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April 22, 1953.

THB END OF THE POSTWA PERIOD

The purpose of this paper is to describe briefly the salient features
of the current world economic situation and to attempt to derive from them
some notions as to the trend of developments in the next three or four years.
The primary reason for preparing this paper is that the feeling is general
that the period of major postwar readjustnents is behind us and a new
pattern of international economic relations is taking shape. It would be
presumptuous to make an exact forecast of.this new pattern. But it seems
appropriate at the present juncture to point up the most important tendenqes
and factors which can be observed in the economies of the Western world. V

As in any other exposition dealing with the future, it is of course
necessary to make some assumptions regarding political developments. Through-
out this paper it is assumed that no major political or military upheaval will
occur in the next few years, and that the defense build-up of the Western
world will proceed in accordance with present plans and projections. That is
to say, that in 1953 the rearnaments efforts of the United States will con.
tinue at a slightly accelerated pace and that it will recede only gradually
thereafter. In Europe, likewise, the share of resources devoted to defense
and national security will remain at a high level.

I. The Present Situation

A. Western Eure

Since the outstanding characteristic of the immediate postwar period,
which is now coming to an end, has been the economic prostration and subse-
quent rehabilitation of the economies of Western Europe, any description of
the present situation must start with Europe. There is ample statistical
and other evidence of the fact that the physical reconstruction of the pro-
ductive facilities of the industrialized countries has been virtually com-
pleted. Without exception industrial output is now substantially higher
than it was before the war. The data shown in Table I even give an indica.
tion that industrial capacity is larger than prewar, since the base year of
the index numbers is 1937 hen in most European countries the level of
activity was close to capacity operation of many industries.

J/ This paper was originally prepared several weeks ago, before the proposals
to resume armistice negotiations in Korea and to arrive at a settlement
of the other political issues underlying the present state of international
tension. An improvement in the international situation would greatly'
accelerate and accentuate the developments outlined in the memorandum.
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TABLE I

Industrial Production in Selected European Countries
(1937 = 100)

Annual Average December
1948 1951 1952 1951 1952

Austria 93 166 169 183 169
Belgium 98 116 112 115 113
Denmark 130 156 148 144 145
Finland 137 182 170 167 166
France 102 128 134 134 134
Germany (1936 : 100) 62 135 145 140 151
Italy (1938 = 100) 99 143 146 140 151
Netherlands 114 145 148 136 153
Norway 125 149 149 145 150
Sweden 149 167 164 173 173
United Kingdom 110 129 125 124 122

The last two columns of the table, however, also show that the period
of rapid industrial expansion has come to an end. In four of the eleven
countries shown in the table, the level of industrial production was lower
at the end of 1952 than twelve months before; in five countries it was
moerately higher; and in two it was unchanged# The decline in industrial
production which occurred in some countries reflects the tail end of a
temporary recession which began at the end of 1951 and was largely concen-
trated in textile manufacturing. The very fact that this sector recession

was short-lived shows, however, that the expansionary forces within the
economies of Western Europe as well as those originating from abroad are still
strong and make the threat of a general and prolonged recession remote. The
significance of the most recent data of industrial production is that they
reveal that the postwar build-up of industrial capacity has been temporarily
halted in some places and probably slowed down permanently in others. This
is confirmed by the figures in Table II in which the percentage changes in
industrial production in the first three years of the Marshall Plan (1948 to
1951) are compared with the changes which occurred during 1952. Aside from
the six countries where industrial production declined or remained unchanged,
the rate of increase in industrial production wap smaller than in the pre-
ceding three-year period in all countries except the Netherlands where
industrial production was abnormally low in December 1951. Figures for
earlier and later months suggest that the increase of-Dutch production was
less than 4%.
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TABLE II

Rise and Decline of Industrial Production of
Selected European Countries

Average Annual
Increase % Change

1948-19g1 () during 1952

Austria 26.3 7.7
Belgium 6.0 1.7
Denmark 6.7 , 0.7
Finland 11.0 - 0.6
France 8.3 -
Germany 38.7 / 7.6
Italy 14.7 / 7.6
Netherlands 9.3 / 12.3
Norway 6.3 1 3.4
Sweden 4.0 -
United Kingdan 5.7 1.6

The extent to which the physical rehabilitation of the industrial
plant of Western Europe is completed is also indirectly revealed in Table III
which shows the unprecedented proportion of total output which was devoted
to investment in the postwar years.

TABLE III

Share of Gross Domestic Investment in Gross National
Product of Selected European Countries

Prewar 0-.r

Year Percent Pe-.od -erceii-

Austria 1937 7 1948/9 21
Belgium 1938 17 1946/48 12
Denmark n.a. 1947/51 23
Finland 1938 23 1948/50 29
France 1938 3 1947/51 19
Germany 1936 18 1948/51 23
Netherlands 1938 10 1947/51 23
Norway 1938 25 1947/51 36
Sweden 1938/39 27 1947/51 29
United Kingdom 1938 14 1947/51 14

n.a. - not available



In seven out of ten countries shown in Table III, gross domestic investment

absorbed more than 20% of total output and in only three countries was it

smaller than 20%.- In all but two countries was the proportion of total
output devoted to investment larger than before the war. -It was smaller
only in Belgium where the level of investment was unusually large in 1938,
and it was of-the same order of magnitude in the postwar period as in 1938
in the United Kingdom. In this case, however, the figures are somewhat
misleading since the postwar percentage figure is distorted by a major
inventory adjustment, and 1938 was a year of large-scale industrial
mobilization. The high level of investment in Western Europe during the
postwar period would not have been attained had it not been for the
assistance provided to most of the countries under the Marshall Plan; but
even after allowance is made for the resources made available to Western
Europe through foreign aid, the record must be considered most impressive.
In the same period for which the data for most European countries are shown
CL947-51), the comp*able percentage figure for the United States was
approximately 18%.;

In addition to the completion of the postwar reconstruction, a
change in the methods of economic policy has taken place which is probably
the key factor determining the developments in the near future.. With the
exception of the controls over international payments, direct controls
have been gradually dismantled and replaced by monetary control. This
development has not been unifom and even less uniformly successful, since
obviously monetary discipline cannot be reasserted in a vacuum and depends
on the feasibility of corollary fiscal policies, the impact of developments
abroad and, ultimately, on the political milieu within which economic
policies are formulated and enacted.

It is.difficult to measure objectively the extent to which monetary
controls have superseded or supplemented direct and, in some countries,
fiscal controls without a detailed country-by-country analysis. But the
figures in Table IV supply a prima facie indication of the gradual replace-
ment of "hard" money for "easy" money. Yiith the exception of Nwway and
Sitzerland, the yield of government bonds (which reflects the composite
ekiects of the tendencies of the capital market and the extent to which
government intervention interfqres-with them) was significantly higher all
over' Europe 4t.the end of 1952 than immediately after the end of the war.
Although the situation differs from country to country, there is everywhere

1/ In U. S. statistics only data on private investment are complete. In
order to make them comparable with European data which include both
private and public investment,csureftcthiepeditures of federa state and local
governments have been added to private investment. The two items to-
gether account for 17.5% of the gross national product; other
government investment was probably not very high in this period.



some evidence that the effects of higher interest rates are permeating the
European economies. In some countries, the expansion of the money supply
has come to an end; in others, the composition of the money supply has im-
proved - currency circulation has declined and the volume of bank deposits

has increased.

TABLE IV

Yield of Government Bonds in Selected European Countries

Annual Average February
1946 1947 1908 1949 1950 1951 1952 1952 1953

Belgium 4.18 4.45 4.75 4.60 4.42 4.62 4.51 4.58 4.46
Denmark 3.55 3.65 4.07 4.4 4.53 5.14 5.29 5.28 5.17
France 3.17 3.91 4.62 4.78 6.53 6.54 5.60 6.32 5.54
Italy 3.81 4.43 4.40 4.52 4.79 5.08 5.23 5.22 5.27
Netherlands 2.99 3906 3.10 3.14 3.14 3.44 3.42 3.63 3.21
Norway 2.96 2.50 2.49 2.50 2.57 2.74 2.74 2.72 2.72
Sweden 3.01 3.02 3.08 3.02 3.11 3.23 3.28 3.22 3.29
Switzerland 3.10 3.17 3.42 2.94 2.67 2.95 2.84 2.83 2.63
United Kingdom 2.60 2.76 3.21 3.30 3.54 3.78 4.23 4.12 4.25

The effectiveness of monetary controls is also reflected in the indexes
of wholesale prices, shown in Table V. In those countries which practiced
monetary discipline in the postwar period - Switzerland, Belgium, Germany -
prices remained stable or increased little. In all other countries the
postwar period was marked by price inflation of varying intensity and vary-
ing duration. The price increases between 1949 and 1951 were, in part, the
result of the sharp increases in raw material prices all over the world, and,
in part, a consequence of the devaluation of 1949. By the same token, a
part of the price declines which occurred in the last twelve months must be
attributed to the price declines of many important import commodities. But
the price movements of domestic goods and export commodities show that in most
countries the price stability which has prevailed in the last twelve months was
primarily the result of more conservative monetary management. Tighter fis-
cal policies have curbed public deficit spending, and controls over bank
credit, only partly reflected in changes in the interest rate pattern, have
prevented or curbed private deficit spending, i.e., an increase in private
debts to the banking system.
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TABLE V

Wholesale Prices in Selected European Countries
(1946 = 100)

Yearly Average December
1946 1949 1950 1951 1952 1951 12

Austria - 128 170 228 253 258 242
Belgium 85 95 100 121 114 123 110
Denmark 83 102 115 147 143 151 139
Finland 63 101 116 166 164 177 162
France 38 112 121 155 163 170 157
Germany - 101 99 119 124 126 122
Italy 52 95 90 103 97 100 97
Netherlands 89 104 117 143 140 145 139
Norway 93 102 115 143 152 149 155
Sweden- 87 101 106 140 148 149 143
Switzerland 92 95 94 105 102 105 100
United Kingdam 80 105 120 146 149 151 149

The achievements of the last twelve or eighteen months are the more
remarkable because they coincided in some countries with an increase of de-
fense expenditures. The increased use of resources for defense had to come
ffam three sources: an increase in total output, or a decrease in public
and private investment, or a decrease in consumption. The small change in
overall production seems to indicate that the major burden of increased de-
fense expenditures may have been offset by a decrease in domestic investment.
Actually, however, the large increase in the output of heavy industries,which
took place while total industrial production remained unchanged or increased
only moderately, made increased armaments possible without seriously curtail-
ing investment and the exportation of capital goods.

There is still another aspect of the present situation which presumably
has an important bearing on the trend of the next few years. Although the
level of employment remained high throughout the postwar period, a noticeable
increase in the level-of unemployment has taken place in the last twelve
months in all countries except Germany,



TABLE VI

Unemployment in Selected European Countries

AnnM4 Averag2ea
1937/39 9JY- 19 L19 19An 199 1950 1951 1952

Austria % of - - - 2.3 4.6 6.2 5.7 7.7
employed

Belgium % of. 17.2 3.6 3.5 6.4 11.7 10.9 9.8 11.7
insured

Denmark % of union 20.5 8.9 8.9 8.7 9.6 8.7 9.7 12.5
members

Finland thousands 3.5 0.9 - 3.5 25.7 19.2 5.6 8.3

France thousands of non-
agricultural 370.0 15.7 7.4 16.7 39.7 52.4 40.3 39.3
workers

Germany % of employables - - - 4.2 8.3 10.2 9.0 8.5
Italy thousands - - 1,620 1,740 1,670 1,620 1,720 1,900

Nether- thousands of
lands union workers 10.3 3.2 2.8 2.8 2.7 2.2 1.8 2.1

United % of
Kingda=f insured 10.5 2.5 3.0 1.5 1.6 1.6 1.3 2.2

a/ 1952 data partly incomplete.
5/ Figures prior 'to 1948 not strictly comparable with later data.

The differences in the methods of measuring and reporting unemployment
make a comparison by country impossible. But the overall impression is clear:
with the exception of Germany and Italy where unemployment has been a major
problem throughout the postwar period, the level of unemployment was relative-
ly small, even at the end of 1952, after a rather sharp rise in the preceding
twelve months. In most countries the increase in unemployment figures is
little more than an indication that the postwar period of labor shortage, re-
flecting overfull employment and occasionally labor hoarding, has come to an
end and that the economies of Western Europe have now more "elbow room" and
greater flexibility. This softening of the labor market must be attributed
in part to the rediscovery of monetary controls; but it is undoubtedly also an
indication that the pent-up demand for consumerst and producers' goods is
gradually disappearing.

There are also, on the other hand, signs that the downturn in the level
of industrial activity and the slight increase in unemployment do not foretell
a business depression, or even a minor recession. The decline in industrial
output was concentrated in soft goods, particularly in textiles, and in
some export industries where output had to be curtailed because of



payments restrictions of export markets. At the same time, steel production
and the production of electric power continued to expand. Thus, the drop
in overall production was more in the nature of a structural readjustment,
or at least the beginning of a readjustment, rather than a general recession -
and the decline in employment was not only the consequence of, but a necessary
prerequisite for, the "sideways" movements in production.

The more important reason for concluding that the decline in employ-
ment and the drop in wholesale prices were not the first signs of a general
recession, however, is the fact that the government and monetary authorities
have shown great sensitivity even to slight indications of downward movements
in the level of employment. A comparison of the last two columns in TablesV
and VI shows that in most countries the monetary authorities reacted swiftly
to an increase in unemployment by a relaxation of credit controls - even at
the risk of causing new pressures on their balance-of-payments position.
Some observers have expressed concern about the timidity of European monetary
authorities in the face of political pressures to maintain full employment,
even at the cost of continued imbalance of international payments. But
whatever the "right" attitudes and policies in this respect may be, the fact
remains that it is unlikely that Western European countries will exercise
monetary discipline beyond the point at which it would seriously affect the
level of employment.

The uncertainty as to the prospects of making monetary controls fully
effective is one of the reasons why a short-run solution of the last remain-
ing problem, i.e., the closing of the so-called dollar gap, remains in doubt.
There is no question that the gap has been reduced to a fraction of its
original size. U.S.balance of payments data show that aside
from military shipments the dollar deficit on current account. of Western
Europe is now running at a rate well below 82 billion annually, and that
the global dollar gap is approximately of the same order of magnitude.
Moreover, the significance of the gap has materially changed: while in 1947or 1948 the lack of American aid probably would have meant a drastic curtail-
ment of the level of consumption and the rate of capital formation - with
all the social and political repercussions of the former, and the retardation
of reconstruction in consequence of the latter - the present gap has become
"manageable" in the sense that although its sudden elimination would still
impose hardship on the deficit countries, it has become amenable to general
fiscal and monetary controls. True, these controls would cause a temporary
curtailment of consumption, or investment, or armaments, and may thus have
undesirable indirect effects either in the short-run (armament), or in the
long-run (investment); but the prospect of a substantial cutting off of funds
to finance the gap - aside from defense aid in the form of munitions ship-
ments and offshore procurements - would probably no longer threaten disaster

1/ Corrected for private remittances and long-term capital racwmente.
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of the form and magnitude which 4ppeared to be impending in 1947 or 1948.
Nevertheless, it seems likely that economic aid to Europe wil continue in
some form since also fran the American point of view a rather strong case can
and presumably will be made for it. It will permit a greater defense effort
in the recipient countries; it will assure the continuation of capital out-
flows from Western Europe to underdeveloped areas; and it should make it
possible to attain ultimately a balance of dollar payments and receipts at a
higher level than would otherwise be the case.

B. The United States

Although the economic developments in the United States during and after
the war were so different from those of Western Europe, in a very broad sense
the current situation and, therefore, the outlook for the immediate future are
characterized by similar phenomena. As in Western Europe, the pressures of
reconversion needs and of pent-up consumer and investment demand have disappear-
ed; moreover, the more recent challenges to stability, which arose from the
post-Korean defense effort and were accompanied at the outset by a raw materials
boom and sporadic buying sprees of both consumers and producers, have been met,
in a surprisingly short period of two years, by increases in industrial capacity
and output. Thus, the overall picture is one of relative stability of employ-
ment and prices at a level of output near capacity, with a sufficient degree of
growth and flexibility to absorb the scheduled increases in armament production
without major supply shortages and renewed inflationary pressures. The simi-
larity between the United States and Western Europe extends also into the field
of monetary policy. The decision to unpeg the quotations of government se-
curities has undoubtedly been a major factor in achieving stability by limiting
the supply of bank credit which has shown a high degree of sensitivity to lower
quotations of government securities.

Table VII shows, in a sketchy way, the postwar developments of the
American economy, and the tendency of stability which prevailed in the last
eighteen months.

TABLE VII

The American ESkOnY, 1946-1952

Annual Average February
1937 1946 1947 L98 1949 1950 1951 1952 1952 1953

Industrial Production
(1948 = 100) 59 89 97 100 92 1o 115 114 116 124

Gross Private Invest-
ment (% of Gross 7 15 13 16 13 18 18 15 - -
National Product)

Unemployment (% of 14.3 3-9 3.6 3.4 5.5 5.0 3.0 2.6 3.4 2.9
labor force)

Wholesale prices 54 75 92 100 95 99 110 107 108 105
(1948 = 100)

Long-term Bond Yield 2.74 2.19 2.25 2.44 2.31 2.32 2.57 2.68 2.71 2.83
Yield of Treasury
Bills .45 .38 .60 1.04 1.10 1.22 1.55 1.77 1.57 2.02
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Overall, the postwar years were a period of unprecedented expansion.
Between 1946 and 1952, industrial production rose by more than one-third,
despite a temporary downturn in 1949. The gross national product in real
terms, which is a better measure of economic accomplishment than industrial
production, rose by 24% or at an average of 4% per year. Private investment
in plant and equipment resulted in an increase in productive capacity of 30%,
after allowing for replacement of worn-out and obsolete facilities. These
material achievements were accompanied by a considerable degree of price in-
flation which came, however, in two distinct waves. Between 1946 and 1948
wholesale prices rose by 33%. Then followed a period of reasonable stability
until 1950 when the Korea boom caused another upturn of 10%. Fran mid-1951
on, however, the wholesale price level has gradually receded. This decline,
led by a fall in grain prices, has continued in the first months of 1953.

The re-activation of monetary controls through an increase in interest
rates and the partial withdrawal of the Federal Reserve System from the
support of government securities was mainly reflected in the yield of short-
tern Treasury bills which rose from less than 1.5% at the time of the
Treasury-Federal Reserve accord of March 1951 to 2.02% in February 1953. It
is interesting, however, to note that the pressures for harder money asserted
themselves.long before the date of the accord. The short-term rate had been
rising quite rapidly from 1946 on, and the trend of the long-term rate was also-
upward throughout the period.

However, for the formulation of an opinion about the period ahead, th6
events of the last eighteen months are more important than the story of the
spectacular postwar upswing. Perhaps the most significant figure in Table VII
is the 15% figure for gross private investment in 1952: it is significantly
smaller than the figures for 1950 and 1951. To some extent, thisdecline is
due to a smaller change in business inventories than in preceding years. But
even if investment in inventories is disregarded and attention is focused on
investment in plant, equipment and housing only, the result is the same: the
total volune has slightly declined in absolute terms, and considerably more in
relation to total output which kept on rising.

A slowing down in the rate of expansion is also noticeable in the index
of industrial production.- Between 1949 and 1951 industrial production rose
by 12% annually, while between the end of 1951 and 1952 the increase came to
7% only. It would of course be ludicrous to expect that the growth of output
and capacity would continue indefinitely at the same rate. But it is signifi-
cant, for an appraisal of future trends, to record that the slowing down in
the rate of expansion is occurring at a time when the defense effort is near
its peak and the level of employment and income has reached an all-time high.
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C. The Primary Producing Countries

The developnents in the primary producing countries of the world
reflect to a large extent the economic conditions of the industrialized
countries because the income level of the former is determined by the
volume of their exports and by the prices which their export commodities
command in the world markets. The process of industrialization which has
been going on in some of the underdeveloped countries for several decades
and which aims at a greater degree of independence from the economic con-
ditions in advanced countries, has actually made them more dependent for
the time being. For the rate at which industrial and general economic
development can proceed in these countries is closely dependent on the
level of export earnings which must pay for the import of capital goods
for public and private investment.

As a result of the rapid expansion of economic activity both in
the United States and in Western Europe throughout the postwar period, and
of the inheritance of substantial exchange reserves accumulated - at least
in some countries - in the course of the war, the overall position of under-
developed countries was by and large exceedingly favorable from 1946 on.
This was particularly true for Latin America and most of Africa where the
war had not caused any physical damage, while in South East Asia and the
Far East expansion of production was delayed by the havoc and the disorgan-
ization brought on by the war, and by civil strife and guerilla warfare in
the postwar period. But even in these areas the high level of export
earnings made a substantial contribution to the speed of recovery and
further development.

There can be no doubt that the primary producing countries as a
whole benefitted substantially from the high level of income and employment
in Western-Europe and the United States - although agricultural production,
the main source of income and export earnings of most countries, failed to
keep pace with population growth and even more so with industrial produc-
tion. In eight primary producing countries for which data for both agri-
cultural and industrial production are available, the increase in industrial
production was much larger than that of agricultural production (Table VIII).
To some extent, this is only natural in countries where industrialization is
still in its early stages and where a major aim of economic policy is an
increase in industrial production, particularly in manufacturing industries.
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TABLE VIII

Postwar Agricultural and Industrial Production in
Selected Primary Producing Countries

Increase in Production over Prewar
Agriculture Industry

Argentina 6 67
Australia 12 56
Brazil 20 102
Chile 14 60
India - 1 18
Mexico 40 41
New Zealand 16 27
Turkey 8 63

a/ Prewar base 1934-38 or 1935-39 for agriculture, except Brazil (1937-39),
and 1937-39 for industry, except Turkey (1938 = 100). Postwar period
1946-50 for agriculture, and 1946-52 for industry; 1952 data are incomplete.

But the lag in agricultural production is a postwar phenomenon of major
importance for two reasons. In the first place, it prevented an improvement
in living. standards and consumption levels in many countries which, aside from
this deficiency, enjoyed a period of sustained internal and external prosperity.
In the second place, it caused a scarcity of non-dollar food supplies for
Western Europe, India and Japan, and thus aggravated the international dollar
payments problem. .. The high level of income and employment, combined with
the slow growth of primary production for export, particularly in agriculture,
caused an increase in export prices of foodstuffs and raw materials far in ex-
cess of the price increase of manufactured goods which make up the bulk of im-
ports of primary producing countries. The result of this price constella-
tion was that the terms of trade were highly favorable to most primary produc-
ing countries compared with those of the interwar period. Table IX shows
three things:

(a) The level of the terms of trade of primary producing countries was
high throughout the postwar period, even if allowance is made for the fact that
during the base period of the last three prewar years prices of primary pro-
ducts were low compared with, say, the period of 1925-29 when there was little
or no unemployment, in industrialized countries. There is some evidence, however,
that the postwar terms of trade were more favorable to primary producers than
during the 'twenties.'

1/ The only country shown in Table VIII where agricultural output increased
proportionately with industrial production was Mexico. The comparison of
the two figures is somewhat misleading however, since the increase in in-
dustrial production reflects a stagnation in mining production while manu-
facturing production rose by 65% over prewar.

2/ This is of course not to say that the terms of trade were "too high" in the
postwar years, or ftoo low" before. There is no basis for determining a
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(b) There was considerable variation in the terms of trade of the
various primary producing countries. Since 1949, the coffee producing coun-
tries enjoyed particularly favorable terms of trade, followed by countries ex-
porting textile fibers (Egypt, the Philippines, Australia and India); only one
of the countries shown in Table IX, Ceylon, experienced a deterioration of its
terms of trade as a result of its position as a rice importer.

(c) The terms of trade of most primary producing countries improved
throughout the postwar period, particularly during the Korea boom of 1950 and
1951. In 1952, however, a reversal set in as a result of both declining export
and rising import prices. Since the 1952 data do not cover the entire year
and the price decline of many primary products has continued, it is likely that
by now the terms of trade of most primary producing countries have deteriorated
further.

TABIE IX

The Terms of Trade of Selected Primary Producing Countries
(1937/39 = 100)

1946 1947 1948 1949 1950 1951 1952

Australia 85 102 127 127 168 165 122
Brazil 142 146 138 158 275 261 n.a.
Ceylon a/ 61 70 67 76 98 101 67
Egypt E7 100 102 150 133 171 238 n.a.
El Salvador 145 157 161 185 n,a. n.a. n.a.
India 101 n.a. 111 118 117 146 117
New Zealand 80 83 90 96 123 123 n.a.
Philippines b/ n.a. n.a. 157 105 153 132 112
Turkey 135 90 81 88 110 110 il

All Latin American
countries combined _/ 120 139 143 143 169 180 n.a.

a/ 1938-39 = 100
F/ For imports 1937 = 100
c/ U.N.Economic Commission for Europe: A Study of Trade between

Latin America and Europe, p.7.
n.a. - not available. 1952 data partly incomplete.

The high level of export earnings and the accumulation of exchange re-
serves during the war, supplemented in some countries by capital inflows from
abroad, made it possible for most underdeveloped countries to finance an un-
precedented volume of imports. Table X shows that with the exception of
India, the level of postwar imports in primary producing countries was any-
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where from 20 to 130% larger by volume than before the war.

TABIE X

Import Volume of Selected Primary Producing Countries

Period % Increase over Prewar -a

Australia 1947-52 69
Brazil 1947-51 80
Ceylon 1947-52 27
Chile 1947-52 45
Egypt 1947-51 70
El Salv dor 1947-49 136
India ! 1948-52 - 5 2/
New Zealand 1947-50 19
Philippines 1948-52 60
Turkey 1947-52 56

a/ Prewar base period 1937-39, except for Ceylon and Egypt (1938-39), and
the Philippines (1937). Date for 1952 incomplete.

' Excluding trade by land with Pakistan.
c/ Decline.

These figures in themselves attest to the fact that in the postwar
period most underdeveloped countries enjoyed a substantial increase in liv-
ing standards. It may be assumed, however, that in most countries improve-
ments in living standards were not spread evenly over the entire population
but were concentrated in certain sectors.- Another, and in the long run,
more important consequence of a period of sustained high incomes and export
earnings, wasa high level of investment both private and public in most
primary producing countries. The figures shown in Table XI reveal that for
all countries for which data are available the level of gross investment was
surprisingly high in the postwar period. Even if account is taken of the
fact that in the case of many countries the figures are not too reliable and
that a relatively large proportion of private investment seems to have taken
the form of inventory rebuilding and accumulation, particularly in the
immediate postwar years and again in 1950/51 during the Korea boom, the im-
pression remains that the volume of productive investment far exceeds that of
prewar years and compares rather favorably with the "normal" level of invest-
ment which prevailed in industrialized countries in the 'twenties and before
the second World War.
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TABIE XI

Gross Investment in Selected Primary Producing Countries

Prewar Postwar
Investment Investment

Period as % of )NP Period as % of GNP

Australia 1939 21 Fiscal 1948-52 30
Burma 1938-39 12 1947-51 12
Ceylon 1938 5 1947-51 8
New Zealand 1938 19 1947-51 23
Philippines n.a. n.a. 1946-51 9
South Africa n.a. n.a. 1946-51 24

Argentina n.a, n.a. 1946-52 18
Brazil n.a. n.a. 1946-52 17
Chile n.a. n.a. 1946-52 12
Colombia n.a. n.a. 1946-52 15
Cuba n.a. n.a. 1946-52 10
El Salvador n.a. n.a. 194652 1
Mexico 1939-40 11 1946-52 1
Peru n.a. n.a. 1946-52 21
Venezuela n.a. n.a. 1946.52 22

All Latin American
countries combined$/ n.a. n.a. 1946-52 17

a/ U.N.Economic Commission for Latin America: Economic Survey 1951-52.
n.a. - not available

It may be argued that in many underdeveloped countries the high level
of income and investment and the intermittent export surpluses of the postwar
period resulted in inflationary pressures and that monetary and fiscal
authorities were slow in devising proper anti-inflationary policies. It may
also be argued that in many instances, inflation has led to serious distor-
tions of the investment pattern, to a curtailment of private savings, and a
dissipation of exchange reserves and export earnings. There is no question
that these arguments are justified in the case of many, if not most, under-
developed countries and that the great opportunities for laying the founda-
tions for lasting improvement in economic conditions have been utilized to a
limited extent only. But the fact remains that economic development has made
substantial progress in the postwar period - largely as a result of uniquely
favorable circumstances beyond the control of the primary producing countries
themselves. It is therefore doubtful whether the rate of progress which has
been attained in the last few years can be maintained if and when circumstances
change - as they might do in the near future - and whether the presently dis-
cernible deficiencies of the last few years, particularly the lag in food pro-
duction, can be remedied in a reasonably short time.
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II. The Outlook

The most convenient point of departure for an appraisal of the
economic developments in the next few years is to focus attention once more
on the current situation in the United States. The defense effort has
been "absorbed" in the economy through an increase in output and employment
which permits both a high level of investment and a large volume of defense
expenditure without a curtailment of consumption. The prospects of the
American economy have been analyzed in great detail in a special study on
Markets after the Defense Expansion which was prepared by the Department of
Commerce with the assistance of a group of business economists../

According to this study, the overall business outlook is one of
stability at or near the full employment level for at least another year.
Defense expenditures which reached A50 billion in 1952 are expected to rise
to $55 or $60 billion in 1953 and remain at that level through 1954. Pri-
vate investment expenditures for plant and equipment which attained a record
level of almost $27 billion in 1952 are expected to continue at the same
level in 1953.

The prospects for sustaining investment expenditures at this level
however are much less certain from 1954 on. On the basis of previous ex-
perience during periods of full employment, it appears that the rate of busi-
ness investment in plant and equipment has not been excessive. It must be
remembered however that never before has full employment prevailed for such
a long period and that a significant proportion of total output of the last
few years, particularly of durable goods, has been used to fill the deferred
demand which had accumulated in the course of the war years.

To a large extent, the materialization of the expansion programs of
business enterprises is dependent on the availability of means of financing.
Retained earnings and depreciation reserves have financed more than half of
the investment of corporate enterprises while only one-fourth of total ex-
pansion was financed through the capital market, the remainder being account-
ed for by private borrowings and short-term bank loans. The report points
out that although business indebtedness reached a record level in the postwar
years, the carrying charges on the enlarged debt remained relatively low be-
cause of low interest costs. The increase in the cost of borrowing which
could result from a tighter monetary policy in general and fran attempts to
convert a part of the public debt into a longer term obligation,may therefore
exercise a dampening effect on the level of private investment. There is,
on the other hand, however, the distinct possibility that a decline in the

1/ U. S. Department of Commerce, December 1952.
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tax burden on business may cause an increase in earnings and thus enable
business enterprises to finance a growing share of their investments from
retained earnings.

The cost of borrowing may exercise a stronger influence on the volume
of residential construction which is another "strategic variable" in the
appraisal of the business outlook. According to the study, demand for re-
sidential construction is expected to decline considerably in the next few
years largely as a result of a fall in the number of new families which is,
in turn, a reflection of the low birth rates which prevailed in the depression
years of the 'thirties. A decline in private construction, however, may be
partly offset by an increase in public construction of highways, schools,
hospitals and other public buildings. Public construction represents one
of the last, perhaps the last, important sectors in the economy where a de-
mand backlog still exists and where financing should not present any diffi-
culties since the level of indebtedness of state and local authorities is
quite low compared with the level of their tax revenues and other fiscal re-
ceipts.

The greatest uncertainty prevails with respect to the future of con-
sumer purchases which after all account for almost two-thirds of the gross
national product. In recent years, considerable variations in consumer
purchases have occurred which were not related to the level of private income
and it seems that consumer spending habits are determined not only by income
levels but also by the volume of liquid assets at the disposal of households,
the level of consumer indebtedness and,above all, prices and price expecta-
tions. Even a small change in consumer expenditure is bound to exercise an
important influence on the level of production but it is by no means certain
in which direction such a change will go. Some observers argue that a lower-
ing of prices, particularly of durable goods, may bring about a substantial
increase in the level of consumer demand, and cite the effects of price
changes on the volume of sales in textiles and some durable goods, which
occurred twice in the postwar period, as an example of the effectiveness of
price adjustments. Others point out, however, that this is true where ad-
justments take place in various sectors one after the other, but that a down-
ward adjustment of consumer prices throughout a major part of the economy
is bound to affect adversely the level of business earnings and thus cause a
downward revision of investment plans.

But irrespective of the merits of this specific argument, on balance
it seems quite clear that for the next three or four years the factors and
forces making for a further expansion of production are few and of doubtful
strength, while the factors which may be considered as potential threats to
continued full employment are numerous and perhaps quite strong. It is not
possible to appraise quantitatively the role which the backlog of consumer
and producer demand has played so far in the postwar period in raising and
maintaining the level of output and employment. But it is clear that it has
exercised some influence, In the next few years, the American economy is
faced with the prospects of having to live on the level of current demand and
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replacement, without the reservoir of an unfilled backlog. This does not
mean a threat of depression or recession or stagnation. But it does mean,
in all likelihood, a slowing down of the rate of growth of output and employ-
ment fran the abnormally high levels of the postwar period of 4% or more per
year to a more "normal" rate of 2.5% or 3% which after all still assures a re-
spectable growth in per capita income and material welfare.

The outlook for Western Europe differs from that for the United States
in degree but not in kind. Like the United States, it had a backlog problem
throughout the postwar period; it had to produce goods and services not only
to meet current requirements, but also to rebuild the productive facilities
which had been destroyed or disorganized in the course of the war. Moreover,
it had to cope with the backlog of maintenance, replacement, and growth re-
quirements which had accumulated during the depression years preceding the
second World War. As indicated before, the reconstitution of the productive
capacity has been virtually completed and industrial capacity has caught up
with population growth and has allowed for advances in technology. True,
there are still large sectors where shortages continue. Housing requirements,
for example, are still far from satisfied in the United Kingdom, France and
Germany; in many countries the adjustment of the industrial structure to chang-
ed market conditions, internally and externally, has been incomplete. But the
pressures of urgency and of bottlenecks which frustrate expansion have subsided -

there is no longer a continuous shortage of coal, electric power and rolling
stock, to mention only a few strategic items. True, defense requirements im-
pose new burdens upon industrial capacity. But there are strong indications
that delays in armament production are primarily the result of organizational
deficiencies and of imperfections of planning and management, and not of
physical limitations of capacity. The record level of investment in plant and
equipment together with the rebuilding of inventories and the replenishment of
the pipelines of a complicated industrial structure, which has taken place in
the last few years, is only now coming to full fruition in the form of newly-
completed facilities.

Therefore, it appears quite possible that the economies of Western
Europe will be able in the next two or three years to "absorb" an increase in
defense production without imposing too heavy restrictions on consumption and
investment. This, incidentally, is the fundamental objective of the defense
effort of the Atlantic Pact countries which, because of its long-run character,
was not conceived as an all-out effort but designed so as to preserve the pro-
ductive basis of the civilian economy.

If the preceding analysis is correct, it follows from it that it is not
unlikely that in the next few years the rate of growth of production of Western
Europe will be more moderate than it has been so far. But as in the United
States, this is not to say that a decline in output and income will set in.
More likely, the rate of investment will recede somewhat and the growth in con-
sumption levels may slow down.

How far this movement will go toward bringing about internal and ex-
ternal balance in the economies of Western Europe will largely depend on the
efficacy of monetary and fiscal controls., The experience of the 'twenties
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and of earlier periods suggests that monetary controls are particularly
effective during a period of slow and sustained growth when the economy be-
comes pliable and where marginal adjustments of the price mechanism suffice
to bring about desirable changes in the composition of total output and the
direction of trade movements.

It is clear that the developments in the next few years in the econ-
omies of Western Europe will not be uniform and that major problems of inter-
nal and external adjustments will remain. A slowing down in one economy is
bound to have adverse repercussions in other economies of Western Europe;
a revival of inflationary pressures in one country or another may disturb
and temporarily reverse the movement toward balance and a normal rate of
growth. Additional armaments requirements notwithstanding, the key problem
of the Western European economies in the next few years will no longer be
one of insufficient capacity. Given reasonably conservative monetary and
fiscal policies, it may rather be one of finding internal and external
markets to assure a continued high level of current production and to main-
tain a level of investment commensurate with growing long-run needs.

The primary producing countries are bound to be affected by this
"return to normalcy" which seems to be in the making both in the United
States and Western Europe. To some extent, they have already felt the re-
percussions of the slowing down of industrial growth. The prices of their
export commodities have receded from the peak levels of the Korea boom and
are now, on the average, only slightly above those prevailing in the first
half of 1950. At the same time, the prices of their imports have gradually
risen and thus caused a considerable downward revision of their terms of
trade. So far, there has not been any significant decline in the demand
for primary exports largely because of an increase in armaments requirements.
But it seems clear that a slowing down of industrial investment in the ad-
vanced countries would adversely affect the export earnings of many under-
developed countries, particularly.those engaged in the production of industriae
raw materials, if this slowing down more than offsets further increases in
armaments production, together with expectations of price stability induced
by monetary controls, which would curb speculative inventory accumulations.

Any pronounced decline in export earnings of primary producing coun-
tries is likely to have two mutually incampatible effects. On the one hand,
the volume of foreign exchange earnings which can be devoted to the importa-
tion of capital goods to expand industrial capacity is bound to shrink and
thus cause a decline in the rate of industrial growth. On the other hand,
the underdeveloped countries themselves will find it more urgent than ever
to proceed with their industrial development in order to forestall a decline
in income resulting from shrinking export earnings. Thus, the gap between
domestic resources available for investment and the cost of implementing de-
velopment programs is bound to increase and strong pressures will be exerted
to fill this gap through foreign capital in whatever form.

The decline of export earnings of primary producing countries affects
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the level of investment more than the level of ineOoe. Private investment
often depends upon the ability and willingness of expert producers to invest
in new production facilities for the domestic markets. With export earn-
ings and export trade profits falling off, this source of investment finane-
ing is bound to grow smaller. Public investment expenditures largely de-
pend on tax revenues which are derived from taxes on exports and imports and
on earnings of the export and import trade. Since in most primary producing
countries imports for consumption - as distinct from those of capital goods *
are likely to decline more or less simultaneously with a decline of export
earnings, and since trade profits are likely to shrink, government revenues
are bound to contract. In general, public investment expenditures are
marginal in the sense that financial resources for them become available only
after the financing of current government services is assured. With a dew
cline in tax revenues, this margin is likely to become smaller. There is
of course the possibility that some countries will attempt to eontinue a high
level of public investment expenditures by financing them through borrowings.
The amounts of non-inflationary borrowing are limited, however, particularly
in a period of declining trade earnings. And borrowings from the banking
system are of limited avail too, since they only aggravate the balance-of-
payments problems which a decline of export earnings entails.

There is the distinct possibility that partly for political but
largely for economic reasons, an increase in capital movements from the
United States and Western Europe to underdeveloped countries will take pla0e
and thus supplement resources of underdeveloped countries available for in-
vestment. If the rate of investment in the United States and Western Europe
recedes somewhat, new pressures for maintaining and, if possible, expanding
capital goods exports to underdeveloped countries and areas are likely to
arise.. It is not certain what form these pressures will take. In some
instances, it is likely that government authorities will be induced to
finance exports to underdeveloped countries through credits or grants. In
other countries, capital goods industries themselves may be in a position to
compete for orders fran overseas through price reductions and through the
offering of attractive credit terms. In this connection, it may be worth
while to recall that throughout the 'twenties and even in the 'thirties,
when the longorun prospects of primary producing countries lo(ked rather poor,
the capital goods industries of Western Europe fostered their axports to
underdeveloped countries and colonial areas through medium- and long-ten
credits. In some countriqs, these 6export driveso had the active encourage-
ment of government authorities.

There to no economic reason why the easing of the supply attuation of
capital goods in Western Europe and the United States - and the possibility
of some excess capacity emerging in capital goods industries - combined with
the "investment gap" in underdeveloped countries, could not result in a sub-
stantial volume of capital goods exports and a continued high level of invest-
ment in underdeveloped countries - provided methods and means of financing an
export surplus from the United States and from Western Europe tc underdevelop-
ed areas can be found.
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A certain proportion of the capital movements along "classical" lines -
frm advanced to underdeveloped countries - is likely to be financed by direct
investment and by private medium and long-ten credits from capital goods
producers to private and public purchasers overseas. Private direct invest-
ment and direct private credits may become particularly important - or, at
least more important than in recent years - in the trade and financial rela-
tions between European metropolitan countries and their overseas territories.

The pressures for development financing of underdeveloped countries may
bring about an increase of development grants and loans both from European
governments to their overseas dependencies and from the United States. There
is also the possibility that European capital markets will become more receptive
to portfolio investment in foreign countries and overseas dependencies, and that
the New York market for foreign issues may be revived - although the high cost
of borrowing may be a deterrent to prospective borrowers.

. In this connection, it may be worth while to point out that a slowing
down of the rate of investment in Europe and in the United States need not be
accompanied by a decline of interest rates. The experience of the 'twenties
and of the early 'thirties shows that during a period of declining investment
and a declining demand for investment funds, interest rates do not respond
immediately but react only after a substantial time lag. This is of course
particularly true when the goverment attempts to refund the public debt in
long-term maturities as is now the case - in some form or other - in the
United States and in several European countries.


