruing to the

country. '!'hus, while the f.o.b. value of exports of these oompanies tell by

United States $76.8 million" their disbursements in Chile decreased. by only

United States $10.0 million. However, oVPOsit4:t movements took place the

following year; when exports rose by L~ited States $40.' million while

disbursements in Chile fell slightly" oWing partly to reductions in inventoril.

and increases in tax liability.

101. In Mal~1 as in other ABle oountries ..mue the prodUliet1on end h8ndl~

of exports are largely in the hands of foreign-owned enterprises I the

extraordinal'y boom in export -prices in 1950/51 greatly increased profits

in the export sector. The 4ividend. reoord of tin COfll'peniM in Ma.1a:ya vas

higher than at eny ti1M since the mid..nineteen twenties, while profit.• in

2/ Transfers of investment income by· foreign-ovned export companies were often
large in mineral exporting countries. During 1950/51 transfers
amounted to 18 -per cent of the ·~xpo.-:t8 of these companies in Chils,
49 per cent in Irsq (including c8-pital lDOvements" however) 1 end '1 -per cent
in Venezuela.



T.b1.. 5. Caopomn1.. of Bolano.. of r'1lJIIQt of Salb<>W4 l'r1.oIo..I7 Produe1Qg COWltrlo••t 1948 Price., 1948 to 1952
(P.rc.o~"", of_c~ u;oort.. ".. 194(1)

~ Il61no or TotA.1 I.mport. T'rade Invizdb1•• , DOt Eel"""" "" l'1nMciPII of balAnce OQ goot\1> and ..rv1<:••
Count.q t.o.b. 1O&M8 tram. c.apac.1ty c.i",t. bs1Anc<l InYeGt.ment Other Tota.l gOO<llI sncI UoUotorol CaJIl.t.ol.
and you trade to l.oport 1nc_ nrvicClII$ oorv1.c•• t.ra.nafore,. DOt !I "","","",,", DOtE! Tot.A.1

A~~~'.~.~ ...... 100.0 100.0 -83.3 16.7 -le.3 ~.7 -17.0 -':).3 1.0 -':).7 0.3 .
1948/49 ............ llC.B 13.S 124.6 -'TT.J 27.3 - 9.4 -5.4 -14.B 12.5 -5.9 ~.6 -12.5
1949/50 ............ llC.3 20.2 lJO.5 -116.2 . 14.3 -11.1 -9.9 -.21.0 ~.7 -4.4 11,1 6.7
1950/51 ............ L03.9 72.4 176.3 -132.5 43.B -11.6 -13.3 -2J..9 18.9 -2.4 -16.5 -lB. 9
1951/52 ............ 101.0 7.9 106.9 -166.0 -59.1 - 9.1 -20.0 -29.1 -88.2 -3.9 92.1 BS.2

BruU,
1948 ............... 100.0 100.0 -94.9 5.1 -9.1 0.5 -S.6 -3.5 3.5 3.5
1949 ............... 81.7 12.3 100.0 -100.5 -':).5 -9.1 -C.5 -'1.6 -10.1 10.1 10.1
1950 ............... 72.. 1 71.2 143.3 -115.5 27.B _10.0 -5.0 -15.0 12.B ....u,.B -12.B
1951 ............... 79.0 71.2 150.2 -l.66.7 -16.5 -7.3 -7.3 -14.6 -31.1 31.1 31.1

£!:I!!!!!'
1948 ............... 100.0 100.0 -95.6 4.4 .... 9 9.0 4.1 B.5 -7.1 -1.4 -8.~

1949 ............... 95.0 13.8 108.8 -107.7 1.1 -2.9 B.7 5.B 6.9 -5.B -J..1 ~.9

1950 ............... 96.0 53.2 151.2 -119.0 32.2 -2.1 0.6 -1.5 30.7 -5.7 -25.0 -30.7
1951 ............... 106.0 70.6 176.6 -129.B 46.B -5.B 2.0 -3.B 43.0 ~.9 -36.1 -43.0
1952 ............... 110.0 B.7 11B.7 -125.3 ~.6

CbiU>.
---rw;e ............... 100.0 100.0 -al.B 1B.2 -22.2 0.1 -22.1 -3.9 3.9

1949 ............... 89.B 1.3 91.1 -95.1 .... 0 -16.0 2.7 -13.3 -17.3 17.3
1950 ............... 84.5 5.4 89.9 -77.9 12.0 -18.7 1.3 -17.4 -5.4 5.4
1951 ............... 88.1 12.7 100.B -87.5 J.J.3 -17.2 0•• -16.B -3.5 3.5

~,

1948 ............... 100.0 100.0 122.5 -22.5 -5.1 24.B 19.7 -2.B 2.8 2.8
1')/,9 ............... 117.1 -12.2 104.9 119.8 -14.9 -10.3 32.9 22.6 7.7 -7.7 -7.7
1950 ............... 120.9 17.1 138.0 165.5 -Z7.5 -11.8 31.5 19.7 -7.B 7.8 7.8
1951 ............... 83.B .7.8 131.6 157.6 -26.0 -11.3 '27.5 16.2 -9.8 9.8 9.8

!!!!!Z!:
5.7 y 4.JY1948 ............... 100.0 100.0 -101.4 -1.4

1949 ............... 99.3 -2.3 'TT.O -103.1 ~.1 5.5 !I -0.6 !I
1950 ............... 131.3 60.0 191.3 -143.B 47.5 5.8 V 53.3 V
1951 111"'1'" "~'"~ 133.4 105.4 238,7 ~lB7.0 51.7 5.7 !J 57.4 !!f ,..
1952 ............... US.l 51.S lU.9 -169.0 -2.1

Ph111ppioo8 :
1948 ............... 100.0 100.0 -203.1 -103.1 -8.3 70.2 61.9 -41.2 56.9 -15.7
1949 ............... 115.9 -37.5 7B.4 -192.0 -llJ.6 -13.8 2l.8 8.0 -105.6 8<.0 23.6
1950 ............... 133.3 1.7 135.0 -146.2 -11.2 -6.0 10.3 4.3 -6.9 76.0 -69.1
1951 ............... 148.9 -20.5 128.4 -l6I..8 -36.4 -7.6 13.6 6.0 -30•• 20.3 10.1
1952 .!1 ............ 167.0 -55.0 112.0 -141.3 -29.3

Southern Rhodee1a:£! !Y "
1948 ............... 100.0 100.0 -148.1 -48.1 -6.3 -18.5 -24.8 -72.9 17.8 55.1
1')/,9 ............... l02.B 12.9 115.7 -184.7 -69.0 -8•• -26.5 -34.9 -103.9 11.2 92.7
1950 ............... 122.0 30.0 152.0 -186.4 -34.4 -10.5 -24.4 -34.9 -69.3 7.3 62;0
1951 ............... 112.2 201.6 139.0 -"30.0 -91.0 _12.2 ·34.8 ...7.0 -138.0 7.3 1300 7

Tur'l«>1' VY
-163.31948 ............... 100.0 100.0 -63.3 -3.6 -l1.B -15.4 -7B.7 40.1 38.6

1949 ............... 128.0 8.2 136.2 -169.5 -33.3 -7.1 -18.9 -26.0 -59.3 37.2 222.1
1950 ............... 126.0 40.8 166.8 -186.0 -19.2 -8.7 -23.2 -31.9 -51.1 28.7 22.4
1951 ............... 129.0 42.5 171.5 -190.7

Soarco: CompuW by the United HAtlo~ Dep6~nt or Econcm1c Arra1ra on t.ho bans or orrichl "l.atisU(ls.

Exportct. ar:rl imports \tOre donated by thoir respective unit values; imhiblea and ri.nllnc1ng It.ems wore danoled by 1.I'Itport unit Yal.UBS. Gains or loolH!ll) f'rcm trade WiU"e

tM pt"oeed.uro sxp1.a.imd in footnote 8 in PA-rt ll. PigU1"05 for the la.a:t year ohown 4r'llI gmora.l1J" prdj..mi.Il4.r'7 utimatea

!! Inelui1Qg p1'ivAle ",miltll1lc•• , ilmrlgr.UOO funde, dOIl&l101l1l, UnitO!d Stetee aid, granle by tile EcooM1e Cooperetioo AdlI1nietl'lll1oo Md otMr grentJI. •
E! Balanci.ng rigure: including short-tenD an:! long_term ca.vltAl moT«I'IlftmtD, Cb.llJ1OO8 ~ uc:ba.ogo re&Grves, errore; a..nd cmis81ons. ani d1scre~le8 due to atatirtical a~tiOl:W."

Si ~a, f.o.b.
Y Kot 1nvie1.bla 8, other a.arvi.cea: 1Dcluilng traight. t&.Dd. insurance on imports.

!/ Rough ost1..mat.oa. ttcl.\rl..ing inTolrt.l:la!nt. 1neCJl!ll' transferred abroad~

lj Amin.U rate, JIUJ\lary to tfovtlll.b\1r 1952.



rubber were among the highest ncorded. Thill led to fJ. heavy outflow of

remittanoe on the score of 1nvGsttoont income of fore;1gn companies, which in

1950/51 vere almost foUl' times the amount in 1948/49. At the same time,

Yields of export duties on ru'bb,er and. tin inerea5ed correspondingly.

102. Similar changes ocourred in other Asian cO\:.ntr1es" In Caylon, for

exsmple g the proceeds at export duties more than doubled between 1948 and 1951,

while the value of exports rose somewhat lese. In Indonesia, government

receipts from export duties rmd excheLge pro:fits rose to an estimated 40 per cent

of total revenues of 'tbe Government in 1951, rising pe.rallel to the value ot
exports.

Short-term,c!pital movements

103.. The initie.l impact of 8. change in terms of trade on the foreign exch6n@e
, .

resouroes available to an exporting country may be mitigated by capital

movements. During the period 1948 to 1952, these capital movements ­

principally ahort-term • cushioned the economy of many exporting countries

against the dislocating effects of excessive fluctuations in foreign demand.

Table 5 indicates the,trends in cS'Pita1 movements after 1948.
104. Short-term ~rivate cspital movements, being res'P0naive to speculative

influences1 might be expected to react to movements in terms of tr~e in 80

far as the l~tt.er give rise to expecta.tions oonoerning the course of prices,

financial develO'[)ments or foreign exc~e rates. On the other hand~ monetary

and fiscal agencies Within an exporting oountry ere in e. 'POsition to apply

compensatory policies by formulating their borrowing and. investroont J):.',)gramm6S I<l

as to relate the domestic aspects to the internation.e.l accounts lI'f' the count!')'.

Thus it i6 to be expected that foreign 'Public borroVing (either short-term or

long-term) will be used to cOUl'[)ensa'te forshort-t·erm. f'luctust1ot'.e in the balance

of 'Ps;ymenta.

105. After 1948 there were numerous instanoes of out"WYlU"d ehort·term capital

movements from -pritlll1rY -prod.ucing countries, coina1d1ng in m.e.ny cases with the

rise in export prices. The magnitudes of these movements were greater with

respect to the value of exports of aome oountries in the FlU" East and the .

Middle East, and of some of the less-developed countries in Latin America.
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106.. Many of these capital mDvements arose in the course of normal

international trade transactions, such as incr~B in credits, C:U8~ily

extended by lo~al exporters t..o their customers abroad. In otheT instances"

capital movements lIl83 have been 'Purely speculative, owing, for example, to

expectations regarding the course of exchange rates D However, in some

cases they were p!'obe.b1y related. to the lack of SUitable investment outlets

in the prima.ry producing country (or to considerations of risk) vhieh tend.

to give rise to delays 1n transferring part of the value of exporls to the

exporting eountry.. In these cases! an increue 1n the VlalWl of' exports tends to

be accom'Pwied by an accullIuJ.at1on of idle foreign exchange bal!mces in the hMdI

of exporters or by short-term investment abroad, thuB transferring to other

countries a part of the ipcome-generating effects accruing from the initial

increase in the value of exports Q

107.. It may be noted, however, that the scope of such movements tends to be

smaller 1n countries Which have established comprehensive exchange controls,

and 1n fact, supervision of the use of' export -proceeds has sometimes lIIOt1vated

the establishment of' exche.n8e controls. Furthermore, regulation! governing

exchange rates and the amounts of foreign exchange that exporters are required.

to surrender to the monetary authorities have been changed either to offset

fluctuations in foreign excbang9 returns arising from 'P1"ioe fluctuations, or as

8. stimulus to the expansion of exports. On the other hand, even in these CBBfUII

an improvement in the balance of p~ents often leads to 8 relaxation of

controls over capital movements, folloved by an outvard. flow of ea.pital, or M

increase in the flow ..

loB. Akin to these cap1tal tIlOvements and of still greater importance" was the

accumulation of gold. and foreign exchange 88se'ta by governments and central

banks. The fm-e1gn exchange 8Bsets of primary producing countries as e. Whole.
1ncreued by the equivalent of United States $;1'200 million between July 1950
end June 1951 but the=.-eefter fell by United States $1,900 million to the end

of the first half of 1952, as the imports of prime...-y producing cO\1.Utries

continued to rise in spite of tqe decline in the value of their exports. This

occu1oned la. revet'sal in 1951 and 1952 of the previous surplus in the ba.l.ance

on merohandise and service accounts in the majority of the countries.§}.
"§) See World ~~~c R~~ 1951-2 and the sm-veys of region&!. economic

cotlll1isSiOllBo



109.. ~ ~t10ll of f~iS!Jl~~ us. rooo~ ~~ ~1owI 1D

IO!M ~_ u.tN'W ~!.n3 ooun'tnS8" In~, for ~leI} th1i1Mr.,.

in value of ~rt~ :W 1951~ amounting to :ea milllotl~... ~ aa~ie4

'by CL net 1ne~ :in sold t'md f'orfll:i.p M8Jetll of 1~4 million 1"Ut"1.. 'lbe '

lncrtuefil 1n thtll mmt of 'the exports of Ceylon, IudoMrs11. rm4~ 1». 1950
allCl led 1;n1t1al~ to & l8X'ge ~1on in tM f01:i'lBign fmCbaDpn~ of tbe

cO\mt!'iel, toUoved by, simiw ~t8, tbough of loMWbat 1tU,l1.. ~tu4e,

in the INCC~ year.. The l~atG C~ W&l!I tM QoarpeulIL~ pol:l.il:q

fo1.1.o'nd. by~ wtboritiu" In addition, ~,~ autlm'itte.
in MI.lafa (u well U in Cqlon until 1950) opera..... uD.ur an ac~ 1It..an4ar4
which 1" to 'PUi'Chdel of tm"$1gD securitiftl eiwltmeouly vith i~. 111

~cy 1n ~tlon"

110" AnotMr' me of cOmpGyatol"y capital mov~t 111I Ibort..~~,

'PUblic and private,~ in unfavourable ~, fm4 t'oU0w4 b)' 4abt

Hp~t durhlg NOOftl7. These &re c~1at1cof Ill. relMlftl:y hlah 1..,.1
of soonomtc act1V1ty ratlw- tb8n a dlllificlency ot~ deua4, aDd occur

more tNqueutly in c~lel WIN the iCOoomy h8s NaCbe4 a oert&:W~ at
tiv9rIU1cat1011. Per example, alter the war &D4 b4ltont 1950, Brutl bii4

uperioced & .were ~iorat1on in the,~. of oun-ent ~iOlW# llriaiq

tro. the DUd for capital good. Md raw matui&1.a, toptbu nth l*ltoUP 'a.am4
tor muy type. at COmJumer good.. 1'b18 led to l\1baum'tial,bort..'ten\~

Im4 to an acCUllNlat10n of deraTed import ~te which Mlped mAinWn the

volume of 1~. After an 1mprov«rlHnt 1D the~ ot tnde :1n 1950, the

monetelry authoritiel took &tG'pi to reduce abort-term 1ndebte4neSII, nth the

l"eault the.t pins in tzoa4e du.rinl 1950, amouu:t111g to 16,000 OWMUoa

(at 19!'8 11lp01"t prices), wen Mcompan1ed 'bl outward cllp:1ta1.~, 1.Rp1J
ShOrt-term; to the extent of nearly 5,000 million oruH11"oa, Md it ¥lid cmlf

towar4t the end or the year that the volUl!le ot imports beSU1 to~
MstMt1ally. In Chile, though tor d1tter.nt reuoWJ, abo:rt...1;am ~1W

IIOveusen'ta at ton1sn--owed. ID1ning companies al80 tended to ott.et the WU61

1ap&ct ot cbups in fo~1gn trade gains, as indicated above.



Lops-term c!Ritel movelUlnt.

111. Although ce;pltal 'iOO'V~ts in t~ past Mve~,'t() ~ava~ the

cyoliolJ. iustPllitJ' of ~ economies of' 'UJl4er ..developed csO\Wtrie., lon,g...tem:.
oe;pital aovemente baWl on OOCYion. a:3rte4 a compensatory Wluenee with

relJPlot to c'hqel in the tftoms of 'trade", Duri03 1948 to 1952, t'bei!" :role ~

this eonna!on ftI not COWIplc'UOWS, part:1oularly tor private 1rwe~,

which - ex6!&pt to'if iDWI'tlnMltS in lfeVoleum - W8& of l"~1tjl,t1V'e1.y~W

magnitude durinc the POlt-wa.r -period.. OD the ()ther'hand, public 'bo1'1"Owine; fw

economic developDent may be adJwrted" Vi'bbin en integrated developlmt polioy,

to changes in 'tM balemce at 'Payments.. 'rhus, in Chile, the aU'tborit1e.

inoreaaed their tore1gn bonoon!1l 'h 194-9/50 with I. ViD to q~t1Di
the tluc'tuatioM iD foreign exchaDSe resources~ about by tM nceli10ft

af copper <price... in 1949.. '!bi8 eucoeed,e4 in Ntardi!2g the tall 11'! 1~1

until 1950 and foreign 'bOrrowtns decreased again during 1951)1

11 On the otbft bad, the l~nt U1 the terms of trade the VU'
t'fM'111itated the 111;11emntatlon of po11ciel of redemption of long..term
'PUblic debt or i'e'patrtation of forej".sn investment.. Tb1. vu the Que
in Pl"OIl"emme. cliLft'led out 'by the SOverJllHnt ot Bruil., UODS other
eOWl'tr'i••, aM allO iD th& repatria1:.'1on of foreign 1nvel!ltmeDt by 'Private
dome.tic 1nvellltorl, .. in Oeylon.



Effects on the OutEHt of' Goods and services'

112. The gros. geogre.ph1c8J. output of goods and services increased dm-lng 1948
to 1952 in almost all of the countries reviewed, as shown in tlllble 6. Tb8

trends, however, varied from country to country.. The rate of increase vas

greateet tor Brazil, Cey10J1, Malaya (until 1951), MIiIxico and the Philippines.

In IDCIst other countries the rates of inc:ree.ee vere smaller, while in ArsentlD&

end Burma tbe total output of goods and services actually decreased.

113. In analysing the trends, it 1s convenient to discuss production for export

and the output of domestic industries separately.

Production for gport
114. Although the prices of exports (particularly in 1950 and 1951) increased iD

t~ major!ty of the countries, the volume of production in the raport sector in

many cues rose only JIlOderately or actually fell.

115. Reasons have been given earH.er for upect1ng that the 1n1tial reaponsa ot
the eJCROrt industries to an increase in export prices would o:rten be of I!IOderate

1Il8gI11tude, -particularly in view of' the technical d:l.f'ficultie8 ln upendil18

production raPidly/il These factors wn generally operative after 1948 and

contributed to 1iDdt the increase in the output of exporta. Furtbe~,

expectations of entrepreneurs regarding the temporary characwl" of the addltioMl

demand - tn so far as it was due to .tOCkpllins, pipeUne tilling and

speculative move.nts in industrial countries ... prObably helped to reduce

producers· reBpOWle. Silll1lar1y, Price decrellHs in 1951 and 1952 were not

followed 1n1t~a11y by serious declines in the output of exports. Furthel"llOH,

the magnltOOe of price 8O'V'eII1Elnts differed UIODg c0lllD0d1t:l.e.; hence the

inducements to prOdUCex'1I wore not the same tn all cues.

116. The relative importance of the _factors mentioned above varied trOiIII country

to country, as did the nature and. magnitude of forces other than change. in

external prices. The examples below indicate some ot the variables inf1uenclns

the output of exports 1n c~ta1n of' the countries reviewed.

§/ See part 1I.
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Table 6. Composition afarOBa GeographidiuPrOd~~tl'r/~J.~~t~d
Primary Produc1D8 Co\U'.triEUY, a.t 1948 Price'!!I1 1948/to
1952 (Percentage of gross geographical output 1n1948)

Gross geographical output of
goods and services Ge.111S; or Total gross

'::.I Other gOOds 108ses (.) .. geographical
Country; and y'eer Exp9rtsS and services 'Tot~ from trade product

iu'gentipa: '9J
1945 •..•....... e. 12.2 87.8 100.0 5.8 rd. 105.8
1949 ••••••••••••• 7.3 92.9 100.2 3.2 "fJ. 103.4
1950 ••••••••••••• 10.2 78.4 88..6 2 ..4 "fJ. 91.0
1951 ••••••••••••• 11.0 79.8 90.8 0.8 If. 91.6
1952 ••••••••••••• 6.3 n ..l 83.4 0.3 Y 83.7

Austral1az
-1~Ji7ffi8 •••••••••• 21.7 78.3 100.0 100.0

J.948Z49 •••••••••• 24.1 74.2 98.3 2.9 101.2
J.949/50 •••••••••• 23.9 82.3 106.2 4.2 110.4
1950/51 ........... 22.2 88.2 110.4 14.9 125.3
1.951/52 •••••••••• 22.0 81.9 103.9 1 ..6 105.5

Burma:
- I947~8 •••••••••• .... • •• 100.0 100.0

1.948/49 •••••••••• .... ... ~ 91.4 -1.3 90.2
1949/50 ........... e.e. .., 86.5 -5.6 80.9
1950/51 ........... • •• • •• 98.9 16.6 115.5

Brazil :
1948 ••••••••••••• 12.2 87,8 100.0 100
1949 ....' ........... 10.7 106.5 117.2 1 .. 5 118.7
1950 ......' ....... 8.8 108.3 117.1 8.7 125.8
1951 ••••••••••••• 9.6 117.8 127 .4 8.6 136.0

1952 •••
cef1on:

948 •..••••••.•.• 32.3 67.7 100.0 100.0
1949 ............... 3107 68,,5 100.2 4.9 105.1
1950 ••••••••••••• 33.3 85.4 118.1 19.0 137.7
1951 ••••••••••••• 34.6 91.1 125.7 25.1 150.8
1952 ••••••••••••• 33.4 96.3 129.7 2.9 132.6

Cbi-le:
i§1i8 ••••••••••••• 12.4 87.6 100.0 100.0
1949 .............. 11.1 92 ..3 103.4 0.2 103.6
1950 .............. 10.5 92.0 102.5 0.6 103.1
1951 ••••••••••••• 10.9 97.9 loB.8 1.6 110.4



'h.ble 6. Composition ot Gross Geosrapbical PrOduct 1n selected
Primary Producing Countries, at 1948 Prices, 1948 to
1952 (Percentage of grose ~ograph1c81 output in 1948)

(continued)

arOSI geographical output of
goods andeerv1cGa Go.ins , or Total gr085. .!I MEer goo(\o losses (.. ), geographical

Coun~n: and year Export 8 and services Total from trade prOduct
I

Mai;t8:~... _........... 29 ..0 71.0 100.0 100.0
1949 ................ 29.9 76.1 106.0 ..1.1 104.9
1950 ............... 31.4 86.6 118.0 29 ..5 147.5
1951 .............. 29.5 99.5 129.0 51.9 180.9
1952 .............. 26.8 82.2 109.0 25.5 134.5

MeX1cO:'!V
'1948 .............. 15.1 84.9 100.0 0.8 si. 100.8

1949 ......,...... 15 ..4 90.5 105.9 -0.3 "fJ. 105.6
1950 .............. 18.6 98.4 117.0 .. f/. 117.0
1951 .............. 18.1 103.5 121.6 2.2 "§j 123.8
1952 ., ............ 19.7 107.9 127.6 0.8 "ij 128.4

Southern Rhodeeist!l
1948 ••••••••••••• 51.9 48.1 100.0 ... 1QO.O
1949 ••••••••••••• 52.5 49.6 102.1 5.. 2 107.3
1950 .............. 60.5 50.4 110.9 12.1 123.0
1951 ............... 54.9 60.5 115.4 10.8 126.2

~k~:9 ••••••••••••• 6.2 93.8 100.0 100.0
1949 •••• ~•••••••• 7.9 75.7 83.6 0.5 84 ..1
1950 ••••••••••••• 7.8 96.1 103.9 2.5 106.~

1951 ••••••••••••• 8.0 109.6 117.6 2.6 120.2

Phllif!1DeS:
19 .•• :••• ~ ••••• 18.5 81.5 100.0 100.0
1949 ••••••••••••• 16.0 91.1 107.1 -3 ..8 103.3
1950 .............. 16.9 97.4 114.3 0.2 114.5
1951 ••••••••••••• 18.0 111..9 129.9 ...2.1 1~.8
1952 .............. 20.2 113.7 133.9 -5.5 1 . .4

Source.: Argentina and Mexico: From Un:tt4td Nations, Economic surveia0f IAth
'. AMriea, 1221·~22; other countries: computed Ey unite! £Iona

Dep&l'tment or ~onomic Affairs, on the basie of ort'1cia1 ltat1st1ca.

~ Quantum of exports, ucept Ceylon and Malaya, production for export.

B
[l.c At 1950 prices. I.

With respect to 19..5. .
~ BaMd on data tor national product.
:.I Bet SSOSZ'&Pb1cal output.



117 .. The production of copper in Chile te11'betwe~nhi948'a.rul"1949; and

vas 11tt1e increase in the three eucceedingyee.rs. TecbnictU problems

relating to the nature and treatment 'of the ore wre the princ1p&l factors

which have tended to prevent a. rapid expansion of output. In the CMe of

nitrates, some of the plants vere working at capacity in 1950 and 1951, and the

uncerta~nty &rising from the expansion of synthetic nltro~n probably tended to

lim1 t the growth in capacity and output during this pariod_ The 1ncreaee in

the capacity of metal working industries in ChUe permitted a sharp increaee in

the volw:ne of exports of co~r and iron aerili-manufactures in 1951, eo factor

whi ch contr i buted to the improvement of Chile I a terms of trade in.. ~hat year ..

118. The rise in the prices of rav materials l1kB rubber and copra. stimulated

some 1ncreaB~ in output for export in Far Eastern countries in 1950 and 1951.21
In Ceylon the index for rubber output reached 129 in 1951 (1948": 100) but fell .

below the base year in 1952, Fluctuations in tea production were more modera.te;

and the age composition of the coconut trees was partly responsible for the fall

in the output of coconut products before 1951.

119. In Malaya the output of rubber fell in 1949, recovered moderately in 1950

but declined sharply in 1951 and 1952. Tin production was expanded in 1949.. as

a result of the rehabilitation of the industry, but thereafter remained

comparatively stable. On the other band l the output of other agricultunJ.

export products rose steadily. Owing to these divergent trends" the co:.'9osite

index of the output of export products increased by only 8 per cent between 1948
and 1950, and the gains vere lost in the next two years.

120. The output of export crops in t~ Philippines 'W.EI stimulated by repair of'

var ..time destruction.. The r1se in domestic demand due to intern~l inflation,

however, served to retard recovery in output for export by cOD1lJuison with

domestically-consumed products in the post-war period, until 1948 or 1949~ In

the following years, the services furnished to foreign governments declined and

partly offset the expa.nsion of merchandiSE! exports.

121. In Brazil, production of coffee 19 limited by the age composition of the

coffee bushes, a result of inadequate planting during years of low coffee prices.

The high prices reached after 1949 may have helped to raise productivity through

the increased use of fertilizers, the spread of irrigation and other technical

21 It should be noted, however, that at ita peak the over-all level of production
barely exceeded the pre-war levels.



1mprovemtmta, but thGse failed to br1ng about sn increase in output until 1952 ..W ..,
The seeond IVgGst eXport prOduct, cotton, showed a. rising trend 1n production

during most of the period 1948 to 1952, but 6xporta have lagged partly because

of cb~s in quality and over..valuation of the cruZ61:rJd! and aleo, probably"

because of a. rela.tive shift to the domestic market in aome years.

122. In Egypt, the fact that suitable land ~eaources were already fully

utilized prevented more rapid expansion of cotton production after 1949. On the

other hand, in Southern Rhodesia output of the major export crop, tobacco, rose

sharply betW'een 1948 and 1950 owing to large 1nveetmente in thEt industry (though

drought caused a fall in yields in 1951, and export£!! declined).. This

illustrates the 1ag in the effects of price increases, for 1twas the rise in

prices 1n 1946 and 1947 that stimulated the increase in output; price changes

after 1948 were comparatively gmall.
123.. In numerous inetances, the riBe 1n export prices ws accompanied by

apprEtciable increases in output. Th18 happened in the case of cotton 1n Mexico

and Turkey I coffee (aside from 'Brazilian) and cacao. In some of the countries

exporting agricultural ray mtllria1e, tM expandon in exp<>rt PrQduction was

achieved. in part at the expense of food crops.. Such ',!!le the case in the Far

East,W as well as in Mexico and, probably, in Egypt. In these ca.ses the

incentive to increase the output of raw materials aroso in part ~om the fa.ct

that their pricea increased; the, fairly stable trend of cereal ~r1ce9 during
r,

the period under review probably ~nded - among other factors varying :rrom
, ~

country to country - to discourage an increase in cereal production among

exporting countries. Both cultivated area and production of wbeat and corn

tended. to remain atlll.t1onarl or to decline in Argentina and Australia. Rice

production in the Far East likewise failed to record significant gains between

1949 and 1950,"W while p~iC~8 :re"Cl9..1ned c~p~u·e.tively steady, and from 1950

onward rose only slightly.

See UnIted Nations, Economic Sur:er of Lat1~~r1c~1 1951-1252.
Ibid ..-
See United Nationa, EconO':l1ic Survey of t..<;;~!'.. and tho Far East, 1951, page 12.

Ibid., pages 8 to 13. The report discusses other factors vhich contributed
tOreduce the vol\.llllO of food production in that region.



124, Among wool exporting countriesf the course of

induced a moderato exp1:LDsion of output_ in Argent:tna, Australia and Urug'...:tay}

limited by the size of flocke.

OutE~t~~,J3..£l£.1-E~~~!2~.~,

125'J In contrast "With the t~tf~:,..dB :l.n pro:J.uction fOl" e::rpo:rt~ significant increeaee

were recorded in the out-put of otber sect0ra among nost of the countries j'Gvi~~..."ed"

As a consequ~nce p the rd,tl0 of tLe output of do:nestic industries to exports

generally :increased throug):YJUt moot c,l.' the p€l~ioo.

126.. The t::-.'ends :En out-9ut of QO'ffiCBtic ~-ndU8-G:d.e8J <>.gain j ver,= not sinti.lw:- in all

countries J' but depl2ncbd on tb" relE'.-;-,j.v~ stY,<;Dc;th 0f the facto:ts mentioned in

part 11 (fOl~ exautple f the amount of gSii:~B from trad.e D.ne the pr-oporUon retained

~li thi.n the co\mtl'Y J "the 9pcndhl.g b.bit8 of the population, the diversification

and cape.dty of domestic :tndu5tl'ies) 0 fn Rddi tiCD J the "Grends reco:tded aftet'

1948 showed the influence. of many othe3:' vDrJs,ble8 j the natul'~ s.nd atl.-ength of

'''hich differed from cQuntl'Y to cnuntTy"

127. One temporary charecterist1c of thP. P03t~W8.l~ period tn many countriee was

the e:X2stence of A. subst:iDt:1.til t.:nsatisfied c.em8.nd o This resulted p:dYfi.arily

from restrictions on international t~ede during the i~dr$ which led to a reduction

in imports into primary producing countries of consumer goods as b~11 as capital

goods. In many of these cCLnt:dea the e:r.pu.nsion of secondary industry during

the "\-Tar had increast;d the deme.:-Jd for eqllipmC'nt both for replacement and for ne'\¥

investment, whi] e in other cc,unt,'lea j the repair of war~t5.~e damage also led to

13.1:: increaB::= in the pcet.'\-l6.1:" dc::m9.lJd fOl' cecpital coo,lB 0 1:1 all these eaSEls J the

propensi ty to consume and to invest ':E:re tigh,

perm:!. tted expansion i:l thf; ca:pecity ef 1ndu8:.:::ri~l':! prcc.ucing ~apital goods as

1.rel:i as COl1aumor geode {, Hence J.' in 8c:ne cou:J.tr~_es 1 such as Argentlna 2 Brazil

a..'1d the Philippines; relatively large increases in Jutput "Were recorded in 1948

or 1949 j although gains from trtiie cOD-:ributed (}ut 11 ttle to the product of

these cm:mtrics in tl:ose yecres"

129" The inc!'f:a£e in the output of dowel'1tic indtcstties w-ae 8o~.et::!.me6 facilitat,eo.

by the fall in iI~ort priceH~

when it fl1tre:ogthened the :..nLi.ne'0ccs of the existing high pr0'f'Jens1ty to consume
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130. Another factor 'Working in the ea.me direction was the existence of' large...

scale public or pr!vate investment programmes 0 The importance of these to

under-developed countries obviously transcends short-term considerations and

in many cases such programmes are not closely related to current economic

conditions. In the present context} however,· they are significant principally

because if the nature and timing of investments permit a prompt rise 1n output,

the additional demand arising out of gains from trade is likely to be more easily

mat by additional supplies. Several instances of this relationship were observed

after 1948, for example, in Brazil, Turkey and Southern Rhodesia, among otherS.

131 .. !'1ll.au.~a.ctur1ns.. In certain countries secondary increases in output in

response to gains from trade ·were facilitated by the development and

diversification of domestic manUfacturing industries. This is due partly to

higher productiVity of industry in general, partly to relatively high income­

elasticity of demand for manufactured products, partly to greater f1e%~bi11ty in

adjusting industrial production plans and. partly to the greater readiness of .

industrial entrepreneurs to respond to ~conom1c inducements. The incentive to

increase output and thus to spread the gains in foreign trade may be expected to

be higher in countries where manufacturing industry furnishes an important

contribution to the national product, at least up to the point when a. state of

full employmept has been reached.

132. The dynamic role of secondary industry is apparent in Auetral1a, where

manufacturing development and diversification have reached Bubstantial

proportions. Australian gains from trade ,until 1951 were accompanied by

significant increases in the output of goode and services, in spite of high

propensity to import, foreign competition and the achievement of nearly full

employment of labour and capac1ty in many branches of industry.

133. In BraZil, where industry contributes one-third of the grose geographical

product, the response of the economic aystem waa similar, although the magnitudes

were different. Between 1948 and 1951, gains in foreign trade amounted on the

average to 7 per cent of the geographical product, and were associated with

larger increases in non-export production. Here the rise in the tel:"1U of' trade

took place largely during the late part of 1949 and the early monthB of 1950, but

compensatory monetary policy eaBed the impact of the improvement in the terms of

trade and permitted a more orderly reBl.Jouse Of the economic system.



, (

4. In Chile, the magnitude and timing of the changes vereeJ,though

he sequence of events was e~eentiallY similar. Chile has Bucceeded to ~

ubstant1al extent in replacing imported non-durable COMUJIller goods by d~StiC

rOducts a.1though it 119 otill dependent upon imports of most cap1tal goods and

number of raw materials and petroleum. Thus, althoush erporta represent 1. eSB
han 10 per cent of the geographical product I the significance of foreign trade

o the economy is still very great. During the period 1948 to 1951 gains in

:foreign trada, averaging about one per cent of the geographica.l product; "ere

~ccompanled by larger increases in the output of goods and services for the

domestic market. The strategic role of foreign trade was apparent in 1950:

d.ecrease in imports occurred as a consequence of the contraction in tbe capacity

o import which followed the fall in coPPer prices in 1949. Although the volume.
f imports of raw materials and the output of manufacturing industries were

intained (partly by the utilization of inventories and partly at the erpenae ot

mports of consumer goods) I total output of goods and services levelled oft and

nveBtment Buffered a significant decline $ The recovery in copper pricee during

be latter part of 1950 coupled with other favourable factore createdcond1tionB

eadirig to a renewal of the upward trend in total output during the follOWing

.
35. In the above three instances the output of industries producing for internal

kets rose faster than total output while the output of most export goods

ecame lesa (or actually fell), resulting in a relative decline in the ratio of

xporte to total output. It should be noted also tha.t economic activity was

intained in these countries not only by favoura.ble trends in foreign trade

ioos but alao by a high level of domestic investment, both pUblic and private,

136. Among countries where the industrial base is narrower, the stimulus from

~aln8 ~n foreign trade elicited only a limited response in the ahort-run. The

"favourablG movement in the terms of trac.e between 1948 and 1951 led to substantial

i;iexpana10n of imports of consumer goods; raw materials (and in certain cases

jSfoodstuff8 a.s well) and sometimes to higher land rents.

~137. Nevertheless" considerable expansion in the output of manufacturing took

~place in a number of countries" In Malaya, industrial ov.~.~ut starting from a

1i.1ow level rose nearly 75 per cent between 1948 and 1951. A similar trend,•I
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though much leas me.r~d we observable in Ceylon; Egypt and. the PhiH:ppinelS.

In thel5El cases, inadequate capacity 1n manufacturing indu9tr1eo probably l:lm1ted

the volume of' production a.nd the magnitude of industrial ~:lon..

138. In many countries et:ll'panaion in manufacturing output was facU1tated by

increased investment in industrYI1 This wae the case in Australia» Bratil and

Chile, as well 88 1n other countriee. In Southern Rhodesia, for example,

manufacturing output rose by one-third between 1948 and 1950 and further large

gains appear to have occurred in the fol100ing year., In this cMe, empl~t

in construction indicated that activity in this industry expanded e~~ than

in manufacturing. In Mexico, 1Illl.nufactur1ng production :rose by 45 per cent

betveen 1948 and 1952 but here the gains from trade probably did not ~ley 8.

deds1ve role 1n bringing about the expansion of the economy becauN- of the
limited. magnitude and erratic direction of changes in terms of trade ..

139. When the terms of trade move aga1n-et primary prOducing countriesg the

unfavourable impact on the over-all level Of economic activity can be offset,

partly or wholly, by the EnPsoe1o-n of output in industries pt'oducing for the

home market with the support of appropriate government policies. 'l'h1s vu the

case in Argentina, where the terms of trade reached e. peak in 1948 and then

deteriorated sharply. While the output of' agriculture fall" owing partly to

climatic COnditions, industrial output, including conatruction and public

utilities, though lower in 1949, therea.fter remained fairly constant until 1951,
at El. level somewha.t belov the 1948 maximum but above the volume of' earlier years ..

In contrast, the level of activity in the remaining sectors increased rapidly

until 1949, dropped back in 1950 to tha 1947 level and again fell 1n 1952.
140. Similar evidence of !ueta1ned manufacturing production ap-peared. in 1952 111

other countries affectad by the rac6sG1on in raw material prices I including

Malaya; the Ph111pp1ne5 and, probably, Ceylon.

141. The case of Argentina also exemplifies the eumulative effect. of' an adverse

movement in terms of trade.!!U The output of manuf'actures had a stabiliZing

In this country J as in others I the eff'ects were the reeul t not only at
changes in the terms of' trade but alao of other factors (see united Nations
Economic Survey of Latin Amn!1C8, ~~51.19521 cba~ter II)~



influence 1n 1949 to 1951.. ' Aa th~ terms of trade ll1t;.eadily ~ene.d after 194a
. .. ,

however, it became increaeingly difficult to maintain the supply of certain ra~.
materials and fuels, ~hile domestic marketa began to 8hrink. The turning

point was reached in 1952 when the terms of trade bad. fallen to a.bout 50 per C~~t

below the 1948 peak; So further decline in the agricultural production and in

exports, as a result of drought, forced a dra.stic c~t in imports and th1a,

together with smaller ~ubllc inveatment following the completion of the flve-y~ar

plan, reduced aggrega:te demand and was followed by a reduction in the output or

industry for the first time since 1949.

142. ManUfacturing 1nd'Uotries in the majority of primary producin,g countries ~

largely: dependent upon imported equipment and very often upon imported raw

materials. Hence, ge.::Lna from trade 1n 1950/51 resulted 1n increased imports

. in both categor1ea_ Output and the ability to absorb raw materials, however,

are limited in the sbort run by the productive capacity of the industries in

question, When a condition of full employment i9 reached, the rise in domestic

pricea stimulates the :importation of both equipment and finished conoumer goods ..

This was apparent in 1950 and 1951 in Australia as w11 ae in certain other

countries. In these cases, an adverse movement in the capacity to import 'f!JJ!J;y

later lead to a reduct:1on in imports of finished consumer goods and capital goOds

before imports of raw raaterials, fuels and, in certain cases, essential cOnsumer

goode are affected.. :In Australia, for example, the reversal in terms of trade

in 1951/52 at a time or quicklY r1a1ng imports was followed by a drop in the lev-el

of industrial production which led to the introduction of eevere restrictions on

imports in 1952.

143. In Argentina, imports of raw materials and fuels cODat1tuted more than

one-fourth of total i~8 durin1 the period 1947 to 1949, and imports of

capital goode close to ~5 pe:- cent of the tota.l in the ss.me period.. A:rter 1949,

the volume of imports of raw materials remained steady and fuel imports increased

moderately. IJirports 01: consumer goods, however .. fell by 63 per cent between the

perio.d 1941 to 1949 and 1952, while those of capital goods dropped nearly

40 per cent, although in both cases the decline vas offset in part by an

expansion hi domestic output. In Chile, the I3hort-lived contraction of 1mport9

in 1950 affected cons~r goods and fuels. Imports of capital goods levelled

off but did not actua.ll.y fall;W



141+, AtE1C)J}.tPr..~o The pattern of land. tenure, teehnicELl conditions of

production, the ave.llability of unused land and the nature and size of markets,

together with climatic conditions, are among the factQrs Which determine both

the level of' agricultural and pastoral output and its response to favourable

prices; some of these variables may tend to diminish or obscure the iDlJlediate

impact of price chanses~ In certain instances the development of agricultural

production was held down by the movement of population to the cities" encouraged

by industrial development. The output of agricultural and livestock production

between 1948 and 1951 showed, on the wole, little initial response to .sbort-run

price changes, not only in the case of export products but also in the case of

products for internal consumption.

145. With reS'pect to the latter J however l some outstanding exceptions are to be

found 1n countries where recent advances in production reflect the play of

~ factors, such as' the reha.bilitation of installations dam8.ged during the

war or ilbitt's in international demand. Thus, IndoMsia" Mal~, the Philippine'

al1C1 ~U~ SUbstantially increased their agricultural output after 1948.
146. In other caeea in which significant progress vas ach1eved in the output ot
agricultural prOduce for the domestic market, increases in prOduction vere

facilitated by gow:rmJ¥)nta.l prOgra.DB:DeB :for agricultural development. This was

the case in Colombia and Uruguay, among other Latin American countriee, as well

aB in Ceylon and. Turkey, In Ceylon, the land developnent progra.mma was

accompanied by an increase in prOduction for the domestic market of over

30 per cent between 1948 and 1951. In Turkey,' the extension of mechanization

tacilitated'the increase in output ot cereals, leading to an exportable aurplull

. ot wheat in 1952.

1~7 .. Otper sectors. Activity in services and public utilities generally

increased In most ot the countries ,reviewed. The rates of' increase were not

equal for all countr1ee or among different sectorsJ in transport and ~r

industries especially, the rise vu limited in some countries by inadequate

capacity, which could not ea811y be expanded in the ahort run.. In scoe coontr1t1

Where industries Producing for domestic markets do not contribute dgn1ticantlY

to the national income I cCllDmerce and personal' services were among the sectors

which expa.nded at a greater rate in response to gains from trade.



148.. In many instances internal commercial activity a~tll()e1; eill1Ultaneoualy

with external prices, for example, in Brazil during 1949 and 1950 and in CeylOtl

during 1950 and 1951.. In Malaya, the expa.nsion in entrep8t t1"ade during the

same yeare contributed significantly to the rise in the geogral\hical- output of

the country ..

149 .. On the other hand, price declines in 1952 were accompanied in some of the

countries by Bubstantial contraction in cO'lmllercial activity, li'b.ich ws among the

major ca.ueee of the decline in the geographical output of goOds and services

recorded.

Effects on the Course of Domes~ic Prices and the D:tatrlbut1on of Incomes

The course of domestic prices

150. In many under-developed countries inflationary tendencies appeared with the

rise in foreign trade prices after 1948. However, the magnitUde of price

increases varied greatly among countr1es l aa shown in table 7, aB did the

relative importance of inflationary forces of external or domeBtic origin and the

strength of anti-inflationary policies.

151.. In each country, therefore, changes in foreign trade prices were only one of

the forcEls at vork, and their contribution to the movement in domestic prices was

not always decisive. The influences of different variables mentioned above

ca.nnot always be clearly separated, however ~ in some cases it is possible to

indicate the strength of the influence of foreign trade prices on the course of

other prlcee. The following analysis attempts to a.bstra.ct from general

inflationary and deflationary tendencies those that were iIllmediately connected

vith foreign trade prices.

152. The composition of imports clearly influenced the course of domestic prices.

First, the relative stability of prices of cereals and, to a lesser de~ of

textiles and other consumer goods, contributed to keep the cost of living dow,

especially in cOtmtries where consumption is relatively leas diversified, vhile

in eome instances declines in the !lrices of certain imported capital goods

probably contributed to reduce production coats in industry. In countries

where rav materials constitute a. significant proportion of imports, however,



&O:V'em~nt~ in ilUPO:rt price<e< at'1id. Fic('1@ t;01"~!$p[mdi!ild les51 clol@ely:",

Furthermol"'.!3 JI ih Ci:Jt.U:l:tlde'i5 ~:L~r1ti'lnc1v.JJ M ef 1nvt.9f$tman1:. in 'tit'

m8nuf~cturing induatr1@~p Ql~ in oth~r fielda p t!~ trel1d~ in both· i~·t ~nd

d~at1c priC~8g including c~t of living it~~v t~nd~ to rle~ mo~$ a~~ly

than :in othi8r co'\mtrie@ e'

1,3'> On the other haJfl{l,IJ in ~~f of th@ cd"Jitltriitl8J g, tJil"Muc@!"s itl export indul5ltdlll'~

did not expand. the:tlr da-oo:nd. for g<'lod,B and ~ other SGctOl"i"i to the

S~ ~ent as ~~oceed~ from increaaed~ No~ only ~oduction r~ined

fairly stable in the e.~l/rt l8:ect©ll~!l 'b\crt !!i(t\1J:C] Of' tha8\<i:i cOtmtri@@ oov 1nveBt~nt

in ~~~ort industri@a aetuall~' d~clin@d; 1n ca8e~ tror~tion of ~orta and

ot~r fiaca1 IOOUUl"G'!El ""~~ ronCDg th\l1l moat s;1gl1jiJ~i'ca.n:t tooan ill of l1l't:b.tmlating

i!lPconom1c ~c.t:iv1ty in otr~r i:l1~ctorb1 of the l!'l(:onO~\f' by 1ncrr;:aaing th~ a~gat<1il

d~ fOr goods and i1le!'v:t.c~9<>

154~ In m~ of the c~~ntr.i@B r~vie~~d the cOtU"se of d~~mtic prices wa~ ~rl~~

le£llll;S cloB~ly :r<eltlt.ed to e:li."Po:t't than to lrt:lP"Ort pr'ic~~ <> The relatton bet~en

tha6e price ~~riea V~~ l~~~ clo~e$ h~\~r~ in ~ow~ countries in vhich foreign

trad~ :La t':lmall :1 no relat ion to the gro~e: geographi (;1.'l-1 Pl"'OO\:.H:t (for G%Iftl'l'lple I Brazil)

or Where $ alii in 1l\.u~trIll1aji the !'Sxpoo:t i'lieetccr :1~ clotJely integrated. 'Wl1th the ret>t

of the eco~, and tbe achieveI.'Uent of tBJubltd:'Mtj.. a11y fun emplc:'Vl1!ent in Wl.ny.
1nd.utIlt1"ie@ Hmited the magrlitude of ~ecoooary inCrea!.1!eB ef C'utput in o-ther ooet~.

·The follw1ng pe.ragraphlS 1L1idicgte br:i<t1fly @O'.m of the: major force~ act:iv~ 1n

1ndividuel ccuntr1as~

155~ In Southern Rhooe~ia$' which imp-oxts mt'U1Y :tood~tuf:rBJ WlQ COt'.,En~r goods, the

eO!!llt of living ~ 1mport prl~1\\1 t~nded to @;hov 1'>~.:ra:Uf$l t~oo~ un.tU 1951.

The expansion of ~nut&cturing output y oo~ve1"j) probably eontr!buted. 1n this ea&~

to moderate the increaeli1i in thl!!: coot of 11'"\11.0gb eOuID,teT&cting tb~ r1~~ in p:r1ct\!1

of imported goods", Egypt g 'Which a1130 & fOOd i~""tlng countl~Y y lov~r",H'i or

abolished import dutiaa on eel"'eUal and. th1a contributed to th~ i!/§t.a.hility of

:retail prtcee- and al~o peTnrl.tt.ed M :1nCl"e~ '.n foctd aruppllas in sp1~ of a

moderstf' shift production from CQ~tiU!ll ta eottcb(J 8lim'utB.neourdy ji dtr'.. :'l.e!:l

on Nn1",hea CQMU~r goodswre r~i~ed5 ~d thews,,;, ~ :n:>iW mti\t{;l!'1a1s Md capital

g~ ~e lowered, to i!rt:tmulate in,,"'e~~nt proouC'tton in manUfacturing,

This in tUl"n l~d to a eigr-.1f1cttmt in~aBe in rt!on~y in the to\rnf!"



Table 70 Indices of Prices and W~~e8 in Se1ecte
Countries?. J.949 to 1952 .

(194Cj t<::r 100)

Count~y and item 1950 1951 195#1

Austral:l.a:

234 166
348 197
185 218

1.-

"IQ8 154"'J

163 184
138 149

146 170
162 201

147 179

189 •••
100 •••
154 172

113 133
108 131

132 150

106 159

93 80

110 127

98 104
96 103

114 124

1J.8 135
127 i65
128 113

105 114

112 132
104 121

109 120
111 125

112 122

Money wages in
manufacturing

Export prices:
All items GonO~O~?O'~6

Wool o,~ () (I" 0 0,(, ~ C!l Q.o 00'" <. 0

IJleta.1a O()~G~""I"""OOOO

Im~ort prices .".~o.~?o.

Wholesale prices OOC9Gbe

Cost of living:
All items o~ono~.coo"O

Food (",. 0 ca ~ 0 • Cl 6 ~ @ 6 G ~ 0 c ~

Money wages

Wholesale prices:
All items ~ ... "4 .. "cOOOO

·Imported goods cOo"o""

Coat of living:
All items 000,,""0"".0"
Food o~,touo.t80'"O~.O

Import prices:
All 1tema <>""<>00$ ....... "

Brazil:
holiiili.....

Export prices

Ce"ll?,n:

Export prices cH'Oa",,'I)oQ<1

Import prices:
All items oeO"OOQAOO".

Grains and flour Q~ooo

Textiles oOC""~4" ... t:""<
Capital goods O"O~QC~.

Cost of living (Colombo):
All items 6~OO~OCGc~~e

Food C$~O~oOQOOGGOQOOO

r'!oney 1.fages on
p1antationB ~Qncooc~o&~C

106 144 175 136

95 98 116 136
96 9)+ 101 129
82 85 101 82
99 102 140 128

99 105 109 108
104 112 112 110

102 119 145 146



Table 7.. Indices of Prices and Wages in Selected Primary Producing
Countries, 1949 to 1952 (continued)

(1948 :: 100)

r >Cl

Country and item 1949 1950 1951 195#/

~:

Wholesale prlceel
All items •••• _O~.~., •• O••• e 114 134 175 217
Domeatlc geode .<>(I~.o ••• o~e 114 130 164 210

Food oOO~O.~900~OO"'O' •• G 109 116 137 '''0
Textiles ooeo.o'~'Ob~O~OD~ 119 138 172 a.,

Imported goods "'q"'l>iII.,o,. 115 143 200 234
Food

oooooocoO~'OO'~' •• oo. 130 189 '232 .oe
Raw materials iIt ••• OO6"rt ... " 110 134 '1-75 ....

Coat of' l1ving=
All items GO'O"'~QO'.'OO'•• 119 137 167 204
Food O.~OO~OQ.oo~o•• o.oo~•• o 115 134 169 216

Money wages in manufa.cturing 120 141 156 .e.
~~~,

Expert prices ....... \>.(' •••• , ••• 8g 115 . 182 •••
Cotton •• O~ ..... O.~ •• O.OQ.4 •• 82 145 174 106

Import prices oO ....... Goo."' •• ~. 100 101 116 ,..
Metals .O~OOQOD.oO•• oo ••• o •• 95 124 140 119
Fertilizers .o ••••.••• ~~ •... 107 107 107 107

Wholesale prices
tr.a.b.O~.O"Q•• 94 104 116 113

Cost of living:
All items .ooo.o.& ••• o~oo ••• 99 104 114 113
.Food .oo.~oo.~••• e •••••• oq •• 102 111 120 117

Money wages in industry O'.'e. 107 135 ." II 0 ••

Me;1~:

Export prices:
All items ••• ooo •• ~ ••o.o.c •• 98 173 258 187
Rubber .'OOOO.~.'.' ••••• Qe •• 92 263 388 237
Tin •••• OOG.O.O~.o••• Co •••o. 110 128 196 177

rmport pr1ces q.e.~."."'•• b. 101 115 144 129
Cost ot 11"log
(January 1949 : 100):

All items O•• oo.e.o,oO~60'~' 00. 108 136 138
Food 'COODO~'ODO~09'•• CO& •• e '0' 97 104 110



Table 7. Indices of' Prices an,dWages in Se*ect~d

Countries, ~949 to 1952 (cOnti d)
(1948 .. 100) nue

1949 -Country and item 1950 1951 1952Y-
Me:dco:---

wllo1esa1e pricca:
All items t ••• ·,·, • .,. •••• ilO 120 148 154Raw Datex':1.a.la .""" ... o.t' ll} 126 166 168

Coat of 1.1yi..ug~
All ite:Jlo •• o"".Ceo._ ••• 105 D2 126 144F,. cl *C •• OOO'C:D4'-J'CCI' .'0 101+ 108 124 144

PhUir~pines.:

Export pricelJ~ .
69ALl ite:ne &:"'(J •• 6rlt". e. 77 84 6;Ccpra •• 0"00 ••• 0- ... 0." .... ~. 74 76 48Sugar •••• ,.IiI ••• tJ ·-:> •• oe 114 ll6 118 III

Import :;?rices ..... c ........ 104 79 100 94
Wholesale prices (1.949 ': 100):

All items • •••••• t • Cl ••• 100 97 109 100
DoLleGtic goods ....... et •• 100 93 101 93IInported goods ........... 100 122 153 136

Cost of 11ving~

All items 111I •••••• la; ........ 94 93 99 95Fooe. •• \1 •• 0 ••••• ·0 ••••• 93 86 94 90
Wearing apparel ........ 95 130 175 ...

Mcney wages:
f...gr1cul.ture .. 0 .......... 104 102 103 105
U:J:ek1Ued J.abo~} Manila 104 91 99 105

Southern Rhodesia.:_.-
Export prices:

All items • .' III ............ 116 1j7 161

Import prices:
Al.l items • ... 1lI ............. 10' liO 130

Coat of liv1.ng:
All it€ms o ., ••••••••••• 106 u4 121
Food ... 9' ...... 0 •• 11 •••••• 107 121 131
C1oth:f.ng .......... 0 •••• 108 115 .l2'7



Table 1.. Indit3es of Prioes and Wages in S$leoted Primary Producing
Countri$B} 1949 to 1952 (oontinued) -

(l948 :: 100)

C:·..mtry and item 1949 1950 1951 1952!1
.. J ClI

'l'urkESZ:
Export prices:

All items ................. 100 102 121 122
Cotton •• Iii •••••• e .......... 116 112 186
Tobacco 1'."08 •• _ •• ,.0""0'0- 90 93 91 81

IDrport prices:
AU 1tetl1B ••••••• It ......... TI 91 92

Wholesale priees:
All itemaEJ .. 1$ • III ..... eo • I- ... 108 97 103 loll.
Raw mat&rlale ........-. ... , 104 94 114 108

Coat of liv1ng:
All items ......... It .......... 110 104 103 109
Food. ............. ., ........ It • 112 l~ 102 110

Souroe: United Nations, Statistical learbook,lmi !!?atAtJ: aaJ.et1n or
Stat1et1ce and otf1c1e.l natlocal etat1etice.

EJ:./ Prelim1na.ry •

£/ Domestically consumed goods.



particulB.rly af'ta.r 1949. On the other hand, the:re an .1ndlcia.tioIur that .S~!

in agriculture roee lase ra-pid.l.y and that profits of tenant farmere probably

inoreased gg~t but lees than l.and rents.

156. In Turkey J whioh had become more selt-sufficient in respect of food

Buppliee, crop failures 1n 1949 and 1950 curtailed the availability of

foodstuffs and. :raised food -prices I but in 1951 the output of cereale and le~s

(and of' agriculturel re", !J8.1ieriala) greatly increased. again. Imports of

cereals a.t relatively low prices helped to mintain domestic Bupplies o~ food ..

aM 1n 1952 I the recovery o-.f cereal production was. complete leadmg to t~e

emersence of an export BurpJ.US. Furthermore, un!t values of imported goods

generally fell after.l948, 'thus aidtns the mintenance of domestic price

stability. On the other haM.. wages ~ and mnufacturing output and

construction .. rose sharply in the cities, a.lthough 1n 1950 they had not

recovered to pre-wr leTele .

157. The stability of. imparl prices of textiles and. tood. before 1951 help6d to

me.:1nte.1n relatively stablec 'price levels in Cey'lon.. which 1a greatly dependent

on mny essential imports. Money wagea roBe cone idembly on rubber.. tea and '

coconut plantations but in urban occupltiona wages and coats aIl~eared to have

risen leas dur1ns the export boom in 1950 and. 1951. At the same titlle; the

deve1op:!l1emt of agricultural. pl"'Oduction tor internal markets a.d.d.ed. to the

effectiveness of anti-intl.aticmary policies and rising real incomes among

agriculturel producers.

158. In other countries, acme of ths factors mentioned above were alao

operative but 1n.flAtionary trends - arising in part from general sC8.rcit1ea

due to war-time destruction and from rehabilitation eX)?and.itures - brought

about a. general rise in dOtnestic prices of the saltS intensity aa tbe mCreB.e6a

:in trX>ney wages. Howver;, in some of theae countries wages :in export

1ndustriea tended to rise above the anrage. In the Philippines,

rehabilitation in agriculture vas accompanied. by Bubstantial i!lcr88.S8S :in

production. On the other hand .. the caIJEM)1ty to import generally moYed

c101fT1W.:rda; tint because o£ the d.rop in export prices in 1949 and 1951 and,

second; because of gradua::l reduction in gov8l"nm8nta1 grants. This lad. to a

contraction of' importe af"t·er 1950J reflected. in increased. '!lr1css of tlNlutactured.

goods .. wich prevented. the cost r:-f Hying from falling to the sa.me extent aa



tood prioes. Money wages in the cities declined slightly between 1949 and

1950, but r&oovered thereaf'ter.

159. In Malaya. the expansion of a.otivity in Urban ':industries only partially

mderated the inflationary consequences of a rise in import prioes 1 beoousC'J

of the laok of development of domestic industries. ACCOrdingly, the ooat

of living index in Singapore followed. the diNction and mgn1tude of the index

of import prices.

D1atr1bution of incomes and cpa.nsee in employment

160. Fluctuations in the terms of trade have a direct etrect on the distribution

or inc01I1eS accru:1ng from exports and an 1nd.1rt)ct effect through the 9&Condary

i'll!p8.ct of the changes in incomes on emplo;rmant, produotion and prioes.

Therefore, the ultlmte consequenoes of a cha.nge ~ terms of trade are not

easily distinsUishable from those of other variables. In the u:ajorlty of the

primry produoing oountries reviwed for 'Which inf'ol"'lm.tion ie available,

aggre8!Lte real incomes srev during 1948 to 1951, but a.ggresato labour inoomes

rose at a lesser and etoad,1er rate than other incomes. However, in IiIiSJlY ca.lles

in which export prices and terms ot trade fell 1n 1952, real labour income

continued to increase, 'While other incomes fell. 'lliese changes occurred

within the export s~Qr, which was the seotor 1IOst directly affected by

variations in e~rt prices, but similar changes probably occurred 1n non"

export industries in general.

161. The analysis in the preceding chapters points to some of the cauees

underlying the trends noted abaTe.: f'iret, the export boom "WaS primarily EL

phenomenon of price rathor than of quantity; second, its short duration

11.lI1ted the effeot of' inflationary increases in domestic dem:md ar18!n8 :f'roIa

gaw in foreign t7'8.do; third, the h:'.sh elasticity of the supply of labour,

especially in countries where the subsistence agrlcul~ure sector ia important,

rapidly translated increases in the dem.nd tor labour into an expansion ot
employment. end retarded the rise in real wage rates :in the nsrket economies.

162. Employment showed. rising trends until 1951 in the countries for which

information is available, .ut in, 1951 and 1952 it tended to level oft in soru

ot th811. although fev instances of actually falling emplo1'D18Jlt W'el"B not.ed.



By and large, after 1948" ~1.wa.ge rates nre lOOn $tabl~i;tha.n ..e1:ther

employm.6n1; or a.ggregate real wage15. Thus, in -the Wlort l"Im'it :appears that

the largest gainB in the standard. of living a~~ earners, especially

among the leas developed. countries, wre achie'Yed by those to:rmerl1 employed.

in the Iow-productivity sectors and WEllre brougb-t about a8 a result ot their,
shift to employment haVing~1'~1'1f1tr~ ....

163. During the~ period of rising prices before 1951.. revenue increased :in the

majority ofJritrllry producing countries ~evlewed, both :in money terms ~ in

real te:rtnB.'JEI i'he increase in revenue ended to export taxa8 .. m countries

where these were in effect - and alBo to other ta:m~.. as El. nsult ot the rise

in the val.U& of exports and. in the graBS national product. In 1949,

devaluation of' currencl~B led. in m.ny Asian and latin American countries to the

establishment or revision ot export taxes, dee1.B1ed to chamel to the treasU1'1

a proportion of the increased. 1"alue of exports. A similar process accOIIIpImled

v1despread price increases in 1950 and. .1.951. 801118 countries raised 8.dd1tiODal

revenue from profits of fiscal agencies active 1n foreien tmde or from protits

arieins from. exchange controls.

164. In !lliOst Asian oountries, proc~s f"J:tom export dut1es rose rapidly. Thus,

in Malaya the yields of ~ valorem d.uties on rubber and sliding-scale dutlee OD.

tin rose f1vef"old 'between 1948 and 1951. Revenue trom export ta:ms, which

constituted. one-fourth ot the total revenue or 'the Federation of M!Llqa in

1948, accounted tor almost one-half in 1~l. In Ceylon, proceeds trotl export

d.uties 1l!IiOre than d.oubled betwen 1948 and 1951.. and. their share in total

goT81"m1lii1mt. NVeD.U&S increaeed. 1"rom 20 per cent 1n 1948 to 36 per ccmt 1n 1951.

165. In moet oountries, hOW'fer, public revenues 1nitiall1 J.aeged behbld the

rise in the vaJ.ue of exports and of gross pr...duct • This was due in SOIIIIS casee,
to delays inTOJ.'V'ed 3.n the enactment or revision of taxes and, iD others,. to

delays :1nberm:t. in the colleotion of certain ca1;egor1es of revenue.. such 8.S

~.6/ A brief' d1soussion ot the relation ot 11uc'tUl1tione in prices and changee
in goTflmJa!mt reTenUEII 18 included. in part n. .



income taxes. Ae a oMaaquancll:'" in l~O - and ~oo. in 1951 ,> the rat1c of

publio revenue to grof!J11'l Mtional product d6lCl1ned in~ countries J! but

r~overed. in 1952 as the yi(l1l!d of' 'taJQ)s oontinued to~ wh:UeJ tM gro~f'j

geographical product tended to level off or fJ.ctmlly de<;raa~EJl.

166. In 1952 J export tame lmrs Immrad in S~ countr168 ~ and d1ffl8\~ti4l

exchange rates adJUBt~ with a viraw to'W.:rda m.iti~ting the lOl5ls of 111l0~ in

the export seotor. In these cases, 1t is probable that revanU€1 mB.1 fall after

1952.

167. In 1950 to 1952, howver p public expendit\U."e :inOl"ea.eJ~ earlisr and. l:w:rra

stead-Us thM. revenW'llp not only because of' in:f'1Atlonar,y pricl/5l mcrooE'/l!jI$ but

also beca.use of expa.ndoo. gove~nta.l. action, 1ncloo.ing the use of' food.

subsid.iee in soma countries .. as Yell as Widespread rnCnlaBSe in develo~t

expenditures. Hence, delay in the inorease of" tax receipts led to the

reduction of surplml or to actual deficits Which, to the ert(fmt thStt they

were financed from bankmg Bources I tended to (l1lDrt inflationary p~ss.ur®.

On the other hand; publio EI~ltures rEnm,1ned high or wrt'l a.ct..oo.lly lncr~aad

in 1952 in many countr1ea. Although in that :veal' I"('!i'lrOOU@ \ne except1~l..ly

high in et number of countries; it declined :in othSt"!3; in the f"utUN, thl!!l

decline in tax receipts 'im$ likely Jeope.rdh:.e deve~t plans J unlel':ll0 n~

sources of revenue or oredit can 00 de'Velapedo

The COUl"8tl1 of 1nvee~t aM. Q,eveloPP!!lt ~tM

l68. Irl.creaeEla in p:t;'Of1ts acc~mg rising prices and. h1e;har real M.tlC1n51

incomes generally 1nduce optimistic expectatlon.a amtmg \!m.tr~r§u.re ~lm hlMtce

lead to an increase in the vol\.!lDe of capital tOr'l:f!8.t1on. nt11!§ 'i!re.e ~0re.ll;r

the' case in most tmder-devalopOO. countries during thfi pt!Jriod. a.:f't.er 1948.
169. Table 8 sh<M!l trends in coosumption "1!Qd b::rve~t. Groa~ do~~tl0

capital fOl"'iZt1on roBe steeply betwen 194$ aM 19?1 in the m9.Jo1"ity of t1Ml

countries. In same of.' the Far Eastern countries J however, the ~~l

levelling off in expendItures for ~bil1t6t1an of war-t1m da~, tiog~~r

with unsettled. political conditions in certa.1n instances, con.tr1but.OO to h:1M~

the rise in capital formation.



170. In the lfJej(>r:i. ty of the oO'Wltrisa reviewed, gross capita!, formation grey

at a. greate~ rate than tba graBS gaogra:p'b.loal produot, notably in :Brazil,

Cey1on, Mexico and. Southern. :RhOdesia. In Auetra.l1a., tlw mte of 1mreaee in

oap1tal formation "WaS SIl13.l1er -than in groSl!§ product, but tha 1nlMal amounts

in 1947 to 1949 wa:re large not o."1.ly in absolute l figures b'l.i.t alao in relation

to gross gacgt'aph1.oeJ. prodUo-t.. During the period 1948 to 1952t groBS oap1tal

formation avera.ged 24 per oe:o-t of grooa produot. In Southern Rhodesia the ratio

was even la.rgar~ averaging 44 _per cent. In l'lOet ot~r oountrles) howewr, the

ratio of investment to grOBe product 'WaB much amllar, averaging 13 per, oent for

Bra.zil, 9 per cent; for 06y1oo"", 12 per oent for rJ".nile Md 15 -per' oant for ~:rloo.

171,,, The contribution of fora:1eti investment to +..he vol'l.lJm of cap! ta.l fonmtion

varied widely mnong the cOun:t.ri6a reviewed. Table 8 showa that a few oO'lm:trlelS

\f&re abJ.a to a.ttract rela.t1~e1Y large amounte of foreign oapita.l. " In Soutb&rn
, \'

Rhodee1e. the 1nf'10""" of' fore1gn capital (together 'Irl th immigrants I f'imds)

Z'e:Pr8oonted naerly three -four'tbe of tote.l capital f'OI"Dk3,tion. In other oount.r1oa

the part101pat1on. of fore 19n oapital ~El eme.1.1fjr ,17/ On the w.ole, them was

11ttla cvid.ance th.at f'oraien :1.nveetmmt - partioularly I0118-tann capital - VU

direotly l'i'lated 'to o\ti;'Tent db.e.nees in the terms of t:i:'8da to eo Bubetantiu extent.

In~ lne"tanoeBJ) ~e floY/' of' foreign oapital appol'U"ed to b€l related to

ava11e.bl11ty of zoesourofH3, oompuoative ooata, seourity of imas'emsnt, le'fEIl of

demand. fo": p:9.1"t1o...u.e.r products and similar oonslderat1or:s. In some iDBtanoes,

ou~ ca.pital movamnta (1:nol.ud1ng inoreaeea in foreign aaoota) more tJ:um of't'oot.

the 1nf'lov of fore 19n' lone- term capital. On occasion, net outward. cap!tal

~mant vas larger than tota1 ~stio oa.p!tal fO:l:"\m.t1on. .

172. ,The :result.s deoor1bed above are to some extent a oonsequence ~ the

llm'tst.1'oont p1'OCes8. Cloa.rly, the amount of In1'eBtm3nt in 'fixed ~tal ~d

not va..7 direotly ·w1:tb aoort-~rm influences, such as a rise in r:::-icee, re~••

of the magintude of Buoh char--8'E'e, when these are not expected to 1aot. 'Ibis la

because entrep..'""eoo'm'9 plan p...-oduot1on vith a view to mr..ximh:tng the net returns

expeoted d.Ul"ing the nGlrmally :Long lifetime of capitell asneta. Furt.he~,

W In BOO» oountries, 1nolud:1ng the Philippine" (pa.""'tioula.rly until 1950) end
Tur1my J f01"ei.gn gre.nts supplemented. the infllYllV et fo:rolgn (nrp1tal.
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when - as was frequently the oase in 1949 and 1950 - enterprlsEfa were working

below oapa01ty, a rice in ea1eB !Jl:'ioee over unit ooata need not 'be followed

immediately by MW investment, eX06l>t for experAlturae to put idle installations

baok into produotion and parhe.!JB to modernize production I>roosseee.

173. In adetltion, even wben the above conr.:id.eratiODS do not 9.PIlJ.J', some ti~

n<mna.lly elapoos between a. ohange in inoomes and :prof1ta and a oorresponding

cha:'1ge in the volume of investment. The delays involved generally differ among

categoriee of 1nwatroont and. may be expeoted to be longer for 1nvsatmente in
'8/fixed oa.:pi tal.'::- If in the mantim oonditions lead to a reversal of

entrepreneurial 6XJ?6o";ationa, inV0aolzlent prog:re.mmea rre.y be 'POstI>oned or

abandoood.!2/ In vi':,'i1 of t.'l).e D.mpli tude and duration of ohanges in l'rioes and

profits, the delayo i~~erent in the investment 1'rooe8a assumed great signifioance

for the less developed pr:tmary 1'roducing countries in 1948 to 1952.

174. The above ooneld.erutions al'e eS1J6c1a.lly p6rtlnent with l"esl'6ct to large..- ,

soale undertakings} whether, these 1'roauoe for export or for the domesti0 market.

In :partioular, the greater the oa.:pite.l intensity of the :P!'oouct1ve process, the

longer the expected life of the ce-pi tal assets and the more extensive thll -period

of preliminary exploration. market analysis and d.etermination of' the productive

prooess and types of equipment. the roore rlll investment decisions be divorced

from ahort-run inducements and. beoome sensitive to long-run considerations.

These oonsiderations - which genere.lly a1'Ply to mineral industries,

tre.naJ)Orte.tion, 1'ublio utili tiee an6., to a leseer extent, agricultural

enterprises - al~o tend to re6.uoe 'Ghe resl'0nse of the V(;lUInB of inveetm9nt to

changes in oUl"remt 1'rioes and profits. Inveatmnt deoisions among enteI1!!'isss

in tho e:lqlort sector are dependent on oertain add.itional factora whioh 1lla3' reduce

the influence of current deve1o~nte in an exporting countr,r still more.

---~~--
The full conaequenoea of new inveatrrent on t}'l.e outJ)ut of goods and services
1a fu.rt.har retarded by the time elapsing between the preparatory stages
of the 1'rojeot and. the oompletion a: instal1atiolla.

~e oonsequences my 'be even more serious if eJq>ecto,tions} w1 th respect to
changes in real incmre J are more elastic in B. downward than in an upward
direotion "'''hich would p!'obably ocour in the oa.es of entre~neura in
\mder-da~lo!>E'd countries embarking on nev or u..~am111ar fields.
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whether arising from favourable terms ot' tn.de or other reasons, in ind:ustriee

where the averase size of firms ie smaller, the oapital 1nteMit1 1B lower and

the lif'et1lre of oap1tal assets is shorter. In UDder-developed oountries this

-pattern obtains mora frequently in industrise produoing for tM domElatio market

and among sma~ler firms producing for erport, principally those owned by reeidents

of the exporting oountry. Rare the Hmiting faotore &re the low level of

a6.vil18s, the n~wnesB of the markets for the products of industry and the

Boaroity of oertain factors of production, includ:lng mnsgerial personnel,

industria.l teohn1oiane and skilled workers _ All theee factors inorease the

risks of :productive inveetm:mt and eimultaneoue1J' make more attractive t"l.he

traditional pattern of investment in oOllmleroia.l inventories, real eetate,

residential oonstruotion or purchase of foreign Becurities.

177. The effects of these factors are diminished in oountries 'Where the e0onotllV

ie more d.iversified. This was olearly apparent in som oountries in the process

of development (Argentina, Brazil, ~xioo and Turkey, among others) vhere, during

the :post-war :Period, t..lJ.ere 'WaS oonsiderable publio and private lnveetmnt of a

produot1ve charaoter, inoluding a number of large -sasle industrial projeots.

178. In view of the technical and inatitutional oharaoteristios mentioned in

the preoeding paragraphs, it ie to be expeoted that in priDl9.1"1 producing

oountries - espeoia.lly among the laes developed - the oourse of domestio capital

forme.tlon ehould fail in the ahort run to ensure the f"ull and adequate

ut~lization' of savings, partioularly if these ariss from wide fluctuations in

foreisn trade prioes. In these oaase (by no mans uncommon dpring the period

1~8 to 1952) the increase in protits and. savings i8 aoo~1ed by an outward

flow of exporters I profits or an a.aoumu1ation of idle foreign balances, e.nd these

movements cheok the IJOtential eeoonds.ry" effeots on 6Jn:Ployment and incomes at the

1nltie.l increase in the grOBS. Ba08T6.:Ph10 product a.acompe.ny1ng the rise in the

terms of trade.
179- In view of .the extent and intensity of fluotuations in profits and incomes

arising f'rom foreign trade influences, there e.re olear a4va.ntaBes in 1nveetmE!lnt.

po1101es by entrepreneurs of an "anti-oyolical" oharacter, whioh would help to

oompensate for fluotuations in employllll3nt and. incomes from ourrent "Production.

To the e~tent that private investment follows a different oourse, 'PUblio

1nvest:m9nt, tax and borrowing pro~s JiB3" be SO oonducted 88 to ensure the

full and adequate utilization of' savings in the short run. In partioul&l:,



~8~ be planned to offset the expansion ·of non-J)roduottve investment

during 1EIa1"S of fQvoure.bl$ terms of trad.e and to oom:penae:te for the fall in

private investment du1-1ns adverse pel"'iode. The following paragraphs Buma.r1ze

the experience of seVeral countries in t.h1e respeot.

180. Since 1948, the Burneee eooD01l\Y has been eeriouely affeoted by the

dislocation and. destruotion of the var, unsettled. polltioal oondl tiona in tbB

post-war period. and other un:favoura.ble factorB. As a :result, per oapite. gross

geographio product in 1950/51 fell 40 par oent below the levels of 1938/39.22L
!these developments were aooompa.nied by El. eerioue deoline in the levels of

emp1oY1I8nt, consumption and savings • At the same t11rfl, the Governmnt extended

the soope of its activities, including wider partioipation in the fields of

industry end cOll1m9rce) and as. 8. oonesquenoe the developmnt progI'a.Dm!' of :Bu:rme.

began to gather lOOlmI:tum. There was El. oonsiderable dlver!lion of private savings

from domestio oap1t&l,formation, part1oul8rly in thelmmediate poet-war period.

, '!bis, however, was partly otteet by the expansion of oap1tal disbursements by

publio authori ties, financed entire l.y from ourrent revenues.

181. After fe.l1ine slightly between 1947/48 and 1948/49, oonsolidated government

revenue grew eharply, from 466 mUion kyate in 1948/49 to 621 million in

1949/50 and an estimated 645 million in 1950/51, an 1no~asa of 38 per cent.

The major sources of the additional revenue were h1gbsr yields from import duties,

exoises, sales taxes and income taxes. '!he improvement in export -prioes

increased the profits of 80ve~nt boards engaged in export Mt1v1~, and

hence oontributed signifioantly to the r1se in publio revenue. Consolidated

currant expenditures roee by 19 per oent bet~n 1948/49 and 1950/51. Ca'{)it&l

expend1tures, on the other hand, increased at an aooe lerated. re.te, baving more

than doubled during the SetJ:IIS period..

182. As a result of these trends, the oonso1idated government surp1wa grew tram

53 million kyate in 1948/49 to 184 million ~e.ts in the folloWing year, only to

decrease to er million in 1950/51. The acoumulated budeetary eurp1ws vu

refleoted in the rise in the government's oash balanoe, Vh10h at tbe end of

1951 reaohed 422.4 million qats.

g£/ Eoonomio &'.rvel of' lurm, 192? (PaD8oon, 1~2).



183. Aooording to revised. est1ma.teB .1'01' 1951/52, the increase in revenue of over

20 1181' cent compared. vi th the previous year lmS aocompanied by moderately larger

ourrent expenditures and eharply increased oapital erpend1twes, the latter being

estimated at 283 million kyate, or 36 :Per cent of' total expenditure. '!be rise

in expenditure over revenue oancelled the over-all surplus in 1951/52.

184. Thus, monetary a.nd. fiscal policy in:Burma. off'aet part of the decline in

-private saViIl6. '!ha accumulation .01' oash reserves in the government sector

neutralized. the inflationary oonsequences of' the expansion of' bank loans to the

publio in the face of a :reduced BUPPly of goOds, and fa.oilitated. the .financing

of the expansion of publio investment neoessary to restore oallital equfplOOnt

destroyed during the war and raise the standard of' living above J>re ..war levels.

185. The ra.te of public investment Is to be further inoreased in 1952/53, to em

estimated 480 million kyate, or slightly over 40 'PSr cent of total publio

expmditura . A substantial part of this sum. is allooated. to the development

of' industry and mining, as well as agriculture and transport. A defioit of

29 million kyats is expeoted to be oovered largely from borrowing and drawing

upon governmnt oash balanoes.

186. The utilization of' l'ea~uroEle nov undarRemplayeG. will prOVide an 1nltial

oushion against the inflationary effeot of increases in 1nventment act1v1 ty.

The Govermmnt is aware of the need for stimulating private savings and

developins the oapital marmt to prevent the appearanoe of inflationary forces

as reoovery proc0eda. However, it ie recognized that the demands on private

l!IaViI18s for investment purposas are likely to be large, hence the authorities

propose to rely for financ1ng inveatm9nt programmes Oil :revenue darived in larse
part from hisher yields from existing taxes followiC8 the increase 1n O1J..tput of

goods and servioes. At t.he ae.J:!l' time the Union Bank of Burma has been granted

add.1 tional power over oommero1a1 banks.

187. In Brazil BO!lW3 of the major obstaoles to economio developm:mt originate in

the low levels of 1'6al ino01D9 per head and the inabil1 ty to import enough to
§!meet growing neede for cap! te.1. goods. These and other factors, including

§/ See Economic Commission for Latin /Umrioa,
EQonomy of :Brazil (E/CN.12!2l7/Add.2).

Reoent Faota and '!'rends in the..



aceo:rd1r.g to prel1m1mry d.a:ta. e gr-oSf'l in'W5~nt in. OOjrreea
abS:lorood leSB than 2 per oent of tot~!.l ol2bP1u",l i"nV''I\l$~.~'}

the med to e~ 'lmpID~t.5 ef !"8!.'W' j;jj8:;t®rl~le a~ "''all @J.~ 01'1.1'1 talgtiod,['i $ El1t\pfJasb(i!J

the 11l1'p01'tanoe of 1>.00 !oorei:lll3€l ill thi~ coun:b.";y! B O!:'l;p'~(ll ty t.\,) :l.m:port follo\dng tbi,

'l-rovemnt of ita ·tame of' t:;r"','l"", ~./f*~''I'" :1 1:''1.11\)~~ ~"';)'U:..o ~"lA:.'i-;. d1.;rtt dl' (1

188. Groas oapital for.!it.~ti{)n nearly do'tl'bJ,Ji3d bet'W'8!:'Sl:1 19-1-8 s,nti 1951; prlv81U:J. !iJJ.1d.

publio 1:r.(o/sErtrJent g;!."'Ovl1.ng at ap]?rOximatiS::Is 't:.he sa:roo ra:t-'HL Road bu:fldirlg EmU

invest'mantA3 in patroleum 'V1e:l:"'e tvl'O 1tid8111fioa::~t :1 terms l?uhlio h1\'e8t~nt, p,fj

to :pr I 'irate InwstJrent" flXBtl c8p:1:tul irrvestnl$n.ts in 1?t"1ua 'tJ:-;'r p pUblio utilitle~

Wld agriculture absorbed. 1eJr<ger funds; tJJ.an 81 the '"' cN:mstrucrtion 01:" :tXkCl"eMei[lj in
24'

inventories .~"j lA cOl'mltl.erabl.e v("jl~ of inV'.egtJOOnt, :in Bra~:.n ha~ OOl!'in direot.ed.

to the development of ooe:tc lnduatl'ys' particruUl,rlJl- :l!18t<i9.11tt'f'glc!?!J..• el1(3ime1"'ing ~1

heavy onernioal industries" IJ.'he inCreMEl ill cm1ID18!'"olal 1nve'n~CrJr10<8 '\-4"8-Jj fate1Jr

mode1"O.te until 1951.

189. The 1nera~ in +.:ne c€'ep6.city to import, and t11e evan steelj;Ydr }:'186 in

production of capital goods, I"aoi11ta.t.ed the f1!'.J9Xl.oing of these in:"roisrtl1'imt

1l!'Ogre.mmes without impairing the levels of oOl1Surrrption. Tha ~J:}n'Ual aveL"ag'$ wh~

of iMports for 1951-52 Im:reaaed by 69 :Per oent over t.i1e 8."feX'&B8 for 19-1>7-49.
ca]?ital good.s part1c1~ted. in the gr:n'1ernl m::>veoont, but :.lagged. bi'thl~[\ r~'ij'

matel":tala and. OOTIBumer goods. Annual imports of capl t..aJ~ goods t/:''OBEl onl:?' 53
par cent in 1951-52 oompared nth 19ln-49. but 1lr. 1952 they h·llTl::-e~<Eled IllS a

~oportlon of total imports.

190. In Ceylonp the i::n:provemant in ESOV'erll.n\£Hlt r~'H)@1pta 'li'hloh follmfe'Q tb-a rlae

in export p:r10($6 was also acccm:PWuad by' inoreased e1-p:erld:t tc,u"O on o\~Y"'l~nt 5l%il

oap1tal aooount. T'he latter is lar@'Jly d.ue 'U) d.~~lo1Jlll8£):t 6:;.~nQ.l1~U1"'1)

including, &!lOng cthel" p1w:la and. projeo~.t a pr'O@:1"W~ f01~ la'J;zl M'tt"" to
improve the :PJ:'{>d\l.c:t1on of food. :for d.om:H':ltio Y.~!'ket!'j» as ...-"e ~~

projects, t1"s;neport end. fool d.s~lopment~

1910 AB the 1'186 in ~"Ifenoo a1'~r 19~8 inrp-roved the l:ru~vdX1 eu:rplUE ()1i <:n.D~!t"'~nt

oooount :f'rom 31.5 million l'upee!S in 1948 to 153,2 million lrll ].'9'1 9 e~MitlL-~6

~ oapital Moount alBa :roee from 104·.0 m11U{)Jn ru~ee in to 2'22 ,0 l'diJ l1eJu

Thifi led to tlubstantial over~eU..l Mf1clta D fixlRnct'H'l b;y' 6.x'S,V.D:zg O:D\



50 par oent, folloWing an 1n:rrrovemnt in the 14""106 arid. tlle. value ..Qf&xports,,~

wa1ch l"'6duoed the over·all deficit. 'the Governm:mt, however, oontinued its

borrowlng opere:tione by BUbBtant1a1lymore than t...~e aotuW. deriai t. ~ :reBUlt

has been to inorease ita cash b~lo.noeB. In 1952, the situation was reversed;

acoord.:tng to p...""'el1m1nal'j" estimates, revenue f!'O'lll export duties fell, reduoine

total !'VrenU6a. Expenditure, howeyer, oontinu.ed. to rise - pe.rlioularly capital

e:x:pend..i tU1''e which almost doubled the figure of the previous year 8.nd was expeoted

J-o reach a total of 433,2 million rupees, f'inar~ed by further draw1ne on

accumulated oash bala.'lCes and by gl."6atly 1ncref\.eed. borroving.

192. 'me Gove:r'nmsnt sought to keep down the ex,p-anaion in the money supply by

1nore'.:'.Bing 1ts bOl:Towing f'ror.1 non-bankIng sources. Actually, loans from the

publio (inoluding lnvt1tutional aave:..·s) ~re alOOng the major sourcea of funds in
1951; 1>u'l; in 1952 the riBS in the def1ci t was acoompanied by !!lOre extensive

resort to banking fun.de. This partJ.,y offset the conseq':l611Cea of the fall in

foreign B;Besta and loans to too publjo upon the mon61 eupply; whioh therefore
. 25/ 'reInained relativaly stable dm-1ne 1951/52.-

193. The above exa:mplea illustrate ·the role of private capital in the inves'tJmnt

process as wall aa the uae of fisoal and monetary polioy by sovernments to

channel an increasing proportion of the savings of the oommuni~ into produotiva

:investment when the national prod.uct e:ll:pa1lda in !'" epcnae to improveJ!l6nt in the

'::.al":Dle of trade.· At the BalDe time; the maintenance of the volume of publio

inveetIOOnt dur1ne years of deteriorating terms of tl'-ade oontributes to offset

the o:;,ol1ne in private oap!tal formation.

194. The oapacity of produotive 1'8.011ities and t.'1e d.9gree of diversification and

1nduetl"ialitutlon o.chis-ved by the eoonOIlU determne the eff'eot1venes8 of fiscal

~aeu:reEl to promte economio developImnt durins extended periods ot deterioratins

terIllB of trade, Just Be the ee.ma faotors CJontr1bute to eat llmite to the

adequate utilization of saina from trade during periods of improvi138 terms of

trade. It le clear, hOllewr, 'that tb.a response of tile private sector to

'!he impaot of' the flna.no1al opere.tions on the ooat of living was f'urther
lessened by inoreaelng food. subsidies and by Central Bank regulation of the
reserve requi:rermnta of o~rolal banks, wich lim1ted the extent of
ore~it e~nalon,

l



telV'OU1:'able innd8 1n foreign t:rade 'Prioes 18 not al'V\\Y'S oonducive .. e1tMr 1n

timng or in direction .. to investments which promote eoonomio Mvelopmnte.

Some ot the examples in the preceding ~s demonet:r"ate tha.t during :reoent years,

t..ba tullar utilita.tion of sa1ns :trom trade for tb;5 purpose of achieving e. lasting

improvement in the use of resources rests in part upon tM wquaoy of' government

FOg:rw:nmes designed to increase the degrea of dtTereifloation and 1nd.uatrial1zation

of the eoon~.




