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EYPLANATION (7 SYM30LS

™ea following symbols have teen used throughout the report:

Three dots (...) indicete the: da%n are not evailsble or are not separately
reported,

A dmsh (-) indicates thet the emount ie nil or negligible.

A blank in a table indicetes that the item is not applicable.

A minus sign (-) indicetes & deficit or decrzese, unless otherwlse stated.

A £ull stop (.) im used to indicete decimals.

A comma (,) is used to distinguish thoussnds end millions.

A Blasgh (/) indicates & crop yoixr or filacol yrar; €.g., 1950/1951.

Use of & hyphen (-) between dates representing yeers, e.g., 1934-38, normally
signifies an annual aversge for the calendsr yeors involved, including the
beglnning end end years. “To" between the years indicates the full period, e.g.,
1947 to 1949 means 194T to 1949, inclusive.

References to "dollara" indicete United Stateo dollexrs, unless othervise
stated,

Detalls and percenteges !n tobles do not necessarily eadd to totals, because
of rounding.
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INTRODUCTLON

1. 'This paper was prepared iu rssponse to the resolution 623 (VII) adopted

by the Genersl Assembly on 29 December 1952 which inter-alia requests "the
Secretary-General to include 'in the study being prepared in compliance with
Economic snd Social Jouncil resolution 427 (XIV) au estimate of the financisl
repercussions which changes in the terms of trade between primaxry commodities

and capitnl goods and oiher manufartired goilcles pioduce on the national

incomes of countries in the process of development, and an analysis of the
distridution of those incomes". The study in response to resolution 427 (XIv)
of the Council is presented to the sixtcenth session of thz Council as E/2455,
"Relative Prices of Primary Producte and Manufsctures in Internaticnal Trade".
These two documents should, therefore, be reed conjointly. For the purpose of
the present report, it was considered thst countries in the process of economic
developument were generally emong thoae expdrting primary products.

2. It way be noted, first, thst the impact of fluctuastions in export prices inm
quite different from the impact of chenges in import prices, both with respect

to the spector of the economy immedistely affected and to subsequent repercussions,
This makes it difficult to enalyse the consequences of sinultaneous changes in
import and export prices snd to separate them from the effects of other economie
varisebles, particulsrly during short perioda.

3. In the second place, the effect of changes in foreign trade prices depends
not only on the direction, magnitude and durstion of such changes but also on

the structure and the cheracter of the economy in question.  The ultimsté effects
differ both in nature and in megnitude in sccordance with the extent of
industrialization in the economy, its degree of diversification, the compositios
and the relative importence of its foreign trade and its geographical distribution.
4, In view of the fact that changes in the terms of trede taking place during

a short period of tive cannot easily be isolated from the complex of economic
forces which act snd ianteract within snd upon sny country, the quantitative or

statietical relation o? changee in the terms of trade to observed movements in



such veriables as the national product, employment levels and prié*e levelsn,
frequently does not yield an adequate picture of the nature and strength of

the cangml influences at work., However, a comparative analysis of trends
supplemented by non-statistical information often permits s general qualitative
eveluation of the inter-relations between economic varisbles end of their
relative contribution to obgerved developme;!tsﬁ

D Part I of the present paper conteina s summary of the conclusions of the
snalysis , and is followed in part IT by & discussion of certain characteristics
of movenents in the/terma of trade end of their primary and secbnﬁ.ary effects

on the economies of the countries. Part III is concerned with the analysis of
observed economic developments in a number of primary producing countries during
the period from 1948 to 1952, in the fields of balance of payments, output of
goods and services, course of domestic prices, distribution of income, government
revenue @mnd investment. This approach has the advantege of permitting a general
appralagal of the effecta of the operation of certain economic forces upon
countrieg with quite different economies. The illustrations offered in this
appraissl were derived from a number of case studies of primsiy. producing
countries which were gelected to include examples of different stages in
development, types of exports, geographical location and currency affiliation as
well as of differences in the degree of diversification end in the relative
contribution of foreign trade %o national product.y In sddition to these case
studies, use was made of & number of recent reports, particularly those from the

United Newtions regional econcmic comniesions.

_/ The countries studled are Argentina, Australis, Brazil, Burma, Ceylon, Chile,
Egypt, Malsys, Mexico, the Philippines, Southern Rhodeeia and Turkey.
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Part I

SUMMARY AND CONCLUSIONS

6. The analysis of tremds in the international trede of primary producing
countries shows striking disparities between the magnitudes of movements in
prices end of movements in volums, Both for the primary producing group as a
vhole and for the majority of individual countries, fluctuations in the valus of
foreign trede between 1948 and 1952 were due principally to price shanges and
only to & very much smaller extent to changes in quentity. These trends departed
from the pattern prevalent in the past in which the amplitude of fluctuations in |
quantity exceeded that of fluctuations in price. .
7. The gensral trenmd of export prices in under-developed countries was slightly
downward in 1949 end the early part of 1950. However, during the second half of '
1650 and the first half of 1951 an intense upward movemsnt was recorded; thle was V
followed first by a levelling off and then by & decline which lasted throughout i
the first six months of 1952, The above pattern was most marked in the case of |
prices of rew materials, which on the whole showed the highest degree of
instability doth in the upswing after mid-1950 amd in the succesding decline,
althoggh the prices of individual commodities exhibited striking disparities as ‘
to both trends and amplitude of movement.2/ In general, food prices showed & mich
groater degres of stability., Among the prices of foodstuffs, those of cereals ‘
appear to have benefited least from tha expansion of internationsl demani, For

a mumber of them, the trends were downwerd during the early part of the period, ut
rose after 1950. The prices of certain tropical foodstuffs, however, showed much
greater variability,

8. With respect to imports, averege unit velue &s well as many individuel prices
moved slightly downward in 1949 amd the first six months of 1950. Although there
Were differences among commodities amd commodity groups, the general trend was
reversed in the second half of 19050, Thereafter import prices rose at & moderats
rete throughout 1951 armd the first six months of 1952. In & number of primary
producing countries which are large importers of cereals amd textiles, the trend

2/ Ses elso E/2U55,
3/ See E/2455.



in the prices of these groups contributed to diminish the inoreese in average unit
values of imports.

9. For primary producing countries es & whole , the terms of trade improved at a
moderete rate in 1949 and the first six months of 1950, In the succeed ing
twelve-month period the favourable movement wes more rapid, but was followed by &
Setback which by the first half of 1952 had brought the terms of trade for the
group down to the level of the first half of 1950,

10, The terms of trade of individuel countries reflect the fluctuation of their
export and import prices. As may be expected, countries exporting primary raw
materials that were in short supply fared significantly better than the average,
Whereas some cereal exporting countries were among those which showed unfavourabls
trerds in their terms of trade.

1l. As waa pointed out above, the fluctuations in export prices ard terms of ‘
trade from 1948-1952 d1d not lead to changes in the voluis of exports of comparebla
intensity. For primary producing countries as a whole, the quentum of exports
veried in the same direction es averags export prices but the rate of chenge wes
mich smaller, Fluctuations in export proceeds paralleled those in unit values of
exports throughout the period, increasing until the middle of 1951', ard thereafter
declining to a level somewhat above that of the first half of 1950,

12. In many countries the rise in export prices in 1950 and 1951 was accompanied
by an increase in the profits earned in the export sector. In soms ocountries
where export industries are owned by non-residents, the amounts of investment
income remitted abroad also tended to grow.

13. Moreover, in many countries the foreign exchange reserves of goverrments and
centrel banks rose greetly until 1951, only to fall in 1952, In other cases, the
rise in the value of sexports was followed by ocutward short-term capital movementa,
inoluding repayment of short-term borrowing by the authorities. After 1950, the
inflow of long-term capital into under-developel couniries as a whole increased
moderately, although the additional amounts were smaller than the gains from trede,
14, With respsct to output, production for export in many countries grew only
moderetely, even among the countries which benefited most from favoureble irends
in export prices, The major exceptions were fourd in countries where the capacity



of the export injustries was being expanded or in countries recovering from vare
tims damags. The low levels of inventories of export commodities in many
exporting countries also contributed to the inelastioity of the volums of exports
from 1950 to 1952.

15, In almost all countries, the output of goods and services grew faster in

the non-export sestors. The megnitude of incre&ses in production (relative to
gains arising from the Improvement in the terms of trade) was greater in countries
where manufacturing industriss were more developed and diversified although the
sontribution of mamfacturing produotion to the rise in the gross national produot
vas sometimes limited by the inadequacy of resources or the lack of panpower due
to the achievemsnt of full employment. The development of mamfacturing
industries furthsr facilitated the maintenance of employment and production during
perlods of adverse movemsnts in the terms of trede.

16. Other instances of relatively learge increeses in production for dcmestic use
were found in countries where both the levels of scontmic motivity and ths
capacity of mejor brenches - including in certein cases agriculture and transport -
ware being expanded by public or private investmsnt programmss, ~

17. In soms countries - particularly among those in whioh the industrial base i»
narrov and undiversified - the rise in commercisl activity was ocne of the major
factors in the growth of the total geographical output of goods amd services during
periods of rising terms of trede, as well as in the decline during adverse pericds.
18. Fluctuetions in extermal prices clearly influenced the course of domestio
prices and the dlstribution of incomes. However, actual tremds in each country
Wwere also determined by meny other variables, and external prices Were not always
the decisive factor.

19. In most of the countries reviewed domestic prices rose during the period 1gh8
to 1951, In meny instances the tremd of wholesale prices was perhaps closer to
fluctuations in import prices then to those in export prices, except in some
countries in which foreign trede is small compared with ths geogrephic product

or in food exporting countries whose local markets for export izroducta are
relatively large.

20, In meny of the countries importing cereals and textiles, relatively stable’
trends in the prices of these commodities contributed to diminish inflationary
pressures., In other instances, the inoreases in the production of domestic
memifactures or foodstuffs also acted in the sems direction.




21." Pmployment increcsed after 1948 in the ma Jority of thekwomntzfi'esa.for which
informetion is eveilable. The rise in employment wvas related to the growth in

stonemls activity resulting from the improvement in the terms of trade 2rd other
reasons,

22, In many of the countries » 8gpregate real wages imoreased, although at & lower
ari steadier rete than other incomss. Resl vege rates were stable or rising, but
less o than employment. In soms instances , real wage rates contimied stabls or
rising in 1952, in spite of the reversal of the terms of trade, but in these
instances smploymsnt terded to level off.

23. Public revenue inoreased, in real as well as in money terms, throughout the
yeara 1948 to 1952, following the rise in the velue of exports and in ths gross
geographioal product. However, the rise in revems initially lagged behind the
increase in the total product, but in 1952 upward tremds in tax revemie contimed,
in spite of the fall in the value of exports and in the gross product.

2k, Capital formetion inoreased at & fastsr rete than gsographicel product in &
mnber of countries. The inflow of foreign ocapital wes comparetively low, and in
8some inmtances it was more than offset by the ocutward flow of short-term investmant
anl the ascumlation of forelgn exchangs reserves; in extreme cases, thess outward
movements equalled or exceeded total capital formation,

25. The existenss of long-term investment progremmss, public or privats, in a
number of coauntries pexrmitted them to chamnel a asignificant frection of the
8dditional savings sccompanying the growth of inccmes into mroductive investment,
thns oontributing further to the expansion of the level of mroduotion and to the
inprovement of the staniard of living.



Paxrt II

NATURE AND CHARACTERISTICS OF CHANGES
IN THE TERMS OF TRADE

26, Tae sections which follow in part II of this report are concerned with
certain theoretical features of changes in the terms of trade. Rowever, the
discussion is mot intended to present an exhasustive review of the guestions
involved, but rather to show, in a brief and preliminary menner, the essential
cherpeteristics of changes in export end import priees and certain causael
relations between the terms of trade and other economic factors, with a viev
to facilitating the interpretation of observed trends in primary produciag
countries, discussed in part III of this paper. Owing to the complexity of
the caussl influences, only the more essentisl features ave discussed here;

an enalysis such as this must of necessity underplasy the role of autonomous
Zactors and other verisbles not closely related to changes in externsl prices,
elthough their practical importance may be considsrsblae. More elaborate
treatment is beyond the limits of this paper and for this reason was not
attempted here.

The Role of Foreign Trade in the Ecomomies of
Primary Producing Countries

27. The terms of trade constitute only one aspect of foreign trade
relationships.i/ The influence of changes in the terms of trade on the economies
of primery producing countries can therefore be enelysed only if the more
geaeral elfects of foreign trade on these countries ere taken into account.
28. Statistically considered, exports and imports represent a larger share

of the gross geographical product of many primary producing countries than of
most industrialized countries. Foreign trade tends to be most importent etong
less developed countries, especially if only the exchange mectors of their

cconomles ere taken into account, that is, exelusive of subsistence agriculture
sector.

1/ 1In this paper, the expression "terms of trade” demotes barter terms of
trade and is statistieally equivalent to the ratio of the export price
index to the import price index, stated as a percentage figure.



29. In a number of countries, uneven development inm paét led to the
concentration of capitsl resources end skills on industries whiéh wet tha
demand for foodstuffs and raw materials from the industrialized countries, while
other industries not so closely related to world markets remained relatively
undeveloped. Thus, wide differences have appeared with regpect to smounts of
capital employed, organization of production and processing, size of
enterprises, productivity end over-all effieiency between the export sestor,

on the one hand and domestic economic activities s on the other. This trend has
enhanced the significamnce of the export sector in relation to the rest of the
economy and has made countries particularly sensitive to vicissitudes in the
export trade end to chengea in the availrhility of imports.

30. In & few countries that are in the rocess of development, the substitution
of domeatic for imported goods has reduced the statistical ratio of imports to
geographical product, In most of these countries, however, the degree of
dependence upon imports has remained importent and it may even have increcced
because of the consequent expanaion in theily demard for the raw wateriasle, fuels
and capital goods esgential to maintein ~ or raise = 4 level of industrisl
production. Some of these countries, moreover, alsc depend upon imports for
certain of their basic foodatuffs. Hence, in the sbsence of import controls
any substantial contraction in export earnings may be felt in the supply of

rav materisls or fuels required for the normel operation of menufacturing
induatries.

31. Another imfluence of foreign trade on under-developed countries results
from its lack of stebility, evidenced by the magnitude and frequency of the
fluctuations in both the volume of trade and the prices of commodities.
Consequently, under-developed countries specializing in raw materisl exports
often exhibit, at least in their commercial export sectors, greater ingtability
than is normally found in wore industrialized countries.

32. Moxeover, the prices of the exports and imports of under-developed
countries - and sometimes the volume of exports as well - are determined in
foreign markets by forces slmost entirely outside thelr control. In the case
of exporters of rav materials, in genersl, the demand for their products depends
chiefly upon the current level of industrial production and income in more
advenced countries and on expectations concerning the future of production and
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prices, and, in the case of exporters of foodstuffs, also upon the standard of
living of the industrial population. The relatively amall individual
participation of under-developed primery producing countries in the total volume
of world trade in industriel goods tends to minimize the effects of changes in
dbmestie demand upon the price level of their import goods. Although a few
primary producing sountries may sometimes influence the nature, volume and prices
of their exports by appropriate govermment policies, the results for any .
individusl, country sttempting such a course of action are apt to be disappointing:
in the first place, the possibilities of substituting goods from other areas or
other products including competing synthetic products, tend fo linilh

the effect of output restrictions on the world price of the commodities
concerned; in the second place, unilateral attempts to expand the volume of
exports merely tend to reduce priceés and, because of the inelasticity of the
demand for raw materials and foodstuffs, to limit the increase in proceeds
aseeruing to the exporting country.g/ Purthermore, internal markets for the wmajor
exports of under-developed countries are usually too small to permit a
significant shift away from foreign markets, though there are some isclated
exceptions, including foodetuffs - particularly certain basic foodstuffs, the
supply of which is inelestic.2 "

33. To sum up, foreign trade influences are multiple and interrelated. Changes
in the relative prices of imports and exports are only one of the ways in which
they become manifest, but the effects of such changes on economic activity in
under-developed ecountries may.be widespread and, in their cumulative results

over a period of time, sometimes decisive.

2/ See United Nations, Economic Survey of Latin America, 1949, chapter II,
(Sales No. 1951.I1.G,1).

3/ However, market shifts are likely to be more frequent for some of the minor
exports of both primary and manufectured goods. In such cases, however,
producers may iamprove their domestic outlets during periods of expansion only
to find thet increases in the cost of production incident to the general price
rise st home bave weskened their competitive position in foreign markets.

In extreme cases deterioration in cost-price relatiomship is likely to leed
to a reduction in output,



' 34%. Primary producing countries are, however, ofter capable of inéi'easing. the
contribution that foreign trade makes to their economic development. First ’
these countries retain substantial control over the nature and volume of their
imports and mey teke steps to adjust the composition of their imports in
asccordance with the needs of their domestic economies and the Tresources at their
disposal. Second, governmente may institute measures to increase the proportion
of the value of exports retained within their economies and to rmaximize the
internsl flow of incomes arising ocut of & given volume of exports, guiding the
use of the additional income s0 as to further the process of economic development.

Character of Changes in the Terms of Trade

35. 1In the present context four aspects of any movement in the terms of trade
may be mentioned: 1ts locus or point of incldence, its direction, lts intensity
and its duration. Bech of these will be examined briefly in this section with e
view to indicating the nature of the economic effects it is likely to have,

The locus or point of incidence

36. Since the terms of trade represent s ratio between two price levels, &
change may be occasiozed by a movement of elther of the variasbles separately or
of both simultaneously. The effects of such variation in the terms of trade,
however, are likely to differ according to whether the change occurs in export
Prices or in ilmport prices.

A rise i export prices results in an increase in money income reslized
in the export sector from & given quantity of exports. At the ssme time, it
tends to induce an increase in the volume of production in export industries.
It ususlly sccrues initislly to a relatively small fraction of the population,
even in cases where export commodities are produced by a large number of small
Troducers.

37. Import prices generally affect coéte in the economy ss & whole; bence their
influence is ugually more widespread than that of export prices. Producers
are affected to the extent that they use lmported equipment, raw materials and
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fuels, while consumers are affected to the extent that imported goods entey
ioto consumption.‘ Hence, an improvement in the terms of trade resulting from
6 fall in import prices initially effects a larger group than when the
improvement results from & rise in export prices.

38, The succeeding sequence of evemts is also likely to be different. A rise
in export prices tends to stimulate the outﬁut of export commodities directly
and also tends to influence the output of domestic industries owing to the
increase in demend from the recipilents of the incomes initially acoruing to
the export sector. A fall in import prices tends to lower the general price
level or to increase importers' margins, or both, and may be followed by a
rise in the volume of imports, or it may facilitate an increase in the production
of industries using imported rav materisls, fuel and equipment. The process
by which these two sets of causal influences affect the économy of & primary

producing ecountry es a whole are discussed in more detail in the next section of
this report.

Direction of the change

39. There sre a number of ways in which changes in the terms of trade may
materialize. A rise in the terms of trade may take place when both export
prices and import prices rise, the former increasing more than the latter, or

it may take place because of 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 least frequently in primary
producing countries. Conversely, a fall in the terms of trade resultas from
changes corresponding to those enumerated above.



40, In the past, owing to the fact that forces generated in the more.
industrialized countries have exercised a preponderant influence o‘vernw_rice
trends in world markets, the unit values of imports and exports of primary
Producing countries have tended to vary in the ssme direction, higher export
prices being accompanied by higher import prices and vice verss, Moveuents

of import and export pricea in opposite directions are much less frequent, and
are souotimes assoclated with changes in price trends such as those that

ocour at ths turning points of a trade cycle.

k1. During periods of rising prices, higher monsey incomes asosruing to the
export sector are offest, in whole or in part, by the higher cost of‘\imports
and, during a period of falling prices, lower incomes tend to be counterbelanced
bty falling import coats. Thus, in broad terms, when the prices of imports

and exporis move in the same dirsction they tend to scancel each other's effect
on the real product of the exporting ccuntry, The inflationary and deflaticnary
influences, however, tend to act in the same direction and are thorefore

likaly to aggravate the instability of the sconomy.

Intensity and durstion of the change

42, The effect of trade fluctuations in any oountry clearly veries with

the emplitude of price fluctuations in the partioular commodities in vhich it
demls. Experience has shown that producers conocentrating on such industrial
rav paterials as ootton, copra and rubber, and such non-staple foodstuffs as
popper and cocoa, are sudbject to wmuch greater variations in price - both
year-to-year and cyclical - than producers of ceresls, such foodstuffs as
tea and bananag, and many minemls.h

s s

L/ See United Nations, Instability in Export Markets of Under-developed
Countries (Salea No.t 1952.11.A.1), chapter 2.
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43, The effects of changss in the terms of trade on the economy are a funotion
of thelr intensity and duration.y The effects of a small fluctustion - or
even one of greater intensity but short duration - mway be dispersed in many
oorners of the asconomy and cushioned by such iltems as financial reserves,
commercial inventories or consumer durables. Flustuations of greater
goverity or longer duration may lead to cumulative effects and may even produce
structural changss (for exsmple, in the importance of the export sector of

the economy) or msy greatly affect the financial strength of the government.,
L, First, the nature and strength of compensatory forces vary greatly,
according to the duration of movementa in the terms of trade.  Short-term
changes are particularly susceptible to ¢countervailing 1nfluenceé, and wany

of their effects on the econcmy become apparent only after an intervel., 1In
any event, & change in the terms of trade in due course influences the level
of economic activity. If a reversal then tekes place in the direction of the
movement, this will force (again after an interval) e revision of expeotations
end investment decisions, An sliternation of favourable and edverse changes
in terms of trade of short duretion and great intensity, such as that experienced
in the post-war period, tends therefore to delay or prevent the emsrgence of

5/ Acoording to the study cited above, average fluctuations in the prices
of primary commodities during the peried 1301 to 1951 amounted to about
14 per cent from year to year., But primary producers'! ®“vulnerability to
price fluotuations wea greatly increaasd by the fact that year-to-year
movements tended to be in the mame direotion for two to three years at a
time" (page 5), so that oyclical price declined and rises each averaged
about 27 percentage pointa - and as high as L0 points for individual
comodities, Seoular ohanges (as measured by a seven-year moving average)
occurred at a slower annual rate, of course, but the cumulative long-trend
movements resulted in total changes which “"were greater than the normal
total cyclical amplitude®, Furthormore, acoowding to another United Rations
study, Relative Prices of Exports and Imports of Under-developed Countries
(Sales No.:  19%9.II.B.3), page 23, "average prices of primary commodities
relative to manufactured goods have been ceclining over a perisd of more
than half a century. By 1938, the relative prices of primary goode had
deteriorsted by about 50 points, or one-third, since the beginning of the
period / the eighteen-seventies / a:d by about 4O points, somewhat less
than 30 per cent, since 1913%. By 1947, the 1929 position had almost been
regained, but most indices remained one sixth or one seventh below the
1913 level. .
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gecondary effscts on the sConotly. At the mams time, howsver, it eggravates
the difficulties in the way of econcmic development, fcr the helghtened
uncertainty concerning future trenis , and ths repercussiona of successive
disappointments on later decisions to spend or invest, may in many cases slgw
dom the rate of investment in fixed capital,

k5. The aignificance of eyclical fluctuations lies in their cuzulative ilmpact !
on the atructure of the economy as well as in the imediate effects of the
yeaxr-to-year movamenta.é A contimued improvement in the terms of trade,
with price incresses lasting more than a very ehort period - and expected to
ocontinue - tends to weaken the effect of the lage and the offsetiing influences,
80 that the econocmy tends to react to ths dynamic impulss of sudsequent price
rises with inoreasing momentum. Optimistic axpectations first cause an
increase in production and then give risgs to decimiona to invest, wialle
investment programmes are facilitated in turn by & rise in profits and possibly
by an inflow of foreign capital., Within the economy, the completion of each
inveatment results in an increased flow of goeds,

b6, It should be noted, however, that the lag between price incresses and

hev investment 1s likely to be longer for investments in new industries for
which technical baokground may be lacking, unsertainty surrounding the size of
market greater, and ocompetitive prompects less definite. FHencs , during
pericds in which the terms of trade axre favourable, private savings are likely
to be channelled first into existing industries and activities, particularly
export industries, reel estate, and trade, and therefore to contribute to the
diversifioation of the economy to only a moderate extent., These obstacles

to the diversification of production become easisr to overcome the longer

the duration of the favourable movement in termo of trade. In the past,
however, the trend in the terms of trede has often bssn reversed before this
process could reach significant proportions. In such case, the over-all
result of the cycls would be neutral, so far as correcting the imbalance

§/ For a study of the consequencea of ‘syclical changes in the torms of trade
on the economles of under-developed countries sse, for example, United Natims,

Eoonomic Survey of latin Americs, 1949,
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existing in the sconomic structure of the sountry was concerned, Furthermors,
postponsment of investment programmes hes more serious oonsequences during
oyclical recessions than during short-term movements, end abandonment of the
yrogramuss would lead to & waate of resources.
47, Longer cyclical movements in the terms of trade give broader scope to
. the play of inflationary effects of rising prices on the economy of primary
producing countries whils subsequent recessions magnify the deflationary
effects of falling priceas, In the absence of compensatory or unrelated
Variables,Z/ primary producing countries are likely to suffexr from both the
recessions and the recoveries of industrial countries, without obtaining the
full measure of real income ganins that attend recovery in industrial economies.

Primary and Secondary Effectsg/

48, The basic primary effect of a changs in the terms of trade is to alter .
the volume of goods and servises available to a countyy from abroad without

7/ For example, a public investment progremme of a compsnsatory oharacter
or large-scale private investment related to the development of natural
resources,

8/ The following statistioal conocepts are used throughout this papert

(a) Gains or losses from changes in the terms of trade (or more briefly
gaine or losses from traede) are defined as the product of ths quantum
of exports in any given year (at prices of the_base year, 1948) and

the changes in the terms of trede since 1948 /G = Qe (t-1)7.

(b) The capacity to import created by exports at 1948 prices (or more
briefly, the capacity to import)is the quantum of imports at 1948
Prices which can be purchased by the exports of any given year

(C = value of exports divided by index of price of imports). Gains
and losses in the terms of trede constitute one measurs of the addition
to (or the deduction from) the capacity to import due to changes in

the terme of trade. - It is related statistically to the total capacity
to import by the formula, C = Qp £ G.

{0) Grose geogrephicel output (0) is the sum of the output of all goods
and services (at 1948 prices) produced in any given year within the
geographical boundaries of a given country,

(d) Gross geographical product (P) is the sum of gross geographical
output and unilateral transfers of purchasing power between countries
arising from changes in the prices of exports and imports., An
approximate measure of the gross geographical product is given by

the formula, P = 0 # G. Viewed in this light, gross geographical
product is an approximate measure of the sum of real incomss earned
vithin the geographical boundaries of the country.



corresponding alteration ‘in the experditure of domestic effort and resources.
As indicgted above, the mdditional volume of goods and services available to
the exporting country, that 1s, the increasse in the gross geographical product,
is measured statistically by gains from trede. When export prices fall
relative 4o import Prices, the loss from trade and the decrease in the grosa
goographj cal product are measured in a corresponding msnner, A changs in ,
the termg of trede thus gives rise to a change in the countryls capacity to /
import and ite gross geographical product.

49. The actual volume of trade is a function not only of the initiel changes
In the capacity to import but also of a number of other variables, scme
unrelated, some almo affected by the terms of trade. Among the latter are

the quantum of exports, the volume of payments for financial and other services,
the dirsction and magnitudes of capital movements and the volume of Poreign
exchange xegerves, Furthermore, the cou osition of foreign trade, and the
manmner in which these variables react to 1t, determine in their turn the
subsequent movements and ultimate level of the terms of trade themselves,

0. The influence of fluctuations in the terms of trade, however, goes far
beyond its effects on the capacity to import; initial changes in real incomes
tond to modify nggrepate demexd and honce initiste a series of effects on

the output of goods and services for homs use and on the volume of importa.
Furthermoxe, in the export sector the output normally varies in response to
Price fluctuationsa, Cutput and price Jjointly determine export proceede and
strongly influence ths level of incomes.

51, The wolume and composition of importe in turn both refleot and react on
the, level and structure of production for home use. Furthermore, export and
import prices are constituent elements of the general price level ard in many
under-developed countries are among its mejor components. Thus, any changes in
guoch prices bring about movements in the generel price level, resulting first
from the impact of the ohanges themselves and then from secondary effects of
movements induoced in the domestic sconoty.

52. In operation the consequenses for the balance of payments, ocutput and
Price level complemsnt one another. Each reacts on the others and jJointly with
unrelated variables to bring ebout e new level of economic activity, employment
and incoms, and to ohange the distribution of this incoms among the various
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factors of produstion and hence between consumption and investment. The
mechanism through whioch these intermotions take place merits slightly moxe
detailed description. ' ‘

53, Fluctuations in sxport prices give rise initially to changes in wonstary
incomea acorwing to firms active in producing, processing and trading export
commodities. These inooms changes are usually followed by fluctuations in
demand schedules., The sffects on other prices vary according to the ciroumstances,
dspending, 11; pertioular, on entrepreneurial expectations as to the future
course of prices, on the degres of competition among buyers and sellers, end
on the elasticity of the supply of commodities and other factors of "production,
54, When dealers in any market operate in competition with one another,
changes in prices are likely to be paased on promptly to the producers from
whom they buy. When comperatively few dealers face a large number of unorgsnised
Producers, price inoreamses tend to be retainsd longer by dealers, and prioce
decreases tend to be pagsed on more promptly.

55. A similar pattern obtaing when the export trade is oonduoted by the
producing enterpriges themselves. Where a few firms deal with a large mimber
of unorganized suppliers and vorkers, price rises in the international market
tend to bo retained by those firms.

56. In the normal case, a rise in export prioes should inocrease profits in

the export sector and thus induce producers in that sector to enlarge thelr
supplies. The response of the producers depends, among other things, on

the intensity and duretion of the price movement, discussed above, the nature

of the commodities involved, the structure of the industrise, the capacity of
the industries and of anscillary installaticns, and the tax and foreign exchange
policies of the countriea. Furthermore, induoementa to sexport industries
derive from & rise in unit prices of export products relative to unit costs)
hence the trends in import prices and demestic prices also influenoce the
reaponse of those industries. In particular, import prices affect them in

e direct manner to the extent that the firma use imported equipment and
intermediate goods and indirectly to the extent to which import prices cause )
the gensxal level of prices and wages to vary. Since the latter factor opsrates
only after a lag, changes in export prices tend to be the predominant influenoe,
.i ‘ aiff least initislly,



5T« It 45 to be expected that initiel increases in the output of export

commodit$es will be moderste unless there was originelly a substantial amount

of idle cgpacity that could speedily be put into operation. Crop produstion
tends to change only aslowly end the same is true, perhaps to a greater degree, of
non-ennugl crops and forest produsts; in mineral exporting countries

production plans of wines may not be easy to adjust. To the extent that
roduction for export rises, it tends to increase still further both ths proceeds
of exports and the incomes in the export gector, The inorease in the demand for
goods and services in that sector reinforces the influence of the initisl rise in
export pr-ices on other industries, but if tremds in international markets foree a
dovnward revision of expectations before the increase in output has fully
material £ zed, then the effects on domestic prices and wages are likely to be °
smaller,

58. The influensce of a rise in export prices on the output of goods and services
in domestic industries differs both in timing and in magnitude from its influsnce
on production for export, and is primarily a function of the distribution of
additionm) incomes earned in the export seotor, the portion of those incomss
vhich the original recipients transfer to the flow of domsstic payments, the
spending hsbits of the population and tha capecity of the economy to adjust
itself to changes in demand, Oains sccruing to export firms may be partly
transferred abroad in the form of remittences of profits and interest or in
prayment for imports neasessary for the production of exports, Part of the gain
is reguired for freight and insurance payments; another part may be retained as
foreifgn exchange assets.

59. Nevextheless, the recipients of additionsl income probably increase their
domestic expenditures and - to the extent that expenditures are directed to the
purchase of domestically produced goods and services - thus astimulate output

in other industries, after an intervel. Becnuse of its cumulative effest, the
ultimate dncrease in output may be several times laerger than the primary geins in
tiade, ‘That part of the additional expenditure vhich is divected towerds the
purchase of imported goods and services similarly induces an expansion of
production and inoreases incomes in the countries supplying such imports,< in this

sxtent that these incomes are used to purchase additional exports of ths
primary producing country, the latter recelves a secondary stimulus couparable
in nature, but probably not in timing or magnitude, with the stimlus provided
by domstic purchases of the beneficiaries of the rise in terms of trads,




case, the effects in the primery produsing country are limited to.additional
activity smong importers, merchants and inland trengport firms. This tends to be
the case when most of the gains from trade acorue (0 a gmell number of individusls,
either because of concentration of producticn in the export sector or for sush
organizstional reasons as those mentioned earlier in this section,

60. The inoresse in thes demand for consumer goods is greater when low income
groups receive a larger share of the additionsl inmcome. When a larger proportlon
of the latter accruss to high incoms groups, the demand for capltal goods and
fixed assets increases correspondingly, at least to ths extent that export prooeeds
are not transferred sbrosd, .

61, In general, vhen domestic agrisulture and industry are undeveloped and
undiversified, the response of these sectors to sdditional demend is likely to be
slower and smsller, partly because of limited techniocal possibilities for
increasing produetion rapidly and partly because of the more limited response of
producars to economic inducemsnts in the short run. Conversely, a more daveloped
and diversified industrial base permits a larger and more rapid inorease in
produetion,

62, On the other hamd, incresse in the output in sectors producing for domestic
use is limited by the capacity of industries and the amount of idle rescurces
that can be put into productive use, and is slso dependent on the elasticity of
the supply of labour,

63, However, vhile the processes described sbove are taking place, prices of
lmports do not remein stable. In the more frequent case, an upward trend in

the export price is ascompanied by parallel trends in the prices of imports.

A gensral rise in the import prices tends to inorease the domeptic price level
{or to reinforce an inflationary increase due to other causes), There umay be a
tendency to substitute domestic for foreign commodities, depending upon the
strusture of imports and the nature of domestic production, as well as the
relative level of domestic prices, Should prices of foodstuffs and finished
consumers’ goods increase relative to those of raw materisls, this type of
substitution might have a favourable effect on the cutput of domestic industries,
In any case it is likely that imports of such categories as are not produced

in the country (particularly dursbles, and high-quality or specialized goods)

vill rise becesuse of the increase in aggregate incomes and in demand. A rise

in prices of capital goods, rew meterials and fuels may force s reduction on



imports of producers'goods which would adverssly affect ‘the output 6f local
manufacturing industries apd would ultimately result in an increase in the imports
of finished consumey goods,
64, On the other hand, a £all in import prices gives rise to opposite effects to
those of a rise in import prices. Lower prices for equipment and raw materials
facilitate an increese in the output of domsstically produced goods while lower
prices of similar imported cmditiea ney induce a trend towards substitution of
imported for domestic goods
65. The inoresse in economic astivity following a rise in the price of exports is
also reflected in a favoursble rise in the Gsmand for labour, Employment
increases unless the econony has already substantially approximated a condition
of full employment, This is not usually the case in the less developed primary
producing countries, in which a relatively large proportion of the population
is engaged in low-productivity csccupations, including subaistence agriculture,
In these conditions, an increamse in the demand for labour in urban sectors and in
commercial agriculture induces a shift in employment 0 oceupations with higher
productivity,
66. For the economy as e ¥hols,these transfers in employment lead to an
improvement in the overall productivity of labour, tending to offset the
unfavourable effects of a relative increase in the proportion of untrained workars
in the wmore productive branches of aotivity.-/ Further expansion in economlc
activity is faciltated, inter alia first, by *he supply of relatively cheap labour,
second, by consumption expenditures of the extre wage earnsrs (including their
initial expenditures for semi-durable goods) and third by investment expenditures to
meet the increased demand for housing and socisl services.

10/ It may be noted, however, that in both alternatives (that is rising or falling
import prices) the government can often take steps to prevent or limit
unfavourable effects of changes in import prices on the output of domestic
industriss, for exsmple, through custom duties or controls over the volume and
composition of imports, directed to facilitate the supply of raw materials and
equipment and to discourage excessive competition from imported goods,

11/ In Argentina, Australia, Brazil and Southern Rhodesie, migration from ebroad
played a somewhat similar role to such internal trensfers of population, and in

some of these countries both types of population movement ocourred simultaneously.
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67. “the course of wage rates in ths market economy depends on several factors,
many of them unrelated to externsl prises. On the one hand, the high degree of
elasticity in ths supply of labour in many of the less developed countries sets s
limit to the magnitude of any wege inmecreases, although these usually teke place,
particularly in industries most favoured by the current prosperity. Pressure
for wage increases is greater 4f prices of basic consumer goods are rising.
Finally, the extent of labour orgenization influsnces the bargaining position of
the wege earning sector and hence, its share of the additional income.
68. Subsequent unfavoursble dsvelopments in the market economy leed to
divergent éffects, dspanding upon the duration of the preceding rise. If the
latter was of short duration, a decline in employment in the msrket economy may
in many of the less developed sountries result in the return of redundant
labour to the subsistence economy and in an increase in disguised unsmployment.
But if the duration of the rise permitted migrants to become adjusted to
relatively higher urban standards of living » and eonsequently relugtant to
resume thely former scale - open urban unemployment, wuich greatly adds to
dsflationary forces at work, may arise, The former sequence of events seems to
have taken place in Northern Rhodesis following the combletion of the first phase
of mining investment in the early ninsteen-thirties, while the second took place
to some sxtent in Bolivia during the depression of 1929 to 1932,
69. The magnitude of inflationary or deflaticnary influences of chenges in
external prices - like the influsences of these changes on the volume of production-
depends on the ratio of exports or imports in the geographical product of the
country, the diversification end development of the economy as & whole and the
elagticity of the supply of Zasctors of production. If, for example, foreign
trade pricas rise, the consequences on the general price level tend to be
greater vhen imports and em are a larger fraction of the geographieal product
of the country., Conversely, to the extent that sdditional demand for goods
during periods of rising prices can be mat by increases in production, such gains
in export and import prices become diffused throughout the economy and their
influence on the general grice level is probably weakensd, But as full utiligation
of productive capacity and labour is approached, a rise in costs and prices
provebly takes place, together with a diversion of demand to imported commodities;
. 1in this case ths larger proportion of imported goods in consumption and investment
' 8l80 increases the influence of external prices on the genéral price lesvel.




70. On the other hend, in meny of the less dewveloped countries, where the
importance of the exchange economy is small pecause of the isolation of the export
sector and the magnitude of subsistence agrisulture, vast sectors of the economy
remain little affeetéd by the consequences of prise fluctuations, Thuse these
countries escape sexrious inflation a.nd deflption at the exprnse of under
employment of toelr human and natural resources.
Tl. It wmay elsd be notad that the magnitude of the inflationary or deflationary
forces is directly related %o the amplitude of the change in externsl prices and
to the duration of the movement. Serious in¥lation following a rise in export
prices is compatible with a deterioraiion in the terms of trade, for import
prices may rise faster than export prices. However, to the extent that the
terus of trade actually move in favour of a giwven country, the pace of the
inflationary process may be retarded by the additional output on the part of
domestic injustry and by relatively cheap imports, especially if basic consumer
goods form a significant part of such imports . It mey also be retarded by the
existence of inventorles of lower priced goodsm and by price regulation, rationing
and so on, although these influences tend to weﬁken with the passegs of time,
T2. 1If in a later period export prices fall when import prices are still rising,
either inflationary or deflationary tendencies may predominate. However, when
the export sector is relatively isolated from the rest of the economy,
inflationary tendencies may initislly prevail . On the other hand, if there iz a
severe drop in employaent and production in the export sector, it may lead to
sericus deflastionary effects 1n the other economic sectors unless compensatory
fiseal and monetary policies are pursued,
T3. A fall in both export end import prices s generally likely to be
deflationary and to lead to a pequence of events oppsite to that flowing from
a rise in foreign trede prices. The transition from rising to falling prices,
however, may be mavrked by an aggravation of domestic inflationsry pressures,
74. The foregoing sequence is modified when domestic markets for export goods
- are significant, espe-cially in the case of food exporting countriea, Here, a
rise in the prices of exportable foodstuffs, may, barring govermmental action to
control the rise of domestic prices, augment xeal incomes in the export sector by
transfer from domestic as well as from foreign consumers and may thsrefore generate
wmore gevere pressures ¢l reel wages and domestic prices in the urban seotors,



If this is followed by & dsclins in export prices when other prices are rising,
inflationary pressures mey then abats to the extent that domestie food prices
reflect the drop in eXport prices. But if producers and retailers succeed in
maintaining the domestisc level, the internal situation tends to rewain as sbove,
T75. Bacause of the increasing importance of governmental action in the econouie
1ife of under-developed countries, particularly in regard to econcmic development,
spesial interest attaches to fiscal policies in relation to trade fluetuations and
to the consequences of price flustuations on governmsnt revenus and expenditure.
75. The initial effect of the rise in export prices is felt principally through
taxes on the commodities affected. Where export taxes exist, and especially
where tax rates are ralsed during a pericd of rising export prices, the increesed '
value of exports of course raises govermment revenues, A fundamental factor is
the structure of the tax system, A fav of the countries specializing in exports
of primary produsts are still heavily dependsnt upon export taxes, Others -
among them Austyralis, Chile and Southern Rhodesia - derive part of their revemue from
taxes on sales of export products, and incomes of exporters or, in socme instances
from forelign exchange profits arising out of differential exchange rates. Still
others operate' export monopolies or divectly control export trads in other wvays.
Almost ell the govermnments depend on revenue from customs, though t0 a varying
degree. In the last analysis, the fiscal significance of export flustustions
extends throughout the entire national economy, in that these fluctuations influence
the yleld of income taxes, excises and other levies, imcluding duties on imports
made possible by exx’:or‘bax]-‘-?j .

T7. However, indirect consequences of the rise in export prices om public
finances are likely to offset much of the initisl improvements in revemse., Far
example, initial gains in tax revenues and foreign exchange rescurces may lead

%o extensive govermment expenditures on the mssumption that the gains are likely
to continue, This would increase the cost of government operations and, to the
extent that expenditures anticipate or exceed the rise in revenue ; budgetary .
swpluses would be reduced, or deficits increased, thus adding to inflationary
pregsures, Under these oircumstances, it is not unlikely that inflation would
add more to govermment costs then to govermment revenues,

E? It is estimated that in Venegzuele, to take s striking case, exports of
) petroleun account, directly and indirectly, for sbout three-quarters of the budget
revenue, while in Chile, copper similarly accounts for ons-third of the total
revecue (United Nations, Measures for the Economic Development of Under Deve
. Countries (Sales No.: 1951, IT. e




T8. The initial effects of a rise in import prices on cuatom revenuee &apend
on the character of the duties and the elssticity of demand If demand 18
inslastic, there voullds a moderate addition to custom revenues ie the dutdes
were specific, but the addition to custom revenues would probebly be
substantial if there were ad vamlorem texes.

T9s The dangers of domestle inflation arise in the case of incressing mort
prices as with rising export prices. If inflation materializes, it affects
the costs of govermnment operations, as in the case of rising export prices.
This problem is particularly serious if the affected goods are important in the
cost of living, for the govermment may then become involved in expensive subsidies.
If the rise in import prices affects the copt of imported capital goods, the
danger to development programmes is obvious,

80, If the inflationary sequence mentioned sbove becomes pronounced, and
export prices level off or fall followirg a period of rising “rends, the problem
of financing govermment operations becomes more severe, oving to the drop in
revenues in the face of rising costs. These developments are of particularly
grave import when expenditures include long-term progremmes for economic '
development. Unless the govermment is sble to develop sources of additional
fevenue or enter upon deficit epending, the completion of the dewvelopment
projects is seriously delayed.




Paxrd III

© CHARGES IN THE TERMS OF TRADE OF PRIMARY PRODUCING COUNIRIES
FROM 1948 10 1952, AND THEIR EFFECTS ON ECONOMIC DEVELOPMENT

él. m folloving sections are concerned vith the iwpact of recent changes
in- tarms of trede on the sconomies of certain primery producing countries.
The anslysis follows the effects of this ilwpact on the balence of paywents,
the output of goods eand sexvices, the price system, the distribution of
incomes, and public revemues and expenditures.

82, The period selected for analysis, the years 1948 %o 1952, has en obvious
bearing on the resultas, With respect to exports of primary products, the
péeriod was marksd by the recurrence of extensive fluctuations in international
demand accompanied by wide price swings affecting many primary products.
Jwport prices exhibited less marked fluctuations ez a whole, although
vaeristions recoxded for smaller homogenecus groups‘ of manufactures were
substantial, )

83. The present analysis pays more sttention to influences wvhich are more
conspleuous in the short run. It is believed that this epproach 1s Justified
by the nature and duration of price and quantum wovemente in foreign trade
during thies period, Nevertheless, these short-term relations do not exhaust
the influence of terms of trade on the esononmy, and hence longer term effects
discussed in general im psrt II should alsc be borne in mindcy

84, /Tt 15 clear that changes in terms of trade in a given period are only
one of the variables bearing upon the decisions of producers, ccnsumers and
public authorities in any country. Foreign trade itself brings different
forces to bear; among them the state of world markets for given commodities,
geographic shifts in supply and demand, the situation in capital warkets and
other conditiors. Pest movements in terms of trade are themselves also a
casual influence in so far as their impact is usually transmitted to the
sconony with lags of varying duration. Many other forces not directly

1/ In sddition, it way be noted that the statisticel magnitudes vary with
the bese year chosen. In this paper, the year 1948 was sdopted es the
base year since in many countries - though by mo means in all - it marked
the end of the period of poet-war reconversion and restocking.




related o foreign econcmie relations are likewise sctive in influsncing
economic 4rends. Hence, this peper does not attempt en exhsustive quentitative
analysis of the consequences of changes in the terns of trede, but rather e
general evaluation of the jJoint influence of moveuents in the terms of trade
end of o¢her variebles in a number of primry producing countries,

c‘haracteriatiqa of Movewsnts im Terus of Trade during the Period

85. The terms of trade turmed steedily in favour of primery producing countries
‘ns e vhole i.n'191#9 and the first half of 1950, owing to the fact that e woderste
decline in the index of unit value of exports was wore than offset by & larger
drop in t¢the unit value of their imports. As shown in teble 1, during the first
81X months of 1950, the composite index of the terms of trsde was 110 (19482100),
From the second half of 1950, the intensity of the changes became greater, The
teruws of trade index rose in the first half of 1951 to & level of 128, but ‘

during the succeeding periods receded to & point practically identical with
that of early 1950. The unit value of ilmports into primary producing countries
rose ste@dily during much of this intervel, though the rate of increase
slackened apprecisbly in 1952, The unit velue of exports, howsver, recorded
an inerewase of nearly 35 per cent, between July 1950 and June 1951, only to
lose neamxly half the gain during the following twelve wmonths,
86. Changes in ibe terms of trade of individusl primary producing eountries,
Nmed in table 2, show weny deviations resulting from differences in the
nature and composition of their exports and imports, in the gecgraphicsl
pattern of their forelgn irade and in the cherscter of their trade relations,
" and also from statieticel discrepancies in coverege, welghting systems and
base pexricds. Indices of export and import unit values vere also affected .
by chengges in the international value of the wonsztary units.
“8T. Wide vaeriations in expost unit veluss ave recordsd among most of the
oxXportex-e of rawv materiale though? at one time %0 be in short supply, such as
cotton, fats and oils, hides, certain non-ferrous metals, rubber and wool, and
also in the case of coffee exporters. Thus, export unit valuss of Australis,
exil, Ceylon, Egypt, Melaye and Southorn Rhodesis showed geins of between
per cent and 156 per cent betveen 1948 end 1951. As migot have been expected,
mny of these countries the subsequent; 4ip in aw matezial prices wvad

?oiﬂly ereat




Teble 1. - :Indices of Unit Velues of Exports snd Imports

and Terns of Trede -

of Primary Producing Countvies as e Group, 195,9 to 1952 (1948100)
Unit Value Terms of
Period “Tmports Trade
%11:8"' Balfeevossssscecoccsossane 101 95 106
Becond half eaossanceacsss sseceo % 88 108
Fail Y88Yso0vccavsvvoovenoscovcae w op 107
girst halfeveceoecosovoe o.'e'o‘n evee ‘9L 85 110
Second helfccsevescocasoobaensss 105 88 119
m'llm....‘.‘.......'.....‘... ” % 115
10911
BY half cocvecsvscsosvenssace 125 % 128
Second half cecsevesorsssssassscss 125 104 118
Full Y88 esscanosegnacsrsocagonss 12!0' 101 125
=
vt w._oc\-ctooo.oo.oo-.oooo 115 108 110

(Bales No.

letin of Statistics WOrld Economio

Source: United Nations, Bul
ﬁ%‘&é‘- o ?%‘M"

1950,

oIIoCog)
1%1 ‘n oE 010) L]

.Based on export and unit value date, expressed in United States

dollars, and relating to primexy producing countries of Asie
(except Japan), Latin America, Africa end Oceania;

Pinlend, Spain and Yugoslevia.

wagnitude of the changrs.

and Canads,
In view of the composite character
of the date, figures are mtcndndtaoconwyoulytheordwof



‘Table 2. Indices of Unit Volues of Exports cnd Inports , and. Térus of'l‘rade TE
of Selec%ed Primery Producing Countries, 1949 to 1952 (1648%100)

"y

Country and itcms 1949 1950 1651 19508/
Argentine:®
Unit value of ?Xporﬁspcope.ooo"no.cn 85.6 71"-3 coe aee
Unit value of . “DOrSBesevasacsvasaes 0% . 88.5 eoe ces
Terms of tr&denaaearouvuu)\uoauun Cy.l 8‘400 vee ees
Australia:sj
1% velue oOf exporb8aecssssssccceee 118 13 234 166
Unit velue of 1!:11}01"('.5.-.....“..-." 105 11 138 15‘!‘
Terws of tredeisscccesesescesannae 112 118 170 107
Brazil:
BniE value of expor":s.....n.-'.‘uau 106 159 189 [T
Uni¢ value of 1mp0rt5.,qootedun'tclkulo 93 &) 100 eee
Terms of tredecscecssccossassscaso 11h 199 1.89 oo
Burma:y
" Unit value of eXport8.ssescesssessss 102 91 126 151
Unit value of import8.isessseonsesss 10 132 (&) 85
Terms of tredeccecsecnerscoscsvvee 9"‘ 73 175 162
g_a%}.on:
it value of export8iccessccsconnne 106 14k 175 152
Unit value of iuports8.seecseseconars 95 98 116 13
Terms Of trﬂ.do:.:..:t..oao-n.ohoaht 112 11!'7 151 100
Chile:y
——B;J—i-t velue of exporta.-.uo.-.u.‘... 96 105 133 ""
Unit V&luﬂ of impOrtﬁontothnoucacoaat 96 9? 107 seo
Torms of trad€ccscssosvesscccossae 100 llj ]-2"" )
S 180 ‘
1t value of exXportBecccsscesssases  OJ 115 To¢ voe
Unit velus of 1mp0rtﬂ.-o00toaeovcooo 100 101 ils see
Terme of txadB.cocssssesosevsssave g') llh 5 e
Maleya:
nit m}-uﬂ of axpor‘t‘sno-sn-(‘aoea.oce 98 173 222 11:2';
Unit value of {uport8ieccenccovsessccs 101 115 L lhs
Tem Of umegu'oueoa-ivvnl'uuo.l 97 150 179
Hexico:-e-/
T;m of trad@sceeccosssosevenescs 89 92 10? gr
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Table 2 « gontinued

Country and items 1649 1950 1951 1.9529/
Philippines!
Unit value of eXportBsccccosscscase 62 T7 84 an
"Uni’ value of {mportBcceccacsscscves X0 19 100 9“-
Terms of trad@ccesccevcocscssencve 66 97 84 68
Southern Rhodesia:
ﬁnit value Of eXportBeevcesccccossns 116 137 161 Y
Unit value of 1m'portﬂ.u-..n...n. 103 110 150 P
Terus of trad®sucscssvecesoveccse 115 12!‘ 124 ess
Turkey:
nit value of emtﬂnooonooooetooo 100 ) 102 121 122
Unit value of importBecsccccoveesas gl 7 91 %
Terms of trad@cccssccccsceccseace 106 1-32 153 153

Sources: United Netions Statistieal Yearbook, 1%, y
Bulletin of Statistics )

s/ Preliuinary.
b/ Dollar terms of trade

¢/ Twelve months ending 30 June of year stated,

4/ Twelve months ending 30 September of year stated.

e! Source: Econowic Survey of Latin Americs, 1951-52,

United Netiong Month
steatistics of the countries.



88 ' Trends were different in countries exporting chiefly cereals and meat.
.The unit values -of cereal exports of Argentine and Burma showed moderate
geins or failed to increase, though in each of thes¢ cases prices of other
exports rose end average unit values increased. In the case of “he

Philippines, snd in other countries as well, there were conflicting trends in
the unit velues df wajor export products. '

89. 1In most countries, import unit velues showed & tendency to £l in 1949,
to recover in 1950 and to rise theresfter. Although in wost of these countries
- the range of iwports is wore diverse than ths z;ange of exports; certain genersl
trends are seen. For example, countries which import significant quantities
of cereals and textiles tended to record steble or declining levels of import
unit values, particularly until 1950. However, importers of rew materials
were affected by the increases in some commodities during 1950 end 1951. The
fell in the iwport unit values of some countries during 1949 was also due in
part to lower prices following the iuprovement in supplies of raw materials and
even in some types of wmanufactured gaods after the end of the posgt-war boom.
90. The wmonetary develuations of 1949 are reflected in the unit values of
exporta and lmports of meny countries. Sterling area countries, particularly,
tended as a whole to show a steedier upward trend in import prices than other
countriea; At the same time, export prices showed greater upward movements
until 1951 than other countries as a conseguenge of the more rapld incresse in
sterling prices as compared with dollar prices.

9l. As a consegquence of veried trends in export and import prices, terms of
tréd.e rose after 1948 and 1949 in most primary producing countries, slthough inm
s Tew instances improved adjustment in world demand to world supply after 1948
brought s detsrioretion in the terms of trade which persisted during the rest
of the paricd. In most other cases, significant increeses were recorded after
1948, pafticulutly among exporters of commodities in short supply, although
gains were lavgely erased by the recession in rav material prices in 1952.
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Effects on the Balence of Payments

Elasticity in the supply of exports

9., It was noted earlier that changes in the prices of expor'ts of primary
producing countries are often accompanied by wmovements in volume in the seme
direction but -of wider smplitude., These changes influsnce the gross value

of exports and hence magnify fluctuations in the capscity to import - a pattern
which prevailed ‘in the paafrj but was often submerged during the period 1948

to 1952. The supply of exports was generally inelastic, as & result of which -
for the majority of primary producing countries - changes in prioce rath@_c than
fluctuations in the volume of exports were the major influence on thae increese
in the capacity to import.

93, Teble 3 confirms that the increases in the capacity to iuport of primary
producing countries as a whole were more the result of favoureble terms of treds
than expansion in the volume of exports. Improvement in the terms of trade
is reflected in the gains from trade, which grew steadily until the first half
of 1950, snd rose higher during the next twelve wonths., At their peak, during
the first six months of 1951, gains from trade contributed an increase of 32
per cent to the capacity to import, compared with 1948, The volume of exports
sagged in 1949 under the depressive influence of a decline in international
demand, but recovered in 1950 and 1951, The maximum gain in the volume of
exports was alsc reached during the first six months of 1951, when the increase
edded 1k per cent to the capacity to import. As a joint result of these
changes in prices and volume of exports, the capacity of primary producing
countries to import rose by LS per cent over the base year 1948, However,
less than one-third of the total increase was due to an expansion in the volume
of exports while more than two-thirds resulted from the improvement in the terms
of trade.

94, During the second half of 1951 the capacity to import lost about half

the gains made since 1948, This was due to declines both in gains from trade

_ and in volume of axports to points below the peaks reached in the earlier half of
1951. During the first half of 1952, the volume of exports recovered somewhat,

2/ See United Nations, Instability in Export Markets of Under-Developed

Countries,




but a8 a resuly of the deterioration in the terms of trade gains from trade
continued to dezline, Therefore, the spreed between the guantum series and that
of gaine from trade WB.B reduced.

95, Statistics of particular countries, shown in table L, generelly confirm
the foregoing conclusions, The supply of exports was inelastic, first,
because output in the expgr’b indugtries 13 not cepable of very rapld incresse
~ in the short run end, second, because inventories - vhich helped to increase
elasticity in the past - vere generally low in the post-war period, BSome
ocutstending exceptions ars found in countries whewre the capscity of the export
irdustries was beilng expanded, either as a result of the repair of var damage,
a8 in countries of the Far East, or ag a result of a flow of investment into
export indusiries, as in Southern Rhodesia, Turkey and sowme oll producing

countrias in the Middle Eest.

Distridution of expord proceeda

96, At eny given bims p net real purchasing power avalilsble to covntries exporting
' Primary products &iffers from thelr tohal capecity to import to the extent to
which the proceeds from exports are not rewltted %o the exporilig country.

97. In the firet place; proceeds from exports are generally computed exclusive
of payments for shipping and insurance, but the major part of such charges

does not inoresse the income of the exporting countries, Most of the paymente
accrue to concernd incorporated in countries iwportant in shipping end finance
narkets pz/ It may be noted slso that fluctuamtions in freight raves in 1950 to
1952 wera in the sare direction ss those in raw materiel prices and vare of
comparable 1n'2;ensityo-li/

;‘3_/ It way be noted that some under~developed counirles have established their
own insiwence or relnsurance orgenizetions and have devaloped thelr own
shipping services to recapiurs part of the charges on their exports.

4/ Bee; for example, United Nations, Economic Survey of Asizs and the Far East,
‘ 1951 (Sales No.: 1952.II.F.2) pages 151 %0 153, In ceses of bulky
primary coummodities vhere thne price ver unit of weight i3 comparatively
low (coal, grain) the variation in freight rates was frequently much greater
than the vaxrieilon in prices,




Tabla 3, Changes in Capasity to Import, Primary Producing Countries as a
group, 1649 to 1952 (Percentage change frow 1948 aversge)

- 194 1650 l%%. 1052
First Second First Second First BSecond Fivs
Iten Hal¢ Half Half Half Half Half Half
Increase (decrsase -)
in quantum of exportBeess ok <k 2 13 14 5 9
Geains from trade” seesece 6 8 10 22 32 19 10
Total increase in
cgwﬁz to im: oo 2 L 12 35 L6 24 19
Proportion of total
increase in capacity .
to import represented by
gaina from tradesccoeceace E/ 9/ 80 63 69 81 Sh

Sourae: BSee tabls 1,

8/ OGains from trade are defined as the product of the quantum of exports in
any given year (at prices of the base year, 1948) and changes in the terms
of trade since 1548 (see footnote 8 in part II).

b/ Over 100 per cent, indicating that pert of the gains from trede were offset
by declines in the quentum of exports. '
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Table 4.  Quantum of Merchandise Exports of Sélected Prin
' Countries P 1-9)+9 to 1.952 (1934-8 - ].00) o R

Countey 1949 1950 1951

All primsry producing

countries b/ 96 108 110 1099-/
Axgenting.ccscssscsassasnsesnsosos i) 104 87 50
Australia-d-/.....e...a......u..... 11 110 10k 101
BxraZll,ceccvevsvoccsaccovesncnsocs 88 72 79 ceo
BUrtEY «vvececoscsassassassqossons 93 52 9 9
CeylonNecscosovvacoocsvescnspccosnas 90 110 112 117
Chil€.seeocrasvossssssvsnsocscsssse 90 85 88 93
E@YDbeccesassssacsssssosasassssans 108 107 9
MELAY8eceseeasarsocnsosansossessss 9B 127 134 119
MEX1C0sveoesevssscssasassasnsccsss 10K 117 109 106
Philippines.cecascocscasossessscss 119 133 149 172
Southern Rhodesifceessccoccoossncs 103 122 112
TUrKEY oo evovcsscsacsovsocasscsssnss 126 126 129 150

éﬂ
Q
®

t See table 2,

Preliminary.
See teble 1.
First six wonths.

QRERRE

Twelve months ending 30 June of the year stated.
Twelve months ending 30 September of the year stated.
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98, In many primary producing countries; a further offset to incresses in the
capacity to import originates in the prevalense of foreign ownership among
enterprises produsing for export., In tas short run, current operations of
these firms affect the balance of peyments of the exporting country principally
through the remittance of profites and interest to non-resident stockholders
and oreditors.
99, It is cleer that exporters'! profite tend to follow changes in export prices,
although they are not directly telated to the terms of trade thempelves.
Therefore, the rapid rise in export prices in wmany countries greatly increased
ths profits of forelgn-owned cowpanies. This wes reflected in the increase in
renittances of profits from Ceylon, Chile and 8outhern Rhodeeia.; emong other
tries, as shown in table 5.
100, In Chile, exports of large wmining cowpenies during the post-war period
have represented betwsen T0 to 80 per cent of the total value of exports,
Taxation measures and foreign exchange policies pursued in the past by the
Government have augmented the proportion of the proceeds of exports retained in
the country., During 1948 and 1949 these policies - together with changes in
inventoriss and other capital movewents of large wining cowpanies - tendsd to
reduce the fluctuations in the amounts of foreign exchange accruing to the
country. Thus, vhile the f.o.b, value of exports of these companies fell by
United States $76.8 million, their disbursements in Chile decreased by only
United States $10.0 willion. However, opposite movements took place the
following year, when exports rose by United States $40.3 million while
disbursements in Chile fell slightly, owing partly to reductions in inventories
and increases in tex liasbility,
101. In Malaya, as in other Asian coumtries where ths production and handling
of exports are largely in the hands of foreign-owned enterprises, the
extracrdinary boom in export prices in 1950/51 greatly increased profits
in the export sector, The dividend record of tin compenies in Malaya was
higher than at any tiwe since the mid-nineteen twenties, while profits in

2/ Transfers of investument income by foreign-owned export companies were often
large in mineral exporting countries. During 1950/51 transfers
amounted to 18 per cent of the :xpovts of these cowpanies in Chila,

49 per cent in Iraq (including capital movements, however), and 31 per cent
in Venezuela.



Tebls 5. Cosponsnts of Balances of Paymeut of Selected Primary Producing Countriess at 1948 Prices, 1948 to 1952
(Percentage of merchandice exports in 1948)

Erporte Caine ar Total Imports Trads Invisibles, oet Balance on Financing of balance om goots end sorvicas
Country f.o.b, losses from capecity c.i. 0, balancs Investament Othar Total goods and Unilateral Capltel
and yoar trade to import income services peTvices transfers, nst &/ =movements, net b/ Total

1947/48 ... 100,0 - 100.0 -83.3 16.7 -10.3 =67 -17.0 0.3 1.0 -0,7
1948/49 .. 110.6 13.6 124.6 -97.3 27,3 - 9.4 -5.4 -1,.8 1.5 ~5.9 6.6
1949/50 vevsrrinnees  110.3 20.2 130, 5 -116.2 - 1.3 -11.1 -9.9 -21.0 =6,7 LA 1,1
1950/51 oovviiesrnen 1039 2.4 176.3 -132.5 43.8 -11.6 -13.3 -24.9 18.9 2.4 ~16.5
1951/52 covenninasae 10,0 7.9 108,9 -168.0 -59.1 - 9.1 -20,0 -29.1 68,2 ~3.9 92,1
Brasil:
1948 . - 100,0 -9h.9 5.1 -9.1 0.5 -8.6 -3.5 3.5
1949 . 12.3 100,0 -100.5 0.5 -9.1 0.5 9.6 -10.1 .. 10,1
1950 . .2 143.3 «115.5 7.8 -10,0 ~5.0 -15.0 12,8 e 12,8
1951 veuvunnas 7L2 150,2 -166,7 -16.5 -7.3 -7.3 -6 -3L.1 3,1
Ceylen:
1948 evenrnriniaenae  100,0 -~ 100.0 -95,6 Ll 4.9 9.0 41 8.5 -7.1 -4
1949 . 95.0 13.8 108.8 =107.7 1.1 2,9 8,7 , 5.8 6.9 -5.8 L1
1950 %3.0 53.2 151.2 -119.0 32,2 2,1 0.6 -1,5 3.7 “5.7 ~25.0
1951 106.0 70.6 176,6 -129.8 46.8 r =5.8 2.0 -3.8 43.0 -6.9 =36.1
1952 110.0 8.7 118,7 -125.3 ~6,6
Chile:
1948 100.0 - 100,0 -a.8 18,2 22,2 0,1 -22,1 -3.9
1949 89.8 1.3 91.1 -95.1 4,0 -16,0 2.7 -13.3 -17.3
1950 8.5 S.h 89.9 ~71.9 12.0 -18.7 1.3 -17.4 5.4
195% 88,1 12.7 100, 8 -87.5 13.3 -17.2 "W -16.8 -3.5
Egypr:
1948 100,0 - 100.0 122,5 ~22.5 -5.1 24,8 19.7 -2.8 2.8
19 17,1 -12.2 104.9 119, -9 -10.3 32,9 22,6 7.7 - -1.7
1950 120.9 17.1 138.0 165.5 -27.5 -11.8 31.5 19,7 -7.8 - 7.8
1951 ciuseniesencans 83.8 47.8 1.6 157.6 -26.0 -11.3 27.5 16,2 -9.8 - 9.8
.y
1968 sesrenneneraess  100.0 - 100,0 -10L.4 -L4 578/ Iy
1949 .. 99.3 -2.3 97.0 -103.1 6.1 e . 5.5 8/ -0.6 &/ .
1950 serrvanreneanns 131.3 &.0 191.3 ~143.8 47.5 . 5.8 of 53.3 ¢f .-
1951 IRSCIsItIRI LIRS UJ-‘O 105u10 23&7 -l37.0 51;’[' Y aes 5.7y ﬂv“y e [XT)
1952 srienninnennns, 15,1 51.8 14,9 -149.0 2.1 . .
100,0 - 100,0 -203.1 -103,1 -8.3 70.2 61,9 41,2 56.9 <15.7
15,9 -37.5 8.4 -192.0 =113.6 -13.8 2.8 8.0 ~105.6& 82,0 23.6
133.3 1.7 135,0 <6, -11.2 6.0 10.3 43 -6.9 76.0 59,1
18,9 -20,5 128.% -164.8 -36.4 -7.6 13.6 6.0 =304 20.3 10,1 ;
1952_/ 167,0 -55.0 12,0 -3 -29.3 .. .

Southern Rhodesia:c/ d/ N
1B vetcrsessasess  100,0 - 100,0 -148,1 -48,1 -6.3 -18.5 =218 72,9 17.8 55.1
1949 .euun ceeee 102,8 12,9 115.7 -184.7 «69.0 -84 -26.5 -34.9 -103.9 1.2 92,7
1950 wesunin e 12,0 30.0 152,0 -186.4 =3h.4 -10,5 2y, b -34.9 69,3 7.3 620 ¢
1951 eovnnnnsnnvenes  112,2 26.8 139.0 =230.0 -91.0 ~12.2 ~34.8 -47.0 -138.0 7.3 130,7

100.0 - 100.0 ~163,3 —£3.3 -3.6 -11.8 ~15.4 -78.7 0.1 38,6

128,0 8.2 136,2 -169.5 ~33.3 -7.1 -18.% -26,0 -59.3 37.2 2221

126.0 40.8 166.8 -186,0 -19,2 -8.7 -23.2 -31.9 =511 28,7 22,4
1951 caveensncnnians 3290 -

42.5 1715 -190.7

Source: Cozputed by the United Nations Departssnt of Boonamic Affairs on Lthe basmls of official statistics.

Exports and imports wers deflated by their respective unit valusa; imvisibles and financing items wore doflated by iwport unit valuss, Gsins or losses fran trade were bmputod by o
the procedure sxplained in footnote & in part 11.  Figures for the last yesr shown are generally preliminary cstimstes P

Inelwding private remittences, imdgration funds, donsticua, United States aid, grante by the Scovomde Cooperstics Administratien and other granta. .
Balancing figure: including shart-torm amd long~term capltal movesents, cha.ngu in exchange reserves, eyrors and cuisalons apd discrepanciss dus to statistical apprwdmtimﬂ. ! i
Imports, f.0.b, “ .
Not i.nv:’tuihln, other serviges: includipg fraight and insurance cn importa. « R e
Rough estimatos, sxcluding investsent incowme tranasferred abroad. -
Amnusl Tate, Janusry to Hovember 1952,

relelge
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rubber were among the highest recorded. This led to a heavy outflow of
remittance on the score of investwent income of foreign companies, which in
1950/51 were almost four times the amount in 1948/49, At the same time,

yields of export duties on rubber and tin increased correspondingly.

102, Siwmilar changes occurvred in other Asian covntriss. In Ceylon, for
example, the proceeds of export duties more than doubled between 1948 and 1951,
while the value of exports rose somewhat less. In Indonegis, government
receipts from export duties and exchangq profits rose to an estimated L0 per.cuﬂ
of total revenues of the Government in 1951, rising perallel to the value of
exports.

Short-terw capitel wmovements

103+ The initial impact of a change in terms of trade on the forelgn exchangé
resources avallable to an axporting country way be wmitigated by capital
movements. During the period 1948 to 1952, these capital movements -
principally short-term « cushioned the aconomy of wany exporting countries
agalinst the disloceting effects of excessive fluctuations in foreign demand.
Table 5 indicates the.trends in capital movements after 1948,

104, Short-term private capital movements, being resgponsive to spéculntive
influences, might be expected to react to movements in terms of trade in so
far as the latter give rise to expectations concerning the course of prices,
financial developments or foreign exchange rates. On the other hand, monetary
and fiscal agencies within an exporting country ere in a position to epply
compensatory policies by formulating thelr borrowing end investment programmes so
a8 to relate the domestic mspects to the internstional accounts of the country,
Thus it is to be expected that foreign public borrowing (either short-term or
long-term) will be used to compensate for short-term fluctuatiors in the balance
of pasyuents, -

105, After 1948 there were numercus instances of outward short-term capital
movements from primary producing countries, coinciding in many cases with the
rise in export prices. The magnitudes of these movements were greater with
respect to the value of exports of some countries in the Far East and the.
Middle East; and of some of the less-developed countries in Latin America.



106. Many of these capital movements arose in the course of normal
Internations) trade transasctions, such as increases in credits, customarily
extended by local exporters to their customers abroad. In other ingtances,
cepital movements may have been purely speculative, owing, for example, to
expectations regarding the course of exchange rates., However, in soue

cases they were probably related to tha lack of sultable investment outlets

in the primery producing country (or %o considerations of risk) which tend

to give rise to delays in transferring pert of the value of exports to the
exporting country. In these cases, an incregse in the value of exports tends to
be accompanied by an accumulation of idle foreign exchange balances in the hends
of exporters or by short-term investument abroad, thus traensferring to other
countries e part of the income-generating effects accruing from the initiel
increase in the velue of exports,

107. It may be noted, however, that the scope of such movements tends to be
smaller in countries which have established comprehensive exchange econtrols,
and in fact, superviaion of the use of export proceeds has scumetimes wotivated
the establishment of exchange controls. Furtherwore, regulations governing
exchange rates and 4¢he amounts of foreign exchange that exporters are required
to surrender to the monelary authorities have been changed either to offset
fluctuations in foreign exchangs returns arlaing from price fluctuations, or as
a8 stimulus to the expansior of exports. On the other hand, even in these cases
an luprovement in the balance of payments oftan leads to & relaxation of
eontrols over capital movements, followed by an outward flow of capital, or an
incresse in the flow.

108. Akin to these capital movements and of still greater importance, was the
accumulation of gold and foreign exchange assets by governments and central
banks. The foreign exchsnge assets of primary producing couniries &s a wholse
1;.1crewed by the equivalent of United States $3 ;200 million between July 1950
and June 1951 but thereafter fell by United States $l,900 million to the end
of the first half of 1952, as the imports of primery producing countries
continued to rise in spite of the decline in the value of their exports. This
occasioned a reversal in 1551 and 1952 of the previous surplus in the balance
on marchandise and service .accounta in the wmajority of the countriles.

§7 See World Economic Report, 1951-52 and the surveys of regional economic
comisgions,




some ray maberisl export Buzes
in valus of exports in 1951, amounting to 258 million rupee
by & net incresse in gold and forelgn sseete of 154 williom rupee
ineresses in the value of the ewporta of Ceylon, Indonesis and Melays in 1950

also led ini¢lally ¢o & large expunsion in the foreign exchange reeerves of the
countries, followed by similer wmovemsnts, though of somevhat smaller wagnituds,
in the susceeding year., The lmmediate cause wae ths cowpsnsatery polisy
followed by wonetary euthorities. In sddition, however, wonetery euthorities

in Melays (ss well es in Ceylon until 1950) operate under an exchangé stendard
vhich leads to purchases of foreign securities simultsneously with inoreases in
currency in edreulation,

110. Another type of compensatory capital movement is short-terw bogrowing,
public and private, undertaken in uwnfsvourable ysars, epd followed by dabt
repayment during recovery. These sre charesteristic of e relstively high level
of economic sctivity rather then e deficliency of sggregste dewend, asnd cccur

wore frequently in countries vhers the esonomy hes reached e sertein degres of
diversification. For example, after the war end before 1950, Bresil had i
experienced a severe deterioration in the balanse of current trensactions, evising
fron the nsed for capital geods and rev materials, together with pent-up demand
for many types of consumer goods. This led to substantial short-teram borroving
and to an accumulstion of deferred import payuents which helpad wmaintein the
volume of iwports. After an iuprovement in the terus of trade in 1950, the
monetary suthorities took steps to reduce short-teru indebtednsss, with the

result thet geins in trede during 1950, amounting to 16,000 cruseiros

(at 1948 import prices), were sccowpanied by outward capital wmovesents, lavgely
short-term, to the extent of nearly 5,000 willion cruzeiros ; and it wvas only
towards the end of the year that the volume of inports begen to inorsase
substantislly. In Chile, though for diffevent reasons; short-teru capital
wovements of foreign-owned mining compenies alsc tended to offset the initiel
iwpact of changes in foreign trede gains, as indicated above,




Long-tern capital movements

111. Although capital movements in the psmst have tended to eggravete the
cyclicel instability of the economies of wnder-developed souatries, long-term
capital wovements have on occagion exerted & compensabtory influense with
reapect to changes in the terme of trade. During 1948 to 1952, their role in
this econnexion was not conspicuous, particularly for private investment,
vhich - exsept for investments in petrolaeum - was of relatively wmoderate
magnitude during the post-war period. Om the other hand, public borrowing for
econonic developwent uway be adjusted; within en integrated development policy,
to chenges in ths balance of ths. ‘Thus, in Chile, the authorities
inereased their foreign borrowing 48 1949750 with e view to qounterscting

the flustuations in foreign exchange rescurces brought sbout by the recession
of copper prices in 1949. This succesded in refarding the fell in imports
until 1950 and foreign borrowing decreased again during 1951

7/ On the other hand, the iuprovement im the terms of trade the var
fecilitated the implewentation of policies of redemption of loag-term
public debt or repatriastion of foreign investments., This was the case
in progremmes carried out by the government of Brazil, among other
countries, and elso in the repatriation of foreign investment by private
domestic investors, ss in Ceylom.



Effects on the OQutput of Goods and Services

112, The gross geographical output of goods snd services increased during 1948
t0 1952 in almost all of the countries reviewed, as shown in tsble 6. The
trends, however, varied from country to country. The rate of increamse vas
greatest for Brazil, Ceylon, Malaye (until 1951), Mexico and the Philippines,
In most other countries the rates of increase were smaller, while in Argentine
and Burms the total output of goods and services actually decreased.

113, In anslysing the trends, it is convenient to discuss production for export
and the output of domestic industries separately. :

Production for export

11k, Although the prices of exports (particularly in 1950 and 1951) increased in
the majority of the countries, the volums of production in the export sector in
many ceseés rose only moderately or actually fell.

115. Reasons have been given sarlier for expecting that the initial response of
the export imdustries to an increase in expart prices would often be of wmoderate
magnitude, particularly in view of the technical difficulties in expanding
production rapidlyug/ These factors were generally operative after 1948 and
cortributed to limit the increase in the output of exports. Furthermore,
expectations of entrepreneurs regarding the temporary character of the additional
demand - in so far as it was due to stockpiling, pipeline filling and
speculative movements in industrial countries - probably helped to reduce
producers' response. Similerly, price decreases in 1951 and 1952 were not
followed initially by serious declines in the output of exports, Furthermore,
the magnitude of price movements differed among commodities; hence the
inducements to producers were not the same in all cases.

116, The relative importance of the factors mentioned sbove varied from country
to country, as did the nature and magnitude of forces other than changee in
external prices. The examples below indicate some of the varisbles influencing
the output of exports in certein of the countries reviewed,

8/ 8ee part II,



Teble 6, Composition of Gross Geographical Product in Selected
Primary Producing Countries, at 1948 Prices, 1948 to
1952 (Percentege of gross geographical cutput in 1948)

Gross gedgraphfcal output of

Total gross

goods and services Gaing, or
a/ Other goods loeses (-}, pgeogrephical
Country and year Exports~ and services ‘Total from trade product
Argentigg.:y
19 brsoenecneRO 1202 87.8 100;0 5.8 S/ 105.8
194G coevoscossces  Te3 92,9 100,2 3.2 ¢f 1034
1950 evpeacesaeBOOE 10.2 7891“' 8806 Eau‘ _c_/ 9100
1951 [ X EREEE ¥ FNN] 1100 79.8 90.8 O.BSJ 91,6
1952 000D 0006D 603 'Nol 83oh 003 _C‘/ 83‘7 )
Auptralias
®0092409000 21.7 78.3 100'.0 - 100.0
1948/49 toeescenes 2,1 .2 98,3 2.9 101,2
1949/50 soesaecess 2349 82.3 106.2 b2 1104
1950/51 .ecscances 22,2 88.2 110.4 4.9 125,3
1951/52 ceecoveses 2240 81.9 103.9 1.6 105.5
Buxma:
igﬂ?/he Ppepoerdee 6 oo 100.0 - 100;0
19h8A9 d¢ac@epgeoe [N} LK NS 9101"' "1.3 90;2
19h9/50 C@Oo 08000 @ °.&8 9 eae %05 "5-6 80-9
1950/51 evevasev S veo L] 98.9 16.6 115.5
Brazil:
[ EF RN N NN RENN XN 1202 87.8 100.0 et 100
1949 sieescsessces  10.7 106.5 117.2 1.5 118,7
1950 IEE N NN NR RN 8.8 108.3 117o1 807 12508
195) .ieecessesese 96 117.8 127.4 8.6 136,0
C 1%52 LI 3 )
e¥ on:
s2edoeoo0OEe 32 3 67.7 100.0 - 100.0
1949 seoecescavses 3L.7 58,5 100,2 k.9 105.1
1950 [ FFRFNRNEN X-RN | 3303 85.,"’ 118.7 19.0 137.7
195) sevsecccsesse 3.6 61,1 125.7 25,1 150.8
1952 secerevssceee 33,4 96.3 129.7 2.9 132.6
Chile:
8 [ X EERERNX IR NN 12.1" 87.6 100.0 - 100.0
1949 sesovensseses 11, 92,3 103.4 0.2 103.6
1950 eevevoscasoee 1045 92,0 102.5 0.6 103.1
10 19 97 09 108.8 1 06 11001*

1951 so0ce0ca0008



Table 6, Composition of Gross Geographical Product in Selected
Primary Producing Countries, at 1948 Prices, 198 to

1952 (Percentage of groas
(continued

ographical output in 1948)

Gross geographical output of

goods and services Gains, or Total gross
Other goods losses (-), geographical
Country and year Exportng/ and gervices Total from trade product
Mala%a:y
[ EERRENEN NN NN 2900 7100 100.0 hnd 100.0
1949 sssscevssesce 2949 7641 106,0 “1,1 10k .9
1950 soeccosescsce  3JLok 86,6 118,0 29.5 147.5
1951 [ X R RN ENEELXEY-EX) 29!5 99.5 12900 5109 1&.9
1952 se0e0s6s00000e 2648 82,2 109,0 25.5 134,5
Mexico:y
seseacsscoave 1561 84,9 100,0 0.6 ¢/ 100.8
1949 seersarrqsees 1544 90,5 105,9 -0,3 ¢/ 105,6
1950 secocssascsss 18,6 98.4 117.0 - ¢/ 117.0
1951 voeecpeadeQOe 1801 103d5 121.6 2.2 S-/ 123.8
1952 cocsessevense 13T 107.9 127.6 0.8 ¢/ 1284
Southera Rhodeaia:g/
1 Geed Qoo Eue 5109 ’-1-8.1 100.0 e l°0o0
1949 covesecccnses 5245 Lo,6 102,1 5 o2 107.3
1950 sec0s0cc0000e 6045 50,4 110.9 12,1 123,0
1951 veeecesseanes  Shed 60.5 115.4  10.8 126.2
TurkeE:
9 030000000 000G 602 93 8 100-0 - 1%.0
19h9 ooooc.nocooaoo 709 75 7 83'6 005 &'1
1950 soceoscoosoee  To8 96.1 103.,9 2.5 1064
1951 ld..‘....l.._. 8-0 1@.6 117'6 2'6 120.2
Philippines:
1555 cesocasssssse 18,5 81,5 100,0 - 100,0
19h9 000 800QQ0 90 16I0 9101 107.1 ~3.8 10303
1950 (A X R X NN NN NN NI 1609 9701‘ 111"’03 012 111"5
1951 XK X ENRR XXX 1800 lno9 129.9 "2.1 - .‘8
1952 sesevevesssea 20,2 113.7 133.9 «5,5 128,k

Sources; Argentina and Mexico:

> Americe, 1221-1%22;

partment o

At 1950 prices,

AL

With respect to 1945,
Based on data for national product.
¢/ Net geographical output,

From United RNations,
other countries:

compu

Economic Burvey of latin
ted by United Ei?!ona

onomic Affeirs, on the basis of officisl statistics,
Quantum of exports, except Ceylon and Malays, production for export,



117, The production of copper in Chile fell between 1948 and™19h9, and there
wags little increase in the three succeeding years. Technical problems
relating to the nature and treatment of the ore were the principal factors

which have tended to prevent a rapid expansion of output, In the case of
nitrates, some of the plants were working at capacity in 1950 and 1951, and the
uncertainty arising from the expansion of synthetic nitrogen probebly tended to
limit the growth in capacity and output during this peried., The increase in
the capacity of metal working industries in Chile permitted & sharp incresse in
the volume of exports of copper and iron semi-manufactures in 1951, e factor
which contributed to the improvement of Chile's terms of trade in_ that year,
118, The rise in the prices of raw materisls like rubber and copra stimulated
gome increase in output for export in Far Eastern countries in 1950 and 1951,

In Ceylon the index for rubber output reached 129 in 1951 (1948 = 100) but fell’
below the base year in 1952, Flactuations in tea production were more moderate;
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 moderetely in 1950
but declined sherply in 1951 and 1952, Tin production was expanded in 19&9, a8
a result of the rehsbilitation of the industry, but thereafter remained
comparatively stable, On the other hand, the output of other agricultural
export products rose steadily. Owing to these divergent trends, the coumosite
index of the output of export products increased by only 8 per cont betwsen 1948

and 1950, and the gains were lost in the next two years.

120, The output of export crops in the Philippines was stimulated by repair of
war-time destruction., The rise in domestic demand due to internal inflationm,
however, served to retard recovery in output for export by comparison with
domestically-consumed products in the postewar period, until 1948 or 1949, 1In
the following years, the services furnishsd to foreign governments declined and
partly offset the expansion of merchandise exports,

121. In Brazil, production of coffee is limited by the age compoeition of the
coffee buehes, 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 cther technicel

It should be noted, however, that at its peak the over-all levsl of production
barely exceeded the pre-war levels,
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improvements, but these failed to bring about an increase in output until 1952'59/ ”E
The second largest export product, cotton, showed a rising trend in production E
during woat of the pericd 1948 to 1952, but exports have lagged partly because

of changes in quali¥y and overevaluation of the cruzairoii/ and also, probebly,
becsuse of & relative shift to the domestic market in some years,

122, In Egypt, the fact that suitable land resources were already fully

utilized prevented more rapid expansion of cotton production after 1949, On the
other hand, in Southeyn Rhodesis output of the major export crop, tobacco, ross
sharply between 1948 and 1950 owing to large investments in the industry (though
drought caused a rall in yields in 1951, and exports declined), This
11lustrates the lag in the effects of price increases, for it was the rise in
prices in 1946 and 1947 that st{mulated the increase in output; price changes
after 1948 were comparatively smsll,

123, In numerous instances, the rise in export prices was accompanied by
appreciable increases in output, This happened in the case of cotton in Mexico
and Turkey, coffee (aside from Brazilian) and cacao, In some of the countries
exporting egricultural rav materials, the expansion in export praduction was
achieved in part at the expense or food crops. Such 'me the case in the Far
East,lg/ as well as in Mexico and, probably, in Egypt. In these cases the
incentive to increase the output of raw materials arose in parﬁ frem the fact
that their prices increased: thg\fairly stable trend of cereal prices during

the period under reviev probably tended - among other factors varying from
country to country - to discouragekan increase in cereal production among
exporting countries. Both cultivated area and production of wheat and corn
tended to remain stationary or to decline in Argentina and Australis, Rice
production in the Far Fest likewise falled to record significant gains between
1949 and 1950,22/ while priceas remsined comparetively steady, and from 1950
onward rose only slightly.

10/ See United Nations, Economic Survey of Latin America, 1951-1952,
11/ Inid. ‘
52/ See United Netions, Economic Survey of Asiz and the Far Eaast, 1951, page 12,

13/ Ibvid., pages 8 to 13, The report discusses other factors which contributed
To reduce the volume of food production in that region,




12k, Among wool exporting countries, the course Of>§fiéésgiﬁ'igﬁﬁ—aﬁﬁ'iggl

induced & moderate expension of cubput in Argentinag, Australia anﬁ'U?ugﬂayﬁ

1limited by the size of flocks,

Qutput of domestic industries

125, In contragt with the trends in production for export, significant incresses

H

were recordsd in the output of other sectors among mest of the countries reviewed,

[

Ag g consequsnce, the ratlo ¢f the outy ut of domsstic industries t¢ exports

generally increased throughout wmost of the pericd,

countries; but dependzd on the relative strength of the factors mentioned in
part IT (for exauwple, the amount of gaiyns Trom trade and the proportion retained
within the country, the epending babits of the populetion; the diversification
and capacity of domestic industries), in addition, the trends recorded after
1948 showed the influence. of wany other verisblee, the neture snd strengtnh of
which differed from countyy to country.

127, One temporary characteristic of tha postewar periocd in meny countries was
the existence of a substantiul unsatisfied demand. This resulted primarily
from restrictions on internatlonal trede durilng the war, which led Yo a reduction
in imports into primary producing countrics of consumer goods as well as capital
goods. In many of these countiies the sypunsion of sescondary industry during

) ¥

the war had incr

o

=3 the demend for eguipment both for replacemsnt and for nevw

44
w

a

(o

investment, while in other countries, the repalr of war-time damage also led to
an increass in the pestewar demand for cepitel goods.  In all these cases, the

propzngity to consume and Lo invesl were hign

128, At the same time, the recoverv in importe doring the postewar periocd had
permitted expansion in the capacity cf indusiries producing capltsal goods as

well as consumor goods,. Hence, in scme countriez, such ag Argentina, Brazil
and the Philippines, releacvively large increases in output were recorded in 1948

2 R}

or 1949, although gains fromw trade consributed tut little to the product of
these ccountrice in those yoavs.

129, The increase in the output of domzstic industries ves eometinse fecilitated
by the £all in import prices., This factor was apparect in e few cases In 164G,
when it sirengthened the infiusnces of the existing high propensity to consums

and to invest, meutionsd ebovs,
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130, Another factor working in the eame direction was the existence of large-
scale public or private investment programmes. The importance of these to
under-developed countries obviously transcenda short-term considerations and

in many cases such programmes are not closely related to current economlic
conditions. In the present context, however, they are significant principally
because if the nature and timing of investments permit a prompt rise in output,
the additionsl demend arising out of gains from trade 1s likely to be more easily
met by additional supplies. Several inetances of this relationship were observed
after 1948, for example, in Brazil, Turkey and Southern Rhodesia, among others.
131. Manufacturing. 1In 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 incoms-
elagticity of demand for manufactured products, partly to greater flexibility in
adjusting industrial production plans and partly to the greater readiness of
industrial entrepreneurs to respond to economic 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 1mpoftant
contribution to the national product, at least up to the point when a state of
full employment has been reasched, )

132, The dynamic role of secondary industry is apparent in Auetralia, where
manufacturing development and diversification have reached substantial
proportiona. Australien gains from trade until 1951 were accompanied by
significant increases in the output of goods and services, in spite of high
propensity to import, foreign competition and the achisvement of nearly full
employment of lebour and capacity in many branches of industry.,

133. In Brazil, where industry contributes one-third of the gross geographicael
product, the response of the economic system was 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 increamses in non-export production. Here the rise in the terms of trade
took place largely during the late part of 1949 and the early months of 1950, but
compensatory monetary policy eased the impact of the improvement in the terms of
trade and permitted a more orderly response of the economic system. '




k, In Chile, the magnitude and timing of the changes wéié’diffé}e_nt,‘taxthwgh
e sequence of events was essentially similar. Chile has succeeded to g
pubstantial extent in replacing imported non-durable consumer goode by domegtic
products although it is still dependent upon imports of most capital goods and
8 number of raw materials and petroleum. Thus, although exports represent jeg4

than 10 per cent of the geographical product, the significance of foreign trads
to the economy is atill very great, During the period 1948 to 1951 gaing in
foreign trade, averaging about one per cent of the geographicel product, Wape
accompanied by larger increases in the output of goods and services for the
domestic market, The strategic role of foreign trade was apparent in 1950,

a decrease in importes occurred as & consequence of the contraction in the capacity
to import which followed the fall in copper prices in 1949, Although the yolume
b}.’ imports of raw materials and the output of manufacturing industriés were
paintained (partly by the utilization of inventories and partly at the 8Xpenge of
imports of consumer goods), total output of goods and services levelled off and
investment suffered a a.ignificant decline, The recovery in copper prices dyring
the latter part of 1950 coupled with other favourable factorse created conditions
leading to a renewal of the upward trend in total output during the following

W0 years,

35. In the above three instances the output of industries produciﬁg for internal
markets rose faster than total output while the output of most export goods
ecame less (or actually fell), resulting in & relative decline in the ratio of
xports to total output, It should be noted also that economic activity was
maintained in these countries not only by favourable trends in foreign trade
prices but also by a high level of domestic investment, both public and private,
35, Among countries where the industrial base is narrower, the stimulus from
gains 4n foreign trade elicited only a limited response in the short-run. The
\;favourablc movement in the terms of trade between 1948 and 1951 led to substantial

fexpanaion of imports of consumer goods, raw materials (and in certain cases
foodatuffs as well) and scmetimes to higher land remts,

: 137. Nevertheless, considerable expansion in the cutput of manufacturing took
lace in a number of countries, In Melaya, industrial ou*put starting from a
ow level rose nearly 75 per cent between 1948 and 1551, A similar trend,
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ghough much leas marked was observable in Ceylon, Egypt end the Philippines.

Tn these cases, inadequate capacity in manufacturing industries probably limited
ths volums of production and the magnitude of industriasl expansion,

138, In many countries expansion in manufacturing output was facilitated by
increased investment in industry. This was the case In Auvetralls, Brazil and
Chile, as well as in other countries, In Southern Rhodesia, for exanple,
manufecturing output rose by one-third between 1948 and 1950 and further large

- gains appear to have occurred in the following year, In this case, employment
in construction indicated that activity in this industry expanded even mars than
in manufacturing, In Mexico, manufacturing production rose by 45 per cent
between 1948 and 1952 but here the gains from trade probably did not pley a
decisive role in bringing about the expansion of the economy because of the
limfted magnitude and erratic direction of changes in terms of trade,

139, When the terms of trade move sgainst primary producing countyries, the
unfavourable impact on the over-all level of economic activity can bae offeet,
partly or wholly, by the expansion of ocutput in industriss producing for the
home market with the support of appropriste government policies, This was the
case in Argentina, where the terms of trade reached a psak in 1948 and then
deteriorated sharply., While the output of agriculture fell, owing partly to
climatic conditions, industrial output, including construction and public
utilities, though lower in 1949, thereafter remained fairly copstant until 1951,
at a level somevhat below the 1948 maximum but above the volume of earlier ysars,
In contrast, the level of activity in the remaining sectors increased repidly
until 1949, dropped back in 1950 to the 1947 level and again fell in 1952,

140, Similar evidence of susteined manufacturing production appearad in 1952 $n
other countries affectsd by the recesslon in raw material prices; including
Malaya, the Philippines and, probably, Caylon.

1bl, The case of Argentina also exewplifies the cumulative effects of an adverse

movement in terms of trade.ig/ The output of wanufactures had a stabilising

l&( In this country, as in others, the effects were the reeult not only of
changes in the terms of trade but also of other factors (see United Nations
Economic Survey of latin America, 1Q51-1952, chapter II).




influence in 1949 to 195l. - As the terms of trade steadily vorsened after 19hg
however s 1t became yncreasingly difficult to maintain the supply of certain ray,
materials and fuels, while domestic merkets began to shrink. The turning

- point was reached in 1952 when the terms of trade had fallen to about 50 per Capy,
‘belov the 1948 peak; a further decline in the agricultural production and in
exports, as a result of drought, forced a drastic cut in imports and this,
together with smaller public investment following tfxe completion of the five-yeq,
plan, reduced aggregate demand and was followed by a reduction in the output op
industry for the firpt time since 1949,

142, Manufacturing indwuatries in the majority of primary producin:g countries arg
largely dependent upon imported equipment and very often upon imported raw
~materials, Hence, gadins from trade in 1950/51 resulted in increased imports

- in both categories, Output end the ability to absorb raw materials, however,
"are limited in the shoxt run by the productive capacity of the industriea in
question, When a condition of full employment is reached, the rise in domestic
prices stimilates the Zmportation of both equipment and finished consumer goods,
This was apparent in 1950 and 1951 in Australia as well as in certain other
countries, In these cases, an adverase movement in the capacity to import may
later lead to a reduction in {mportes of finlshed comsumer goods and capital goods
vefore imports of raw materials, fuele end, in certain cases, essential consumer
goods’a.re affected, In Australla, for example, the reversal in terms of trade
in 1951/52 at a time of quickly rising imports wes followed by a drop in the levey
~of industrial production which led to the introduction of severe restrictions on
imports in 1952,

143, Tn Argentina ; importe of rav materials and fuels constituted more than
.one-fourth of total imports durin; the perfod 1947 to 1949, and imports of
capital goods close to U45 per cent of the total in the same period, After 1949,
the volume of imports of raw materials remained steady and fuel imports increased
_moderately, Imports of consumer goods, however, fell by 63 per cent betwesn the
period 1947 to 1949 and 1952, while those of capital goods dropped nearly

40 per cent, although £n both cases the decline was offset in part by an
‘expansion in domestic output. In Chile, the short-lived contraction of imports
'in 1950 affected consumer goods and fuels, Importe of capital goods levelled
‘off but d1d not actually fall,:

15/ Economic Survey of latin America, 1951-1952,




1k, Agriculture, The pattern of land tenure, technical conditions of
production, the availability of unused land and the nature and size of markets,
together with climatic conditions, are among the factors which determine both
the level of agricultural and pastoral output and its response to favourable
prices; scme of these veriables may tend to diminish or obscure the immediate
impact of price changes. In certein instances the development of agricultural
production was held down by the movement of population to the cities, encouraged
by industriasl development. The output of agricultural and livestock production
bstween 1948 and 1951 showed, on the whole, little initial response to short-run
price changes, not only in the case of export products but alsb in the case of
products for internal comsumption.

145, With reepect to the latter, however, some outstanding exceptions are to be
found in countries where recent advances in production reflect the play of :
temporary factore, such as’ the rehabilitation of instsllations demaged during the -
war or shifts in internationsl demand. Thus, Indonesia, Malays, the Philippines
and Thailand substantially increased their agricultural output after 1948,
146, In other cases in which significant progress was achieved in the output of
agricultural produce for the domestic market, incresses in production were
facilitated by govermmental programmes for agricultural development., This was
the case in Colombia and Uruguay, among other Latin American countries, as well
as in Ceylon and Turkey, In Ceylon, the land development programme was
accompanied by an increasse in production for the domestic market of over

30 per cent between 1948 and 1951. In Turkey, the extension of mechanization
facilitated the increase in output of cereals, leading to an exportable surplus
. of wheat in 1952,

147, Other sectors. Activity in services and public utilities generally
increased in most of the countries reviewed, The rates of increase were not
equal for all countries or among different sectors; 4in transport and power
industries especially, the rise was limited in some countries by inadequate
capacity, which could not easily be expanded in the short run, In some countries
vhere industries producing for domestic markets do not contribute significantly
to the pational income, commerce and personal gervices were among the sectors
which expanded at a greater rate in response to gains from trade,




148, In many instances internsl commercial a.ctivity/ riose' almo'igyg similtaneovaly
with external prices, for example, in Brazil during 1949 and 1950 and in Ceylon
during 1950 and 1951, In Malaya, the expansion in entrepdt tpage during the

same years contributed significantly to the rise in the 8eographical output of
the country,

149, On the other hand, price declines in 1952 were accompanieq in gome of the
countries by substantial comtraction in commercial activity, Which was among the

major causes of the decline in the geographical output of goodg and gervices
recorded,

Effects on the Course of Domestic Prices and the Distribution 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
increanes varied greatly among countries, as shown in table 7, ag did the
relative importance of inflatlonary forces of externsl or domestic origin and the
strength of anti-inflationary policles, )

151, In each country, therefore, changes in foreign trade prices were only one of
the forces at work, and their contribution to the movement in domestic prices was
not always decisive, The influenceg of different variables mentidned above
cannot alweys be clesrly separated, however, in some cases it is possible to
indicate the strength of the influence of foreign traﬁe prices on the course of
other prices, The following analysis attempts to abstract from general
inflationary and deflationary tendencles those that were immedlately connected
with foreign trade prices.

152, The compogition of imports clesrly influenced the course of domestic prices.
First, the relative stability of prices of cereals and, to a lesger degree of
textiles and other consumer goods, contributed to keep the cost of living down,
especially in countries where consumption is relatively less diversified, while
in eome\ instances declines in the prices of certain imported capital goods
probably contributed 1o reduce production costs in industry. In countries
where rav materisls constitute a significant proportion of imports, however,
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153, On the other hand, in wmany of the countries, yroducers in export infustries
did not expend thelr demand for goods and services from obher sactors to the
BEEG @%ﬁ@nﬁ as procesds from ewports incressed, ot only sroduction rewmainsd

fairly steble in the export sector, but in some of thess countries new investment

in &2@@@@ industrier actbuslly declined; fu these cases tevation of exports and

other fizcal measures were among the wmost significant msans of stimuleting

sconomic sctivity in other sectors of the sconomy by incressing the sggregute

i for goods end ssvvices.
15k, Yo many of the counbtriss reviewsd the course of domestic prices was perhsps
less ciosely related to eyxport than to import prices. The relation betwsen
thepe price series was less closs, however, in gomy countries in which foreign
trade iz small {n relstion to the gross geogrephicel wroduct (for exawple, Brazil)
or vhere, as in Australia; the swport sector e closely integrated with the rest
of the sconomy, and the achievemsnt of substantially full @mpicyﬁen% in many
industries limited the magnitude of secondsry incresges of output in other sectorsy
The following paragraphs indicste briefly soms of the mejer forces active in
individual countriess,
155. In Southern Rhodesis, vhich fmports wany rfoodstuffs and copsumsr goods, the
cogt of living end import prices tended to show parallel trends until 1651,
The ewpansion of mapufacturing output, however, probably comtributed in this case
to moderate the increase in the cost of living, counteracting the rise in prices
of Imported goods. Egypt, vhich is alse & food importing countyy, lowsred or
abolished import dutles on ceresls and this conbributed Lo the stability of
retall pricee and alse permitted an incresss iv food swpplies in epite oF &
moderats shift in production from cereals to cotton, Simulianecusly, Guties
on Findshed consumsr goods were raised; and those on raw meteriais and capital
goods ware lowered, to stimulaete investment and production in manufuacturing,

This in turn led €0 & significdnt incresse in wonsy wages in the towne,




Table 7, Indices of Prices and We.ges in Selected Primary puodyc
Ccun‘orieaé 1949 to 1952 ALY Producing

(l9& = 100)
Country and item 1949 1950 1951 19522/
Austrelia:
Exvport prices:
AlL itéms coevsosnvecs 118 135 234 166
WoOL cogesscensonvocae  LET 165 348 197
I/Ie't&ls HBOOQGT OB DLOODOG ]28 113 185 218
|
Tmoort pricee:
Ajl items PoebV0Led@GT 105 11)4 138 lsh
Wholesale prices:
All iteus COPIBONCOODO 112 132 163 1814'
Imfported gOOdB cssoo0e 104 121 138 1’4»9
Cost of living:
ALY 31em8 coovavoesscs 109 120 146 170
Food cestnuvosb@ocoobe 1]—1 125 162 201
Money’ WBLEEE sosvovospocoe 112 122 111-7 179
Bragzil: .
Export prices scocovssce 100 159 189 oss
ImL:Ol“'ﬁ PI‘iCES PECEBBDNOD 93 80 100 [N
Wholesale pricés .ecpoes 11O 127 154 172
Coet of living:
All itEEB OB a0 RECEOG D 98 lo"" 113 133
FOG& CITOAUBOTOPLEOBHLOOQ 96 103 108 131
Money wages in .
manufacturing ceesceceos  LL4 12k 132 150
Ceylon:
Export prices cososcocae 106 14k 175 136
Iooort prices:
ALY 156M5 seveccsccene 95 98 116 136
Graing and flour ceco- 96 S 101 129
T-’&‘Xtileﬁ GogCoHBEEeCCDLGE 82 85 101 82
Capital B00dB cacesoos 69 102 140 128 .
Cost of living (Coiombo):
All items sos0c00nCen e 99 105 109 108
t‘OCd e coGuULRROOOOGCROGO 101{- 12 l12 . 110

Money weges on
Planta‘tiop_g 2CNCAOUBOEED 102 119 lll-s 1&6



Table 7. Indices of Prices and Wages in Selected Primary Producing

Countries, 1949 to 1952 (continued)

(1948 = 100)

19522/

Country and item 1949 1950 1951
Chile:
Wholesale priceas
All items €0 eIYIVGAOYIQUSBD o 11& lBh 175 217
DOmESt’iC EOOdB (A X ERN-FREYX NN llh 130 I& 210
Food v00068PQEHBOOBIPOGOOT 109 116 137 eno
Text1les cocesosreobnesos 119 138 172 ase
Tuported goods «ouqeveoseese 115 143 200 23k
Food P00O0DRDOOPROBRICCG00Q 130 189 232 so®
Rew materials 4eorcoBPdoves 110 13“" 175 :...'
Cost of living;
All 1‘bems 08008 CEP0COROCDR0 S 119 137 167 20“
FOOd LA N-A.-1- -3 S NN N R-N-X X-X.F. 0NN 115 13’4 169 216
Money wages in manufacturing 120 141 156 aoe
Beypt:
Export prices cesvesecsprercse 89 115 - 182 o
Cotton peocrdsvOOhRO0RO P daw 82 1’*5 17“ 106
Im'port prices ©ccoenb0o000prEo e 100 101 116 Geo
Metals ve0caqonsceancobsstes IO 124 140 119
FErtilizers ¢oooboaadpesadacee 107 10’( 107 107
Wholesal® Trices secencicpeces Ol 104 116 113
Coet of living:
All items LR R EENENRE YN YN Y] 99 1% 111" 113
FOOd loonvoe-ooo-o-ao'oooqo. 102 111 120 117
Money wages in 1ndustry e,e... 107 135 PR sos
Malsya:
BExport prices:
A1l items @490D0esgeRBacetve 98 173 258 187
Rubber B8800e0D0OeRoetobIOAs 92 263 388 237
Tin GRera00PORNQPORAOCOCOEDY 110 128 196 177
Tuport prices f00ecevensavpass 101 11% 1kh 120
Cost of living
(Sanuary 1949 = 100):
All items ¢s0copBencnedasaise soe 108 136 138
abe 97 1014» 110

Foed *eR000C P OBORCRONSC0BGLE



Teble 7, Indices of Prices and Weges in Selecte Ly N 7 B
Countries, 1949 to 1952 (eo 4 Primary Producing

n,
(1918 = 100) oued)
Country and itenm 1949 1950 1951 N 952g
Mexico:
Wholesale pxices:
AJ—liteIﬂ_S V6o e v e dvgw &40 110 120 114-8 lh
Ra‘.*." matel‘iBlB suvuésooo B a0 115 126 l66 lge
Coet of living: .
Allims vess 2SO Ronp @ O 105 112 126
F\. '1 tte o D008C0UE 100D @60 l\r)}-‘— 1_08 121‘ itjl:
Pallippiues;
Export pricean: i 6
AlL 1temsg ecoseccosasios os G 7 8k
CCpra s O O OSLBOeESNGT G F &‘ 7]-'- 76 Eg
Sugar co o e 90 VBOSABlr e D € llb’ 1.16 1_']_8 lll
Import prices cveecvioe oo 104 . 79 100 ok
Wholesale prices (1549 = 100):
AJ-litemB C 0 vwoQEO 0oL G O lOO 97 109 loo
Domestic gOUdB vUrsac @ o 100 95 lOl 9}
Inported goOdB ¢ivvea o> 100 122 153 136
Cost of living:
Allitems 5 G008 CE00¢s B O 914’ 93 99 95
Food e v e W OG0 GEEOTES B b 93 86 9k 90
Wearing apprarel cceooes 95 130 175 ves
Mceney wagess
Legrieulture sseeescres s 104 102 103 105
Uagkilled labovr, Manila 104 91 99 105
Southern Rhodesgila:
Export prices: -
Alli.temﬂ s o dewross B lJ-6 l)T 161
Import prices:
AL.L items 5 4 D8 CHPOOEDS O O 103 llo lw
Cost of living:
All 1telmB aoescesverone 106 11k 121
FOOd g %® 3 0BG QO0O0OSY & O lo? 121 151
Clothjng @ 6009 r 000000 ® O 108 J.l5 127
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Table 7. Indices of Prices and Wagse in Selected Primary Producing
Comtries, 1949 to 1952 (continued)

(1948 = 100)
{oumtry and item 1949 1950 1951 19525/
Turkey:
Export prices:
A1) 1%6M5 .yseveosvsconncn 100 102 12} 122
Cottm G0 b9 Q0 P OQ TOECECIOQ G ll6 ]‘12 1%
TODACCO . ocoscscennscsccss 90 93 91 83
Import prices: '
All items tecescainisteits 9‘“‘ 77 91 92
Wholesale prices:
All itam _b./ 8P 09 soacvcatRy BY 108 97 103 lm
Ra-w mt@rials [EENENE LN ENE) lm 9!& 11!" lw
Cost of li'v:l.ng:
All 1tems ......cc00000000 110 104 103 109
112 106 o2 li0

Focd 69 80P P OB TeEePEEEEODS

Source: United Nations, Statistical Yearbook, 1952, Monthly Bulletin of

Statistics and official natiomal statietics,

g/ Preliminary.

b/ Domestically consumed goods,




particularly after 1949, On the other hand, there are indications that wages
in agriculture rose lsss yaypldly and that profits of ‘temnt farmers probably
inoreased somewhat but lspas than land rents.

156, In Turkey, which haiq become more self-sufficient in respect of food
supplies, crop fallures in 1949 and 1950 curtailed the availability of
foodstuffs and raised food prices, but in 1951 the output of cereals and logumes
(and of agricultuxal rav materials) greatly increased egain., Imports of
cersala at relatively low prxices helped to mintain domestic supplies of food,
and in 1952, the recovery of cereal production was complete leading to the
emergence of an export surplus. Furthermore, unit values of imported goods
generally fell after 1948, <thus aiding the meintenance of domsstic price
stability. On the other hand, wages - and manufecturing output and
construction - rose sharply in the citles, although in 1950 they had not
recovered to pre-wvar levels .

157. The stabillty of impox-t prices of textiles andi food befors 1951 halped to
maintain relatively stable price levels in Ceylon, which 18 greatly dependent
on meny essential imports,  Money wages rose considerably on rubber, tea and
coconut plantations but in urban occupations wages and costs appeared to have
risen less during the expoxt boom In 1950 and 1951, At the sams tims, the
development of agricultural production for intermnal markets added to the
effectiveness of anti-inflationary policies and rising real incomes among
agricultural producers.

158, In other countries, some of the factors mentioned above were also
operative but Inflationary trends - arising in part from gensral scarcitles
due to war-tims destruction and from rehabilitation expenditures - brought
about a general rise in domsstic prices of the sawe Intensity as the Incresapes
in money wages. However, in soms of these cowntries wages in export
industriss tended to riss above the Avermge. In the Philippines,
rehabilitation in agriculture was accompanied by substantial increases in
production. On the othex hand, the capacity to import gemerally moved
dowvnwards, first because of the drop in export prices in 1949 and 1951 and,
second, because of gradual reduction in governmental grants., This led to a
contraction of imports after 1950, reflected in increased vrices of manufactured
goods, which prevented. the cost of living from falling to the same extent as
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food prices. Money wages in the cities declined slightly between 1949 and
1950, but recovered thereafter,

159. In Malaya the expansion of activity in urban industries only partially
moderated the inflationary consequences of a rige in import prices, bscause
of the lack of development of domsstic industries. Accoxdingly, the cost

of living index in Singapore followed the dirsction and magnitude of the index
of lmport prices.

Distribution of incomes and changes in employment

160, Fluctuationa in the terms of trade have a direct sffect on the distribution
of incomes accruing from sxports and an indirsct effect through the secondary
impact of the changes in incomes on smployment, production and prices.
Therefore, the ultimate consequences of a changs in terms of trade are not
easily distinguishable from those of other variables, In the majority of the
primary producing countries reviswsd for which informatiom is available,
aggregate real incomes grew during 1948 to 1951, but aggregeto labour incomes
rose at a lesser and stoadier rate than other incomes. However, in many cases
in which export prices and terms of trade fell in 1952, real labour income
continued to increase, whils other incomes fell. These changee occurred
within the export acctor, which was the sector most directly affected by
variations in export prices, but similar changes probably occurred in non-
export industries in general.

161. The analysis in the preceding chapters points to some of the causes
underlying the trends noted above: first, the export boom was primarily a
phenomenon of price rathor than of quantity; second, its short duration
Yimited the effect of inflationary increases in domesstic demand arising from
gains in foreign tryado; +third, the high elasticity of the supply of labour,
especlally in countries where the subsistence agriculiure sector 1s important,
rapldly translated increasss in the demand for labour into an expansion of
saployment end retarded the rise in real wage rates in the market economies,
162, Pmployment showed rising trends until 1951 in the countries for which
informtion is available, but in 1951 and 1952 it tended to level off in soms
of them although few instances of actually falling employment were noted.



By and large, after 1948, real wage rates were more stable than either
employment or aggregpte real wages. Thus, in the short run it appears that
the largest gaine in the standard of living among wege earners, especially
among the less developed countries, were achieved by those formerly smployed
in the low-productivity sectors and were brought about as a result of their

shift to employment havinghigher profiustivity end wages.

Govemmoent revenus

163, During the period of rising prices before 1951, revenue increased in the
me jority of lzrimry producing countries reviewed, both in wmoney terms pxxl in
real terms The increase in revenue exteni®d to export taxss - in countries
where these wore in effect - and also to other taxes, as a result of the rise
in the valus of exports and in the gross natiomal product. In 1949,
devaluation of cuwrrenciles led in many Amian and latin American countries to the
establishment or revision of export taxes, designed to chamnel to the treasury
a proportion of the increased value of sxports. A similar process accompanied
widespread price increases im 1950 and 1951, Soms countries raised additional
revenus from profite of fiscal agencies active in foreign trede or from profits
arising from exchange controls.

164, In most Asian countries, proceeds from export duties rose ra.piuy Thus,
in Malaya the ylelds of ad valorem duties on rubbsr and sliding-scale duties o
tin rose fivefold between 1648 and 1951, Revemus from export taxes, which
constituted one-fourth of the total revenue of the Federation of Malaya in
1948, accounted for almwost one-half in 1951, In Ceylom, proceeds from export
duties more than doubled between 1948 and 1951, and their share in total
government revenues increased from 20 per cent in 19%8 to 36 per cemt in 1951,
165, In most cowntries, however, public revenues initially lagged behind the
rise in the value of exports a.nd of groms preduct. This was dus in soms cases
to delays involved in the emctmont or revision of taxes and, in others, to
delays inherent in the collsction of certain categories of revenus, such as

16/ A brief discussion of the relation of fluctuations in prices and changes
in government revenue 1is included in part II,



B/2456
Englich
Page 6k

income taxss. As & comsequence; in 1990 - and evem In 1951 ~ ths watic of
public revenus t0 gross mational product declined in many countriss, bud
vecovered in 1952 s the yleld of taxes continued to grow while the @f@%
geogrephical product tended to level off or actuwally decrease.
166, In 1952, export taxss were lowsred in soms cowntriss, and differsntial
exchange rates adjusted with & view towards mitigating the loss of Income in
the export sector. In these cases, it is probable that revenus may fall after ,
1952, ‘ .
167, In 1950 to 1952, howaver, public expemiiturs increased earlier and wors
steadily than revenus, not only because of inflationary price increases bub
also because of expended govermmental action, inclvding the use of food
subsidies in soms countriss, as well as widespread incresses in developmen
experditures. Hence, delay in the increase of tax receipts led to the
reduction of surplus or to actual deficits which, ¢to ths extent that they
were financed from banking sources, tended to exert imflationsary pressure.
On the other hamd, public expenditurss rewained high or were sctuslly increaged
in 1952 in many countries. Although in that year revenus was exceptionally
high in & number of countries, it declined in others; in the future, the
decline in tax receipts imy likely Jeopardize developmsnt plan
sources of revenue or oredit can bs developed.

uwilegs new

The course of investment pment plapn

168, Incresses in profits accompanying rising prices and higher real matiomal
incomes generally induce optimistic expectations emong entre
lead to an increase in the volume of capital formation., This was gen

the case in most under-developed countries during the pericd after 1948,
169, Table 8 shows tremds in consumption and invest . Oross domestic
capital formation rose steeply betwesn 1948 and 1951 in the majority of the
commtries. In some of the Far Eastern countries, however, ths gradw
levelling off in expemditures for rehabllitation of wer-time damag
with wsettled political conditions in certsin instances, conbribubed Yo hinder
the rise In capital formation.

prencurs &nd hefnce




170, In the mejority of the countries reviewed, gross capltal formation grew

- at a greater rats than the gross geogrephiocal product, notebly in Brazil,

Ceylon, Moxico amd Southern Rhodesia. In Australie, tho rate of inorease in

- oapltal formation was emallgy then in gross product, but the initisl amounte

Cin 1947 to 1949 weve large not only in absolute’ figures but also in velation

to gross gocgrapniocal profugt. During the poriod 1948 to 1952, gross capltal
Pormation averaged 2k per cept oOf gross produst. In Southern Rhodesia the ratio
- Wasg even largsr, aveoraging l;l;_ yor cent. In mogt other countrles, however, the

- ratio of investment to gross product sms much smallax;, avereging 13 per cent for

- Brazil, 9 psr cent for Ceylom, 12 per cent for Chile and 15 per cent Por Mexico.
171. The contribution of foredgn investment to the volume of capital Pormation
varied widely emong the countx-ies reviewed. Table 8 ehows thet a fev countries
wores able to attract rolatively large amounts of foreign capital. X In Southern
Rhodesie the infiow of foreigm capital (together with immigrants' funds)
repregenied neerly three-four-ths of total capltal formation. In other countries
the participation of foreign ocapital was smaller,}z/ On the vhole, there was
little cvidence that foreign imvestmont - partioularly long-tsra cepital - was
direotly related to owrent ghamnges in the terms of trads to & substantial extent,
In mn;sr instances, the flow of forsign capital appoared to be related to
avallability of resources, comperative costs, eecurity of investmsnt, lsvel of
demand for psyrticular produstes and similar considerations. In some instancss,
outward capital movemsnts (inoIuding incresses in foreign assets) more than offeet
the inflow of foreign long-tex-m capitael. On occasion, net outward capital
movemsnt wes largexr than total domestic capitel formation.

172, The resulte desorided ebovwe are to soms extent a conseguence of the
investmont process. Closrly, the amount of investmont in 'fixed cegitel msod

not vary directly with short-term influences, sush as & rise in prices, regardlese
of the megintude of such charnges, vhen these are not expscted o last. This is
because sntreprensurs plan produstion with e viev to maximizing the nst returns
expeoted during the normally long lifetims of capital sscets. Furthermovs,

17/ 1In som® ccvntries, includding the Philippimes (perticularly wntil 1950) and
Turkey, foreign grents supplemsnted the inflow of forcign capital.



Tabls 8. Gross Available Damestic Means, st 1948 Prices,
and fheir Allocation, 1948 to 1942
{Percontage of gross geographical output in 1948)

Mlocation
Mst importa or Groas domestic asnt
Gross exports (~) of Net investasnt means available conguaption
geographical goods and income trans- for consuamption Private of gooda and
peoduct sorvices &/ ferred abroad and investment consumption services
105.8 ~0.5 -0.2 105.1 82.%
103.4 1.6 -0,2 04,8 85.2..
91.0 -1,2 - 8.8 3.3
L 98 2.7 - 94.3 75—
83.7 3.9 - 87.6 W%
........ 100.0 - -2,2 97.7 66,4 7.2 5.0 19.1
101.2 -2.6 0.5 98,1 0.4 8.5 6.4 12.4
. 1.5 1.4 -1.2 10.6 75.1 9.2 8.6 17.7
125.3 ~3.9 -l 1200 81.2 0.3 10.3 18.2
1953/52 ..u.anns 105.5 3.1 -2.0 122.6 . 792 .y 10.2 a.5
" Burea: }
AUT/8 oenans 200.0 6.7 - 106.7 82,0 2, .7
AKBLT cirnnaie 0.2 4.2, - 5.9 69.1 16,5
1949750 wanrrens 0.9 R - 79,5 6.0 o3l
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100.0 0.k -1.1 . 8.3 2, 9.0
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125.6 L -1.2 1.0 107.5 2.9 12.6
B5.4 .9 -0.9 138.4 17,7~ 3.9 15.8
100.0 -3.1 -1.7 95.2 9.0 b 6.2 of-
10,1 22l 1o 1.7 9%.0 /. 71 ¥
137.7 -10.9 -0.7 126.1 114.5 B/ 1.6 Bf
150.8 -9 -2.1 133.8 18,3 ba 15.5 g/
B2.6 3.9 -1.0 135.5
C1948 ... 100.0 -2.8 . 85,1 bk 12.6 ¢/-
S99 o 103.8 %1 =200 1t 83.9 B/- 13.8 %
1950 .. 103.1 0.7 -2 101.5 67.8 B/ 13,7 gk
wa il oL ok -2 208. 9.5 B 2.2 3/
|- Mdage:
©OA9MB ... 100.0 =2 Y . a8.7 b/ .2 gf
w199 . 4.9 0.1 132 g w.g /. 2.& %’/
T 1950 Laveeanenes u7.% -26.3 121,3 11,6 B/ 9.7 8
51951 Laiiiaenes 180,9 -28, 3 152.7 138.9 B/ 13,8 G
71952 siieninenns 1..53/ .
‘Heaxico:
S 10AB Liuiiienans 100.8 2,1 -1, Towma 7.0 5.1 9.0
£ L I 105.6 0.5 -2.0 104.1 LR - 5.9 9.3
1950 ciennisenas 17.0 -0.8 -1.6 11,.6 98.6 7.0 9.0
ST L) RN 12.8 3.0 -17 125.1 106.5 a.) 0.3
128.4 0.8 -1.é 127.46 106.5 9.2 1.9
00,0 4,2 -0.8 1034 a5.8 6.3 1.7 9.6 l
103.3 1.5 -l nz.y 95.4 7.6 1.9 7.5
4.5 0.7 C-0.6 4.6 9.6 9.5 2.2 8.3
127.8 2.6 -0.8 129.6 nze 5.9 1.8 7.9
. 100.0 o/ 2.3 -2.5 126.8 76.1 10.2 40.5~
LI seevrarenas W3y a.9 -3.4 5.8 8.3 1,1 50.4
1950 teaniinneas 123.08/ 2.0 4.2 146.8 %0.2 12.8 <3 .8
1At v 126,2 o/ 5.6 4.9 176.9 N.0 Yb %31
;‘Mx .
CUAGB severannens 106.0 4.9 0,2 104.
1949 canmciaenns 8.1 3.7 0.4 n,z
71950 eeens 6.4 3.2 0.5 109.1
SAF5L cereniennen 1.2 3.2 -0.5 122,9
91 Argentina nd Mexico: United Mations, Zconowie Survey Amerd othar count coutputed Nat )
Dmpr%-ot Econaglc Affairs, on the basis of offfcial -u:uuo-. of Latin o4 1552 e  veied o=
P
This ssries represents the combingd capital inflow =}, undla )
Tttty chimren ta tvastortor 3 (outfiow -}, teral transasticns and ervors and calssions in the balanse of payments,
: changes in inventories. *
product .
Het geographical product,




wvhen - as wes frequently the oase in 1949 end 1950 - 'venterpr.ifseé‘ware working
below capacity, & rise in sales prices over unit ocosts nesd not Be followed
inmediately by new investment, except for experditures to put idle installations
baock into production and perhaps to modernize production processes.

173. In addition, even vhon the above conaiderations do not apply, soms time
normally elapmes between & changs in incomes and profits and a ocorresponding
change in the volume of investment. The deleys involved gererelly differ emong
categories of investmsnt and may be expsoted to be longer for investments in
fixed capital.g-‘-e-/ If in the meentime oconditions leed to a reversal of
entreprensurial expectations, invesiment programmes may be postponsd or
abandomd.lg/ In vizw of the esmplitude and duration of changes in prices and
profits, the delays inherent in the investment proocess assumed grest elgnificence
for the less developed primary producing countries in 1948 to 1952,

174, Tha above considermtions are espscially psrilinent with respe‘ct to large-.-
scale undertakings, whether these produoe for export or for the domestio market.
In perticular, the grester the capital intensity of the productive process, the
longer the expscted life of the cepital mssets and the more extonsive the period
of preliminary exploration, market analysis and determination of the productive
process and types of esquipment, the more will investment decisions be divorced
Prom short-run inducemsnts and becoms sensitive to long-run congiderations.
Those considerations - which generslly epply to mimerel industries,
transportation, publioc utilities and, to a leseer extent, agricultural
enterprises - elso tend to reduce the response of ths volume of investment to
changes in ourrent prices end profits. Investment decisions among enterprises
in the export sector are Gependent on certain additional fectors which may reduce
the influence of current developments in an exporting country still more.

- s iz

18/ The full consequences of new investment on the cutput of goods and services
1g Purther retarded by the time elapsing between the preparatory stages
of the project and the completion o? installations.

if expectations, with respect to

1 The congsquUences My be even more gerious
_2/ changes iu reel incore, are iore elastic in s downward than in an upward

direction, which would probsbly ocour in the cese of entr;:g:igzurs in
under-developed countries embarking on new or unfamiliar .
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vhether erising from favourable terms of trade or other resacns; in industries
where the average size of Pirms ig smaller, the capital intensity is lower and

the lifetims of capital asssts is shorter. In under-developed oountries this

patiern obtains more frequantly in industries producing for the domsstic markst
and among sma}ler firms producing for export, principally those owned hy reeidents
of the exporting country. Here the limiting factors are the low level of
eavingas, the narrowness of the markets for the produsts of industry and the
scarolity of oertain factors of production, including mansgerial personnsl,
industriel technicians end skilled workers. All these factors inoreass the
risks of productive investment and simltanoously make more attractive “the
traditional pattern of investmsnt in commsrcisal inventories, real estate,
residential construction or purchese of forelgn securities.
177. The effects of these factors are diminished in countries where the economy
1s more diversified. This wes olearly apparent in some countries in the procesa
of developmont (Argentins, Brazil, Mexico and Turkey, among others) where, dwring
the post-war period, there was considerable public and private investment of &
productive character, including a number of large-scale industrial projects.
178. In view of the technical and inastitutional charsctsristics mentioned in
the preceding parsgraphs, it is to be expected that in primary produoing
countries - especially among the less developed - the oourse of domsstic capital
formation should fail in the short run to ensure the full and sdequate
utilizationt of savings, particularly if these arise from wids fluotuations in
foreign trade prices. In these cases (by no means uncommon during the period
1948 to 1952) the increese in profits and savings is scoompanied by an cutward
flow of exporters' profits or an accumulation of 1dls foréign balances, and thess
movemsnts check the potential seoondary effects on employment and incomes of the
initial inorease in the gross geographic produst accompanying the rise in the
berms of trade.
179. In view of the extent and intensity of fluctuations in profits and incomss
arising from foreign trade influences, there are clear advantages in invegtmsnt
policies by entreprensurs of an "anti-oyclical" charecter, which would help to
compensate for flustuations in employment end incomes from ocurrent production.
To the extent that private investment follows a different course, public
investmont, tax and borrowing programmes may be 80 sonducted as to ensure the
. full and sdequate utilization of savings in the short run. In particular,




programmes may bs planned to offset the expansion of non-produstive investment
during years of fevourabls torms of trade and to compensate for the fall in
privats investment duting adverse periocds. Ths following paragraphs summarize
the experience of ssversl countries in this reapsot. '

180. Since 1948, the Burmsse economy has been seriously affected by the
dislocation and destruction of the war, unsettled political oconditions in the
post-war period and other unfavourable factors. As & result, per capita grose
geographic product in 1950/51 fell 40 per cent below the levels of 1938/39.-—221
These developmsnts were accompanied By a serious deolins in the levels of
employment, consumption end savings. At the sams time, the Government extended
the soope of its activitiss, including wider participation in t&;e fislds of
industry end commsrce, and as a consequence the development programme of Burma |
began to gather momertum, There was a considerable diversion of private savings
from domestic ocapital formation, partioularly in the irmediate post-war period.
'This, however, was partly offset by the expansion of capital disbursemsnts by
public authorities, financed entixje:Lv from current revenues.

181. After falling slightly between 1947/LB end 1948/49, consolidated goverrnment
revenus grow sharply, from 466 million kysts in 1948/49 to 621 million in
1949/50 and an eptimated 645 million in 1950/51, an increase of 38 per ocent.

The mejor sources of the additional revenue were higher yielde from import dutiles,
excises, sales taxes and income taxes. ‘The improvement in export prioces
inoreased the profits of government boards engaged in export ectivity, and

hence contributed significantly to the rise in public revenus. Consolidated
current expenditures rose by 19 per cent between 1948/49 and 1950/51. Capital
expenditures, on the other hand, increased at an accelerated rate, having more
than doubled during the sams period.

182, As & result of these trends, the consolidated governmsnt surplus grew from
53 million kyats in 1948/49 to 184 million kyats in the following year, only to
decrease to 87 million in 1950/51. The accumulated budgetary surplus ves
reflected in the rise in the government's cash balance, which at the end of

1951 resched 422.4 million kyate.

22/ Boonomio Srrvey of Burms, 1952 (Rangoon, 1952).




183. Acoording to revised estimates for 1951/52, the increase 1n revenué of over

20 per cent compared with the rrevious year wes accompanied by moderately larger
ourrent expenditures and sherply increased capital expenditures, the latter being
estimated et 283 million kyats, or 36 per cent of total expenditure. The rise
in expenditure over revenue ocancelled the over-all surplus in 1951/52.

184, Thus, monetary and fiscal policy in Burma offset part of the decline in
private saving. The eooumilation .of cash reserves in the governmesnt geotor
neutralized the inflationary conssquences of the oxpansion of bank loans to the
public in the face of e reduced supply of goods, and facilitated the financing
of the expansion of public investment necessary to restore capital equipment
destroyed during the war snd reise the standsrd of living sbove pre-war lsvels,
185. The rate of public investment is to be further incressed in 1952/53, to an
estimated 480 million kyats, or slightly over 40 per cent of total public
expenditure. A substantlal part of this sum is allocated to the developmont
of industry and mining, as well as agriculture and transport. A deficit of
29 million kyats is expected to be covered largely from borrowing and drawing
upon government cesh balances.

186, The utilization of resources nov urdsr-employed will provide an initial
cushion against the inflationary effect of increases in investmwent activity.
The Government is aware of the nsed for stimulating private se.vinée and
developing the capital market to prevent the appearance of inflationary forces
as recovery procosds. However, it is recognized that the demands on private
savings for investment purposes are likely to be largs, hence the authorities
propose to rely for financing investment progremmes on revenus derived in largs
part from higher yields from existing taxes following the increase in output of
goods and services. At the sams time the Union Bank of Burme has been granted
sdditional power over commercial banks.

187. In Brazil soms of the major obstacles to economic development originate in
the low levels of resl incoms per head and the inability to import enough to
meet growing nseds for capltal goods. Thess and other fa.otors,gz/ including

_?_3/ See Economic Commission for Latin America, Recent Faots and Trends in the
Eoonomy of Brazil (E/CN.12/217/Add.2). :
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the meed to sxpand jmports of rav watevinls ae woll sy of sapital goods, omphasive

the {mportence of the incremse in the sountey’s capacity to lmport following ths
improvemsnt of its terms of treds after 1949,

188, Gross cepitel formation neerly doubled betwsen 1948 mnd 1951, private snd
public investusnt growing et approximately the sams retss. Road building end
investmsnts in petrolsum were two significart items in publie investwsut. As
to private investmsnt, fixed cepitel investmsnts in induvstry, publio

and agriculture absorbed levger funds than sither construction or incresses in

invemterieeuggl A conglderable volums of {nvestmsnt in Brawil hewr been directsd
to the developmwent of besic indvstyy, particulerly mste
heavy chemical industries. Ths incvesss in commsroial inve

woderats until 1951,

189. The increese in *he capscity to import, end the sven steeper riss in
production of capital goods, facilitated the finmnocing of thess investmsnt

programmss without impairing the lsvels of consumption., The esnuel average volums

o ‘-w
G

of imports for 1951-52 increessd by 59 per cent over the average for 1G47-49,
Capital goods participsted in the generel movemsat, but legged behind raw
materials aod oonsumer goods. Annual imports of capitel goods rose only 33
por cent in 195152 somparsd with 1947-49, but in 1952 they increeassd es &
proportion of total lmports.

=,

150. In Ceylon, the improvemsnt inm governmsnt receipte which followsd ths riss
in export prices wes also accompanied by increased sxpenditurs on current sod
capital scoount. Ths latter is lavgely due to developmsnt sxpenditurs

including, emong othey plans end projects, & prograws for land dswslo

improve the pr@ducti@n of focd for domsetio werkets, as welil es {induntrial

projects, transport and fusl devslopmsnt.

191. As the rise in revenus after 1948 improved the budgst %

ascoount from 31.5 million rupess in 1948 o 153.2 million in 1951
" on oapital escount also rose from 10%,0 million rupses in 1948 to 222.0 willion

win 1951, This lad %6 substantiel over-all dsficits, fimsnced by drawing on

. sash reseyves avd by b@ymowing. Tn 1951, howsver, revenus apain rose, by almpst

h'Eewevery according to preliminery dats, gross iﬁ?ﬁ&%@%ﬁ% fu coifes
plantations ebgorbed less thaﬁ 2 pey osnt of total capltal Formation
in. 1951
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y clt. The Government, howsver, continued its
borrowing operetions hy substantially more than the astual defioit. 'Mhe result
has been to inorease its oash balences, In 1952, the situation wes reversed;
according to preliminary egtimates, revenve from export duties fell, reducing
total zvvenues. Expondlture, howover, continued to rige - vrartioularly capital
expenditure whish almogt doubied the figure of +he previous year and was expectsd
o reach a total of 433.2 mi1lion rugees, financed by further drawing on
accumulated cash balances and by greatly incresssd borrowing.

192. The Govermment sought to keep down the expansion in the nonsy supply by
incressing 1ts borrowing from non-banking sources. Actually, loans from the
public (including institutional savers) were smong the mejor sources of Punds in
1951, but in 1952 the rise in the deficit waa accompaniad by more extensive
resort to benking funds. This partly offset the consequences of the fall in
foreign sssets and loans to the public upon the monsy supply, which thsrefore
remained relatively stable during 1951/52.22/ '

193. The above examples illustrate the role of private capital in the investment
Irocess as woll aa the use of {isoal and monetary polioy by governments to
channsl an increasing proportion of the savings of the commnity into produstive
Investment wben the nationel product sxpands in . sponse to improvement in the
“erms of trade. At the sams timo, the maintenance of the volums of public
investment during years of deteriorating terms of treds oontributes to offest
the dscline in private oapital formation,

164, The ocapacity of produsctive facilities snd tie dsgres of diversification and
industrialization achieved by the economy dstermine the effectivensss of fiscal
measures to promote economic development during extended periods of dstericrating
terme of trede, just as the samp Paotors contribute to est limits to the
edequate utilization of gains from trade during pericds of improving terms of

~ trads. It is clear, however, "that the response of the private seotor to

_2_2/ The impact of the finsncial operations on the cost of living was further
lssoensd by inoreasing food subsidise and by Central Bank regulation of the

regerve rsquiremsnts cf commeroisl banks, which limited the extent of
oredit expansion.
{




. favourable trends in foreign trede prices is not always oconducive - elther in
.. timing or in direction - to investmsnts which promote economic developmonts.

. Soms of the examples 1n the precsding pages demomstrate that during recent years,
o~ the fullsr utilization of gaine from trade for thes purpose of achleving a lasting
{mprovement in the use of resources rests in part upon the edequacy of government
*  prograrmes designed to inorease the degres of diversification and industrialivetion
. of the economy. -






