SS-E
JPRS: 4918

25 August 1961

SELECTED TRANSLATIONS OF EAST EUROPEAN FOREIGN TRADE (&)

roved I pesis g
m 7 pepy el Wﬁ?&ﬂ SRR

19980130 016

This material, translated under U, S. Government auspices,
is distribuvted for scholarly use to repository libraries under a
grant/subscription arrangement with the Joint Committee for Slavic
Studies of the American Council of Learned Societies and the Social
Science Research Council. The contents of *this material in no way
represents the policies, views, Or attitudes of the U. S, Government
or the other parties to the arrangement. Queries regarding participa~
tion in this arrangement should be addressed to the American Council
of Learned Societies, 315 East L6th Street, New York 17, Ne 1.

U. S. JOINT PUBLICATIONS RFSEARCH SERVICE
1636 CONNECTICUT AVE., No W.
WASHINGTON 25, D. Ce

DTIC QUALITY INSPEGTED 3




FOREWORD

This publication was prepared under contract
by the UNITED STATES JOINT FUBLICATIONS RE-
SEARCH SERVICE, a federal goversment organi-
zation esteblished to service the trenslation
and research needs of the verious government

departments.




SUBSCRIBING REPOSITORIES

SS-E

Boston University
725 Commonwealth Ave,
Boston 15, Massachusetts

Univ. of British Columbia
Vancouver 8, Canada

General Library
University of California
Berkeley 4, California

Russian and East European Center
University of California
Los Angeles 24, California

The Russian Institute
Columbia University

431 West 117th Street
New York 17, New York

Counecil on Foreign Relations, Inc.
58 East 68th Street
New York 21, New York

Duke University Library
Durham, North Carolina

Florida State Univ. Lib.
Tallahzssee, Florida

Univergity of Florida
Gainesville, Florida

Harvard College Library
Cambridge 38, Massachusetts

The Hoover Institution
Stanford University
Stanford, California

Indiana University Library

Box 248
Bloomington, Indiana

State University of Iowa Lib.
Iowa City, Iowa

Joint University Libraries
Nashville 5, Tennessee

University of Kansas Library
Lawrence, Kansas

Michigan State Univ. Lib.
East Lansing, Michigan

Univ. of Michigan Lib.
Ann Arbor, Michigan

Univ. of Notre Dame Lib.
Notre Dame, Indiana

Ohio State Univ. Libraries
1858 Neil Avenue
Columbus 10, Ohio

University of Oregon Lib.
Eugene, Oregon

Penn. State Univ. Library
University Park, Penn.

Univ. of Pennsylvania
Philadelphia 4, Penn.

Princeton University Lib.
Princeton, New Jersey

Unive. of Southern Calif. Lib.,
University Park
Los Angeles 7, California

Syracuse University Library
Syracuse 10, New York

University of Vermont
Burlington, Vermont




Alderman Library
University of Virginia
Charlottesville, Virginia

Wayne State Univ. Libraries

Detroit 2, Michigan

(Continued)
Yale University Library
New Haven, Connecticut -

Univ. of Wasghington Libfary
Seattle 5, Washington :




JPRS: 4918
CS0: 1856-5/4

SELECTED TRANSLATIONS ON EAST EUROPEAN FOREIGN TRADE (k)
TNTRODUGTION

This is a serial publication 8ontaining selected translations on
Eastern Buropean foreign trade policy, organization and planning, technical
and economic cooperation, CEMA activities, economic assistance and penetra-
tion commodity trade, balance of payments, and international financial
relations,

TABLE OF CONTENTS Page

EAST GERMANY

Socialist Recomstruction of Industry and International
Economic Relations 1l

Rich Fruit of International Cooperation in the Field of
Building 6

YUGOSLAVIA
Changes in the System of Currency and Foreign Trade 10

The Strugcle of Two Opposing Tendencies in the Industry of
the Underdeveloped Countries 22




EAST GERMANY

| SOGIALIST RECONSTRUGTION OF INDUSTRY AND
INTERNATIONAL ECONOMIC RELATIONS

Y o-

GZFbliowing is the_translation of a. book review by U.
‘Nitzsche in Der Aussenhandel (Foreign Trade), Volume
1961, No 11, Berlin, pages 32-33./

Sozialistische Weltwirschaft (Socialist World Economy)
Series, Volume 3, published by Die Wirtschaft, Berlin 1960.

The authors take socialist iﬁ%exnationgl cooperation as their
point of departure and treat the reconstruction of industry as one of the
most important measures for the development of productive forces and the
strengthening of our socialist production relations,

The work is based on investigations in plants, institutions, VB
and foreign trade enterprises of the industrial branches of textile
machine construction end tool-making machine construction in October-
November 1959. The authors, while uncovering negative phenomena and
showing ways for their elimination, have set for themselves the goal
of supporting the present party, State, and economic authorities in
their work. -They emphasize "that the existing faults and shortcomings
in the utilization of advantages in the socialist international division
of labor in connection with the socialist reconstruction of industry in
the GDR and foreign trade are basically of a subjective nature" (page 8).

The work deals with three categories of problems:

1. The struggle for scientific and technological maximum .

atandards and the co-determination of world standards;

2, The unity of the socialist reconstruction of industry

in the GDR and the socialist international division of -
1zbors L -

3. The relations between the socialist reconstruction of

' irdustry end the foreign trade of the GDR.

The center of attention is in the,political,.economic, and
organizaticnal problems which result from the multilateral, mutual
relations between the reconstruction of industry in GDR and the socialist
jnternational division of labor. '

World Standard and Scientific and Technological Maximum Standard

In the first chapter, the authors address themselves to the
different interpretations of terms which frequently appear in economic
1iterature ("scientific and technological maximum standard," ‘'world
standard," "world level®) and are attempting to define clearly these terms,

They differentiate between the world standard which is "an
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international comparison of one product with the identical or 51milar
products of other countries,” and the scientific and technological
maximum standard which is "an objective yardstick for the maximum utili-
zation of the latest knowledgé in natural sciences and technology."

The definition of the world standard appesrs somevwhat unfortunate,
because the world standard in itself represents a definite scientific
and technological level vhich has beeh attained in its production level
by one or several highly industrialized countrles, and vhich only- by
international comparison begomes: apparentx The world standard itself
is no comparison.

Of greater practical 51gn1ficance is the 1ndisputab1e statement
of the authors that both the scientific and technological maximum

standard and the world standard have t8 be judged both by their relation . ..

to an individual product and by production processes. Later on, this
idea is logically expanded to inc¢lude the demand for products of high
quality at declining or steﬁie prlces. '

f The pamphlet conclusively opposeés in our plants the frequent
tendency to raise the price on a machine on which insignificant improve-
ments have been made because such a machine is in demand, It is ’
regretable that the authors do not pay more attention to the interesting
connection between the struggle to scientific and‘technological maximum
standards in relation to the flow of production and reconstructlon of
our industry. :

The conclusions that desl with the reciprocal effects between
the scientific and technological maximum standards and world standards
prove, among other things, that the tendency of big monopolies to slow
down scientific and technological progress in the‘capitalist countries
strongly affects the world standard. Thus, an orientation is certainly
being given to our economists in practical life concerning the attain-
ment of a scientific and technological maximum standard, ‘

The authors direct their attention to thé unity of political,
economic, and engineering problems, They demand the establishment of
economic and éngineering unity as the basis for the elimination of
defective constructions., Thus the new constructions could not be put
into production if they were developed independently of our economic
requirements, However, this touches upon only one side of the problems
relating to our new constructions., The other side consists in shorten-
ing the road from research to production,

, These points of view are logically followed by the considerations -
about the socialist work communities and the part they will take in the
struggle for a scientific and technological maximum standard,

In the last section of the first chapter is illustrated how, in
the struggle for a scientific and technological maximum standard, the
pace can be accelerated through socialist scientific and technological
cooperation on an international scale, and concentrated research in
the international socialist work communities, =

The ideas expressed in the first chapmer are of great signifi-
cance for our economic practice as can be seen in the statement made by
Ing H, Grosse, deputy chairman of the State Planning Commission, to the
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effect that comparatively few plants have chosen the world standards as

their point of departure for the "New Technique" plan. :
 ([MNote:/ The "New Technique" plan as a means of attaining

scientific and technological makimum standards -- Press-Information

No 142/1960, 14 December 1960.)

Socialist Redonstruction of Indust
Division of Labor -

énd S6Eia1ist International

In the second part of the work the suthors, in discussing the
connection between the reconstruction of the industry in the GDR and the
socialist international division of labor; confine themselves to the
problem of specialization as-& part of recongtruction., Unfortunately,
the questions which are related to the organization of production -and the
jntroduction of the new equipment (mechanization and automation) are not
mentioned, The influence of these problems on the increase of labor
productivity is of degisive importance for price improvement of products,
which improvement the authors favor, This, obviously, follows from the
fact that they, as already mentioned above, pay little attention to the
other side of the technological and scientific maximum standard = the
production process — although they realize the importance of such
standards.

In the first two sections of this chapter they go first into
still existing insufficiencies and delays in carrying out the recommen-
dations of the Council and show how, by not considering the reommenda-
tions of the Council for Mutual Economic Assistance relating to
specialization, the useful effects of reconstruction in our industry
can be impaired. The example given on page 31 cannot, of course, remain
unanswered. The satisfaction of the needs of specialized production
among the socialist countries does not depend upon the allotment of
foreign exchange. Theé specialized allotments in the foreign trade plan
are considered on the basis of the export and import structure, which
is the result of specialization, _ R
. The third section impressively depicts the necessity for including
the working people in working out reconstruction plans for the prepara-

. tion of socialist international specialization in production. It N
demonstrates that at the present moment the execution of the socialist
international divigion of labor can be impaired if these preparations
are made almost exclusively by the State Planning Commission. In the
resolution of the State Planning Commission dated 17 February 1960 on
the preparation and execution of international economic, technological
“and scientific cooperation, basic conditions have been created that make
it possible to overcome the lack of independence and responsibility of
~ the VVB, which in this connection, manifested itself in former projects.
' In subsequent observations, the authors address themselves to the
prevalent opinion that international specialization leads to an increas-
ing number of types in the GDR.. They give the reasons for the tendency
of the number of types, and demonstrate that during the process of '
international specialization a reduction in the number of types takes

-3 -




place'although, at the beginning of this development, it is entirely
possible that an increase in.the number of types still counteracts this
line of development. These possibilities are great as long as inter-
national specialization does not comprise the whole of industry or all
its departments. The suthors make it clear that the reconstruction plan
would have.to safeguard the reduction in the number of types. o
In the Fifth section of the sécond chapter are illustrated the
advantages following from direct cooperation among the individual plants
of the socialist countries!f~The plants are advised-.to. show still greater
activity in this respect. = .. : o TR
" An important problem relhting to political economy is.dealt with
in segtion 6, namélyi,the;difectLQn*which‘shoulqabe,folldweduin the ,
intérhational_speciéiiZatiqnjﬂspscialiZation according to the individual
products, or specialization aecording to the production programs?

This is a problem that needs broad and intensive discussion since
it 4is very important to the question of the complex development of
natipnal economies with international specialization being effected at
the same time, ' . N o

~ Brief observations about the part played by foreign trade during
the development of international specialization conclude the chapter,
and lead to the third category of problems,

Reconstructidn:and Foreign Tradé

The last chapter shows the role that foreign trade plays in the
fulfillment of the Seven-Year Plan during the process of. reconstruction, -
Particular emphasis is put upon.the relations between reconstruction
and development of export structure. The authors demand a number of
times that the export structure be adjusted to the requirements of
specialization and cooperation in GDR, This leads to a somewhat one=
sided representation of the relations between export structure and
reconstruction, because, taken from the opposite view, the development
of export structure also exercises a considerable influence on the
reconstruction of our industry, . This general impression is not removed
even by the concluding remarks of the first section which read .as :
follows, "Even though foreign trade has no right to oppose the funda- -
mental line of the socialist reconstruction of industry, reconstruction
measures in their turn must not prevent the realization of certain -
principles of foreign trade policy." PR . .

.The hature of the reciprocal effect between the structure of
foreign trade and the reconstruction of industry would appear still more
distinctly if the authors had described the problems facing imports.

An examination of the relations. between the import structure and recon-
struction in view of the socialist international division of labor is
quite necessary now, because our political economy is facing a decisive
task: Trender any disruptive activity from West Germany ineffectual.

It would be desirable, if this important problem.of our practical .
economy would be discussed, in another work on the theme of socialist
reconstruction of industry and international economic relations,
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. In subsequent observations, the authors copsider a series of tasks
which the foreign trade must solve to support the reconstruction of |
industry, and then discuss a number of problems that can be solved only
through good cooperation betiteen foreign trade and production,

The pamphlet deals in specific detail with the immediate influence
which specialization of production exercises on the revenue from foreign
trade, :
The great merit of the authors is that they show the tasks of
production in increasing the revenue from foreign trade by explaining
important relations in political economys This %s all the more valuable

because ‘in our plants there is often an-unfortungte lack of interest and
responsibility in the export of their products. Also, meny possibilities
that are available to foreign trade are mentioned in order to give effec-
tive assistance to industry in the attainment of the scientific and tech~
nological maximum standard, o R

In the last section, the problems that arise from “the reciprocal
effect between production and foreign trade in the course of socialist '
reconstruction are considered. First of all, there are the concrete
questions relating to improvement of common efforts in specialization,
Many good proposals for the improvement of ideological and organizational
work in foreign trade and industry were submitted on the basis of the
experiences that had been had during the investigations of the industrial
branches! construction of textile machines and construction of tool-
making machines, Within this framework, a challenge is made to foreign
trade to .give industry the market outlets for its reconstruction plans,
In this connection, an incomplete analysis of market development as
affected by foreign trade was subjected to criticism,

These observations would have been more valuable still, if the
question of the programs for buying and selling countries had been
jincluded, These programs, specifically, do not permit any separation
between the technological and economic requirements of production from
the perspective of market outlets.

A somewhat one-sided representation of the relations between
foreign trade and reconstruction is characteristic of the observations
in the entire third chapter. Consequently, the problems which arise in
this connection in trade with capitalist countries and democratic
national states are hardly touched upon., This gives the impression that
the ultimate effects of reconstruction on foreign trade with these
countries will not create problems, which, of course, is not the case.
Criticism of this work in no way diminishes the merit which the authors
have earned by publishing this highly topical pamphlet.

10,301 -5-
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EAST GERMANY

" RICH FRUIT OF.INTERNATIONAL COO?ERATION’iN THE FIELD OF BUILDiNG

“[Following is the translation of an article by Staatssekretar
Gerherd Kosel, Chairman of -the Permenent Commission for
Building of the Council for Mutual Eoononic Assistance, in
Die Wirtschaft (The Economy), Vol XVI, No 18, Berlin,

3 lay 1961, page 8] : - - :

- The Sixth Conference of the Permanent Building Commission of the
Council for Economic Mutusl Assistance (CEMA) took place in Berlin at
the end of March, The decisions taken at the conference by the ’
representatives of the member countries of CEMA aided the utilizationm

" of the advantages of international cooperation in the field of =~ =
building, so important for a well=-planned, propor tional development
0f the economy of the socialist countriese ' :

The Permanent Commission of CEMA was established two years
ago. An analysis of the work of the Commission shows that the
.member countries of CEMA, acting on the recommendations of the
Commission, put into practice important measures for industriali-
zation of building, development of the building material industry
with standardization, and made preparations for planning in this
field. ’

For Technological Lines, Tell=Connected Basic Projects

For example, the recommendations of the Permenent Building
Commission on the technological development of cement plants and on
_ cement products became the basis for the development progrem of the
cement industry of the GDR to 1965, The new Bennbury cement plant
- was accordingly equipped with technological complexes, each capable

of producing 850 tons a daye o o .
o Also, in the People's Republic of Poland, the production of
cement in general, and of high=quality cement in particular, was
increased as a result of the recommendations of the Commission. In
establishing economic plans, the recommendations of the Commission
on the use of plastics were taken into consideration. In conformity
with the decisions of the Thirteenth Conference of CEMA, all member
countries took measures to economize on cement.

Of great economic advantage is cooperation among the countries
in the planning of prototypes. In conformity with the international
unified measurement regulations, the six meter plate was adopted
in industrial prototype structures. The recommendations regarding
building-technical parameters (main measurement, ceiling, or vault
load-capacity) for buildings and for other structures in the chemical
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industry, as well as the recommendations. regarding application of the
free-building technique were declared as still binding. So far, for
22 technological 1ines of the chemical industry, uniform basic projects
jn both building plenning and chemistry techﬁology have been worked oute
Of particularly great advantage for the GDR were the directives
regarding technjdal development in +the field bf building and those
concerning the lowering of buildingstechnical investments, both taken
over from the USSR, which in its ‘turn developed them in conformity . .
with the regulations concerning unified measures. L
The lowering of investment costs was appraised in the GDR to be
at least 5%, The development of standardized building elements made
of reinforced concrete has brought about & revolution in the field of
jndustrial building in the GDR of the same magnitude as the introduction
of the great=-block and great-plate building techniques had in the
field of residence building. - ~ :

Cooperation'With Other Commissions

. The division of labor in prototype plamning requires the
creation of unified international standards of calculating and mease
uring building  projects. The introduction in the GDR of calculating
methods based on boundary conditions instead of the old methods based
on permissible stretchings, in conformity with the DIN [a GDR standards
authority], brought great advantages. The outline of a new standard for
calculating building constructions and foundations by boundary con=
. ditions, which uses Soviet norms, has been worked out, : .

The savings that can be achieved by calculating according to
boundary conditions are shown by comparing foundation calculations of
a stendardiged work-hall where, when reinforced concrete was used in
the foundations, a saving of nearly 20% was achieved as compared with
celoulations asccording to DIN 1054. : o

The Commission has also done considerable work in the economic
field, Research was conducted on the advantages of the new technique,
and on the formation and calculation of prices. An all-year analysis
of the developments in the field of building in CEMA member countries
based on comparative, characteristic figures made it possible to reach
conclusions important for the planning of the building industry in
certain countries. ‘ '

In the Stalinallee sport hall there will soon be an exhibition
of some of these prototype projects. Particularly interesting so-
lutions for building problems are shown by the following countriess

The USSR in the building of steel frameworks out of stendard-
‘ized, prefabricated elements. '

Rumanie end Bulgeria for poultry enclosures.

Hungary for greenhouses.

Czechoslovakia for mechanical implements for swine feedinge

The recommendations of the GDR representatives on the application
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of mast bulldlng techniques for coid Bhd warm structures wetre favorably -
received,

. Speciallzatlon and Cooperation

The close cooperatlon which is developlng‘between the Building
Commission and the Commission for Machlne Building is shown in the
recommendations given at the Sixth Conference of the Permenent Building
Commission on technical development and equipment demends in the most
important branches of the building materials industry, including the
glass and ceramic industries. The exchange of information on the need
for building equipment and machinery and the recommendations for’ ‘the
unification of such equipment serve in the machine building industries
of the CEMA member countries as: points of departure for specialization
of and cooperation in the production of machines and structures for the
building materials industry.. These recommendations serve to lower pro-
duction costs and expedite sc1ent1f10-technica1 modernization in the
production of machinery and buildings. '

After thorough preparation by experts, the Sixth Conference ,
deliberated on the problem of prefabricated elements made of reinforoed
concrete and span concrete. The countries were ‘given recommenddtions =~
concerning technological lines in the production of elements from both
reinforced concrete and span. concrete, for the productlon of columns"
and other supporting elements, and for the production of binding elements.
These recommendations were based on both the practical experiences of
the countries in working with concrete and on the latest scientific
research, :

Especially beneficial for the GDR are. the international founda-
tions for electrothermic relay systems. The GDR's research in this
field can be considerably shortened. A general introduction of these
progressive methods . for relaylng in our industry took place in 1961,

.International cooperation cen succeed only on the basis of long
term, exact working plans. For this reason, the Sixth Conference of the
Permanent Building Commission concerned itself in detail with the main
directions of the work of the Commission to 1965, In determining the
main directiens of its work, the Commission used as its chief criterion
the economic benefits which mey accrue to the countries from cooper=
ation in-realizing the plans of their constructlon 1ndustries.v

- Establishing General Perspectives to 1980

The center of the .oontinuing activ1t1es of the Permanent
Building Commission is the working out of general perspectlves for
building projects of the member countries to 1980. Special stress is
put on work in fields where the member countries are in arrears.

Among these is the coordination of the scientific research work of .

the building institutes. For intensive exploration of the problems of
heating, ventilating, and sanitary technique there has been created a
permanent working group located in Pragues.

-8 -




The characteristics of the continuing work of the Permanent Com=
mission is the detailed working out of particular problems, especially
the working out of unified standards, which are the foundations of a
further division of labore : ;

The expansion and intensification of cooperation among th
socialist countries requires that direct contact be established be-
tween those institutes and plants which are inperested in solving par=
ticular problems., A very promising beginning in this regard was made
in the raw materials industry . through the creation of information ex=-
change centers. Theseoentels were created by the institutes and plants
which cccupy & leading position in special fields, for instance, pro=-
duction of plastics for building purposes. Sugh plants can give the
corresponding institites and plants of the socialist countries infor-
mation about the newest procedures: . It is expected that plant tech-
nicians, researchers, and innovators will participate in the work of
these information exchange centerss S

An indication of the readiness of the countriés for direct
exchenges of experiences is the invitation which the Building Minister,
Comrade Beran, extended to the Lifke building brigade when he visited
the exhibition on Stalinallee, The Berlin building workers will pass
on to their colleagues in Prague their latest building experiences.
Members of & socialist btrigade of the great-plate'construction workers
in Prague will, on the other hend, show their best working methods in
Berlin. ] } ‘ :

The advantages of the cooperation among the member countries of
the CEMA ‘in the field of building are obvious. The previous tweddle
of an alleged "additional burden" on the industry brought about by
jnternational cooperation has been silenced; this cooperation is
today a solid componsnt of research, planning, and working practice in
the building industry of the GDR. The possibilities of an even greater
use of the advantages of cooperation have by no means been exhausted,
The way to accomplish is by the rapid introduction of the recommendations
of the CEMA and its Permanent Commission for Building and the full
utilization of the results achieved by expert groups in building
practices, and building research in the GDR, The recommendations of
tho CEMA and its Permanent Commission for Building must in relevant
cases be supplemented by bilateral and multilateral agreements.

From the institutes, plamnnings bureaus, and other institutions
of the building sector of the socialist countries, above all from the
USSR, there flows into our republic a stream of knowledge in the form
of drawings, pamphlets, and books., The Central Scientific Building
Informetion Bureau of the German Building Academy has done much in
the organigzation of an jnternational, systematic oxchange of building
jnformation and documents. It is necessary to increase this kind of
work so that the great treasure of construction knowledge in all
socialist countries can be used to revolutionize the building sector
of the GDR. ' .

10,135




YUGOSLAVIA

CHANGES IN THE SYSTEM OF CURRENCY 'AND FOREIGN TRADE . o

[Following is the tramslation of én brticle by "D.C." in
Jugoslovenski . pregled (Yugoslav Review); April 1961,
~ pages 163~167: ] s s

vy

£

At the beginning of 1961, significant changes were made in the
economic system. Most important were the chenges in prioce policies,’
in the system of profit distribution_of‘economic-organizations, in
the credit ‘and banking system, in foreign.trade, and in the foreign
currency systems The main purpose of these changes was to adjust the
conditions of production with the material and public relations
realized within production, as well as with the prospective development
within the next five-year periods ' ' o

Foreign :trade in the future will be a much more important
olement in the economic development of the countrye The export of
goods and services in 1965 are planned to reach & valie of 400 billion
dinars (as compared to 215 billion dinars for 1960). With the same
jmports of goods and services (265 billion dinars .for1960), 1/5 of
the national income will be jncluded in foreign exchanges this means
thet a large portion of public investment will depend upon the economio
ties with other countries. . The strengthening of Yugoslavia's position
in international exchange requires & constant improvement in production,
an increased technical level, lowered production expenses, higher
standards, end more competitive ability in the entire “economic systeme
This qualitative side of development is more important, because in
future years the entire structure of Yugoslavia's foreign trade will
be changed. Therefore, the reform of the foreign currency system is
important and is intended to stimulate jndustries toward rational
menagement in foreign exchange. - '

The Former FbreignﬁTrade and Currency Systems

The former foreign currency and foreign trade systems [See note]
were established in 19523 they were in force with only a few additional
corrections until the end of 1960, During this time significant
changes developed in the volume and structure of production, in the
development of production forces, and in the volume and structure of
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foreign trade exchange, With respect to this, the foreign trade
system has not been sufficiently adjusted to material developments in
production end developments in the economic system.'

([Notet] Sees "The Foreign Currency System",Yugoslav Review,
1957, pp 5265«527 (173=175) and "The System and Organization of Foreign
Trade", Yugoslav Review, 1958, pp 119=122 (35-38),

Export and import coefficients, methods of distributing foreign
currency funds, as well as other measures of foreign trade, have not
been sufficiently adjusted to the need for & better use of the inner
reserves 6f the ecohomy and to the inéreasing rate of productivity, but
have created more obstacles to the normal functlonlng of foreign trade
exchange and to placing the domestic ecenomy ihto d realistic relation-
ship with the world market. In the field of fbreign trade, most of
the administrative interventions have been retained, while the entire
economic and public development was aimed toward & greater decentral-
ization of finance and management in economic and public businesses,
and greater independence of economic organizations in business politics,
in accordance with the development of workers' self-management.

The former foreign currency system had a significant influence
upon the formation and increase in the disparity of prices within the
country, The ratio of prices in the domestic market and the forelgn
trade exchange has resulted in very different positions in industries
and has influenced differently the formation and distribution of profit
in the economic organizations of different regions. Such a ratio of
prices originated during the period when significant disproportions’
existed in the structure of production and consumption. With the later
development, many of these disproportions were eliminated or lessened
but because of insufficient reserves and a deficit in the payroll
balance, it was not possible to make corresponding changes in price
levels.

_Export and import measures, especially coefficients [See note]
have frequently been introduced as they relate to the payroll balance,
while particular aspects of the effect upon other sectors of economic
development, and upon some of the economic activities in building and
distributing profit, have been neglected. Because of this, the co=
efficients changed from a passive registration of the disparity be-
tween domestic and foreign prices, which was their primary role, to an
active factor in the formation of prices, especially in the sectors and
industries where the exchange ratio with the other countries was more
significant. As a result, new disparities originated in the ratio of
domestic prices; however, the disparities between domestic and foreign
prices have been retained and even increased,

([Note] There existed 12 different export coefficients, ranging
from .8 to 2,0 and 10 import coefficients from 1 to 2,5, Thése co=
efficients represented the multipliers which have been used to multiply
the accounting rate which depended on the commadity.)

The coefficients were intended to level the difference between
the domestic and foreign prices for exported and imported goods,
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measured by the base, the accounting rate of the dinar (632 dinars for
one US dollar), When the prices for some of the exported and imported
goods have been compared to domestic prices and have not been level
with ‘the accounting dinar, the exportors receive the difference in
dinars according to a predetermined coefficient from a special fund,
while the importors are required to ‘pay the difference to the same:
fund, | el '
However, under the direct pressure of constantly increasing
needs for import and the necessity to increase expordlj during the de-
termination of the export coefficients wide renges in the rates used

to calculate the exported goods developed,: (from 500 to 1200 dinars for
1 dollar); this increased the differences between some of the activities
and economic organization§ in the realization of production and profit
and in the relationships of distribution, which frequently have not
been the result of qualitative production. The export coefficients

also lessened expenses in the country. The decrease in prices of
foreign merkets resulted in an increase in the levels of coefficients
and sometimes caused an increase in domestic prices.
Besides, the import coefficients for some very important goods

-- especially basic raw materials (reprodukeioni materijal)=- have been
set at a lower level than the corresponding price levels-of the country.
This stimulated the economic orgenizations to orient more toward

import, toward a better use of the imported raw products which were
gometimes cheaper than those within the country, and to learn the methods
of producing new parts, etc. : : -

. The expor t-import coefficients, the ranges in rates, and the '
differences between the export and import rates have made it impossible
to obtain a realistic picture of the profitability of export and. import
and to have a clear orientation with respect to investments and the
comparison of production expensess they have also complicated the re-
lationships in the economic movements within the country and in the
exchange with other countries. '

L The distribution of foreign currency for import, with respect

to volume and structure, has always been strictly defined. During the
very dynemic development in production and consumption, the distribution
of foreign currency for import, set between strictly defined limits,

has become less and less elastic, especially in instances where the
fast adaptation of production toward new needs was in question. As a
result, the profitable economic organizations have received less

foreign currency resources than those with higher production expenses,.
In this way, faster development and economic independence has been
1imited, because the greater or smaller smounts of curreney received
from the funds forced the producers to greater or smaller volumes in
production, i.e., & greater or smaller use of capacity. .The closeness
of Yugoslavia's market, the potential export and import measures, and the
methods of distribution of foreign currency bore also monopolistic
tendencies and caused an increase in those domestic prices which were -
independent of production expenses. This insured a certain number of
eccnomic organizations an ummerited increase in income, which was not :
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in agreement with productivity and the principle of distribution
according to the amount of work invested.

Disproportipns.bepween the foreign currency system and the
economic system, as well as the negative influence of export-import.
measures upon some of the economic activities and organizations in-
making and distributing the profit, have increased during the last few
. years, when the exchange with other countries has become a more im-
portant factor in furthering the economic development of the country.
During the same time, the material conditions neeessary for radical
changes 'in the currency system and in foreign trade have been developed.

Fundamertal Principles of thé New System.

The changes in thé?foreign currency system and in foreign-trade
were designed to bring about the gradual elimination of earlier formed
disparities in prices,. ([Note:] See the regulations concerning
foreign currency transactions, "Official Newspapers FNRJ", 2/61,)

The adjustment of prices with the 'real conditions on the market will,
to a great extent, do away with intervention by the administration in -
this field and put into effect laws adjusted to the general policies

of economic development. In this way, the conditions which influence
prices and profits in various areas of activity in economic organizations
will depend greatly upon the material relationships of the market,
These reldtionships, however, depend greatly upon the conditions of.
trade in foreign exchange, i.e., upon the conditions which regulate
Yugoslavia's share of the economy in the international distribution

of labor. Exports and imports are based upon ‘the prices of the world
market, but the prices may not always agree with the conditions of
production within the country. The new general accounting rates and
other measures of foreign trade which are based upon prices formed

and profits realized in the domestic market adjust domestic and foreign
prices and enable normal exchange with other countries.

Analyses of the ratio of prices and: the expenses of production,
including taxes to society, which are paid by all industries, have
shown that the prices for basic raw materials, which insure different
industries normal conditions for development, are on a parity of about
700 dinars per one US dollar, according to the corresponding prices
on the world market. Such prices as those of basic raw materials
insure the .same parity in more advanced phases of production, provided
that modern techniques have been used, Thus, Yugoslavia's economy is
able to find its rightful place in the international distribution of
labor by having direct contact with the economies of other countriess
it is also well-supplied, which speeds development, At the same time,
it accepts the most modern techniques of production and is reaching the
productivity level of the more developed countries. ’

Bowever, many industries are not very developed in the more
advanced phases of production; if they were, it would ensble them to
produce at the same expense level of other countries and at the same
time have normal conditions for development. In such industries,
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especially those with a real prospective for increasing productivity
up to the productive level of more developed countries, a certain period
of time is required to learn the techniques of production. During this
time the domestic prices will remein at e higher level. Such industries
will be protected temporarily in exporting by the corresponding cus toms
duties ‘or premiums when the domestic market cannot consume the production.
However, the customs duties and premiums for export protection have
predetermined limits: both put pressure on production and domestic
consumption. Therefore, there will be no éustoms or premium protection
for loweproductivity industries which export, apply uneconomical
methods in production; do not add significantly t6” their overall pro-
duction; or ‘are unable to reach a high level of productivity within a
fore seeable time limit, L o _ o
Therefore, the purpose of the reform: in foreign currency . .
is neither to refute the economic policies of ‘the country, which in
previous years have given such wonderful results, nor to leave Yugo=
slaviats economy to be influenced by the actions of the foreign market
or the oscillations and movements in foreign economics. Rather, the
more adequate measures established in the foreign currency reform
will speed economic development and expose the domestic market to such
factors of the foreign market that will decrease the expenses of proe
duction and increase the competitive abilities of Yugoslavia's economy,
while at the same time protect the dynamic na‘ture of the economic
development, and thereby increase the living standards within the
country.

The Basic Elements of the New System

The most importent elements of the new currency and foreign trade
systems are found in the accounting rate, the export and import systems,
and the method of currency allocation for the import of goods and ’
services. : o . _

The basic change in the currency system is the principle that
the payments and collections obtained from exchange with other countries
is based on & unique accounting rate, 'Simultaneously, the new account-
ing rate was determined by another regulation., The new rate corres-
ponds to the previous official rate, increased by 150%; i.e., 750 dinars
for one dollar, or the corresponding parity in other foreign currency.

The new accounting rate of 750 dinars for ome dollar replaced
the previous system of multiple rates. All products which are now ex=
ported at rates lower than the new rates have become more attractive
for sales on the foreign market because of the better dinar rate. AL
the same time, this meant a decrease in the value of domestic currency,
o develuation, But the new accounting rate and the whole system of
expor t-import measures established more restrictive conditiong for.
the industries, which, up to the present, were permitted to participate
in trade on' the foreign market at much higher rates. For such in-
dustries, the dinar rate was less convenient than previous rates; in
e“fect, this meant that the value of domestic currency was strengthened,
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i.¢., 8 re-valuation of the dinafi Such industries can now trade on
the foreign market only. if the prices and expenses of productiohn are
decreaseds s : .
In determining the new acéounting rate, an exception has been
made with respect to the currency brought into the country by foreign
tourists, diplomatic and other foreign migssions, For these, the rate

of 600 dinars for one dollar has been set, of the corresponding parity
in other foreign currenoy. .. This exception was made because the unique
diner rate of 750 dinars for one dollar would résult in an increase
inrprices for services to tourists offered on the domestic market which
would not be in accordance with the personal income of the population

or further the development of domestic tourismes The new tourist rate
provides the necessary competition between the domestic and foreign
tourist economy. The measures established in connection with this
problem also offered better conditions for services and for other
tourist economic organizations. '

Basically, the export of goods and services is unlimited,
but for a better adjustment in the volume and structure of production
related to changes on the domestic market, the export of some goods is
limited by quantity. The value or the quantity of the goods exported
is determined by the appropriate federal department, Also, some goods
which are of greater .importance for domestic consumption can be exported
only by permission, Such permission is given at the request of edonomic
organigations and issued by the federal department responsible for
the volume of export limited by quantity. '

The export of goods and services is based on the principle of
the unique accounting rate. However, in the present instence, in--
dustries which are also important from a future point of view will
not be able to trade with other countries without the premiums in the
transitional period. The premiums are still necessary, either because
such industries have not as yet adopted the contemporary techniques
which result in higher expenses (compared to similar foreign industries)
or because of the distribution of capital in the country, which is
still being formed in the finishing industries and which also influ-
ences the ratio between foreign and domestic prices. The elimination
of taxes or tax returns for exported goods is designed to neutralize
the burden of taxes upon domestic consumption,

The premiums are determined by the Federal Executive Council
and are now 10%, 25%, or 32% of the price obtained for certain kinde
of goods and services (recalculated in dinars on the basis of the
unique accounting rate.) _ _

The currency obtained from the export of goods and services must
be &old to the National Bank and brought to the country immediately
after the payments have been collecteds The payments are due within
8 meximum of 90 days from the day the goods are exported or from the
day the customer receives the invoice, Only in rare circumstances
can the 90-day limit be extended. It is also possible to export goods
on credit. ! . .

‘ The most important change in the system of foreign trade is the
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new import system. Goods can be imported freely on :the ‘basis of .
liberal permission; within a predetermined quantity, on the basis of. .
restrictive permission, and on the basis of general permission, within
a certain value limit, ' - : ; o

Because the majority of impérts is granted on the basis of
liberal permission, the gradual élimination of import limitations will

strengthen the economic.potential of.the country and its foreign trades
it thereby will become moreé important in the nekt few years. The pre=
sent level of import liberalization is in accordance with the existing
material potential. The remaining impordts will be controlled by volume
and by the required permits for import, within certain regulations,.

The new system for allocating foreign currency for import
gives economic organizations greater possibilities to insure and obtain
needed foreign currency funds. Economic oriteria and the profitability
of production are more greatly emphasized in the process of distributing
the foreign currency funds. . S

_ The way that economic organizations can apply for foreign

currency for import depends upon how the goods were imported:

for products which are imported freely, the currency cen be
obtained from licensed banks in unlimited amounts;

" for goods imported on the basis of liberal permission, the
currency is obtainable from the same licensed banks, but only in the
amount stated on the import permit; :

for goods imported on the basis of general importing permission,
the emount of currency allowed is determined by the percentage of .
currency which the economic organization used for imports during the
previous year.’ :

This percentage is determined in advance for each year. During
1961 economic organizations can use only 80% of the foreign currency
used for import during the previous year, 1960, The amount used for
jmporting goods from the lists of free imports, imports based on
liberal permission, and imports limited by quantity is deduced from
the 1960 base, If the economic organization did not use the full
amount of foreign currency for the previous year, it is credited to
the amount alloted for the next year. The amount of foreign. currency _
determined on the basis of the previous year is, in fact, the guaranteed
portion of foreign currency available to the economic organization for
imports. An additional amount of foreign currency is available to the
economic organizations through contracts arranged with the benk, but
must teke into account the profitebility of the business. If the org-
anization used foreign currency obtained on the basis of general per=-
mission for the import of goods: from the lists of imports limited by
quantity or for the goods imported on the basis of liberal permission,
the regulations for such imports must be respected. .

The choice of imports is free, but the foreign currency funds
can be used only when importing permission has been obtained for the
importation of goods from the lists subject. to restrictive permission.

Special foreign currency funds exist for the payment of imports
limited by quantity. The amount of currency, the kind of ocurrency, and
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the deadline for the submission of requests are determined by the li=
censed banks. Orgenizations with the same interest can agree on the
share and distribution of the foreign currency and the volume of imported
goods, In this instance, the licensed banks would be notified, and
payments would be made. automatically on the basis of the agreement, Ir
it is not possible to make such an agreement, the final decision con-
cerning the volume distribution is determined by the competent federal
authority, which in turn would take -into consideration the needs for an
increase in export or a decrease in import by inoreasing domestio
production and improving the structure by ereating good conditions,

good terms for payment, and other adjustments in the foreign currency

balance. : S i e o
. Fxport organizations have the right to buy an additional amount

of foreign curtency from the licahsed banksi This amount is propore
tionel to the mourt of foreign eclirreney earned by ‘the organization.
The foreign currenoy oan be .used for buying foreign goods and fér
operating the organization, but according to the regulations provided
for such instances.. The exportors receive 3% of the amount of forelgn
currency from the export of agricultural p roductss 7% from the export
of industrial products, from services in international transportation
and other services in the international exchange of goods and services
in tourism, as well as from the services of the tourist bureauss 25%
from the export of wild game products, medicinal herbs, books, magazines,
music, and domestic films, ,

The allocation of foreign currency for the importation of goods
for personal consumption is determined according to the lists of goods.

Foreign currency can be obtained from licensed banks by contract
according to the regulations which govern the financing of investments
for the importation of equipment. Foreign currency funds obtained
through general permission may be used for the importation of equipment,
as can the foreign currency funds which exportcrs receive as a per=
centage of the profit realized from exports. If the equipment is
subject to restricted importation, import permission must first be
secured. Economic organizations can buy foreign currency freely from
licensed banks for the import of equipment within the accounted-for
dinar fund of amortizetion. These funds are: 0.5% of the total
amortization funds accounting for the present and previous years
(paid portion for basie equipment) for the Union of Yugoslav Railways,
9% for coal mines, mines and smelting plants for machine~building
industries, for harbors and terminals engaged in ocean traffiec, 8%
for the oil industries, 10% for stevedoring and terminel services,
14% for river transportation, 30% for air transportation, 1% for other
economic organizations engaged in other industries and transportation,
and 20% from the amortization funds accounted for in the present year
for agricultural economic organizations. The dinar fund, obtained by
applying the above percentages, forms the limits within which foreign
currency can be procured for buying and paying customsj it is paid in
both instances on the basis of the accounting rate.

Then equipment is imported on credit, the economic organizations
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must determine with the licensed banks. the way8 in which foreign
currency is to be procured, but thls must be done before the contract
is made.

The new regulations meke it possible to 1ntroduce deposit in-
stitutions. When importing some kinds of goods, the economic organ-:
izations must deposit the amounts in licensed banks.

The charges for services performed to licensed domestic economic
organizations are collected in dinars if the services have been sold
to the domestic customer either in this country or abroad. Collections
are made in foreign ocurrency for the services sold to the foreign
customer. If domestic economic organlzations use the services'of foreign
organizations, the charges must be paid in foreign currency. In such
instances, the foreign currengy can be bought from the National Bank,

([the-] The word "servises" mehns the combined gervides performed
on railroads, on the highways, sea,, Sagaeriver, river, in ports; towing
and salvaginh vessels and other objﬂcts in the water; by 'sea agenoies,
the Institute for the Classification of Vessels, trucklng, for qual-A'
jtative and quantitative control of products, by insuranee, the postal -
telephone~telegraph service, and the tourist business with other ‘
‘countries, except services to hotels and restaurants. )

The economic organizations which export and import goods can
obtain foreign currency by mediation under the same conditions as
gconomic organlzatlons registered for such businesses. The foreign
currency obtained in this way may be used for financing industries whose
goal is to decrease imports and increase exports.

, Payments obtained from exchange with some countries are reg-

““ulated by trade agreements. If such an agreement does not exist with
e particular country, the method of meking payments is determined by

the National Bank, Liberal treatment for payment and exchange of

goods is given only when dealing with countries trading with Yugoslavia

which have the same understanding of the regulations,

" . A system of customs was introduced in the import system si-
multaneously with the chenges in the allocation of foreign currency. The
customs system protects industries which have realistic prospectives
for development, and the custom rates are chosen so that they serve as
an incentive to the producers to decrease the costs of production and
to economize on imported materialsj this indirectly influences the
volume of imports, Until a law of custom tariffs is established,
customs on the goods imported into Yugoslavia are paid in accordance
with the existing rates listed in the Temporary General Customs Tariffs.
These rates are both privileged and general, Privileged rates are
applied to the goods received from the countries with which Yugoslavia
has an agreement or from the coumtries which actually apply such reg-
ulations with Yugoslevia. ' The general customs rates are applied to
imports from other countries. ‘The customs payments are derived
from the value-of the imported goods, plus the cost of transportation,
insurence, and delivery to the Yugoslav border. An exception is made
and other procedures applied for the importation of vehicles and other
goods brought into the country by the citizens. In some instances




the usual exemption from customs can be expected.

' The foreign currency, and foreign trade systems are designed to
provide to each. economic activity the conditions necessary for the
realization of goods and services in the domestic and foreign market
which corresponds to a particular industry and to how it relates to
public¢ needs and to the productivity of each industry. In this way,
both the foreign currency and foreign trade systems contribute to
achieving the predetermined chenges in the material relationships in
the economy,as well as to achieve the planned goals for the distribution
of profits - L . o o

The new currency and foreign trdde systems have developed as
s result of domestic needs, the nécessity to develop the economy and
foreign trade, and the need to further the development of the economic
system. They have created new possibilities for increased economic coO--
operation with other countries. These changes have brought about better
relationships between Yugoslavia and other international economic ore ‘
genizations and a better use of -the advantages they offer. Yugoslavia
is assuming the corresponding obligations and is trying to find the
best way possible to be included in the jnternational distribution
of work.

LIST OF GOODS

EXPORTS
LIST OF- GOODS FOR EXPORT WHICH ARE LIMITED BY QUANTITY

Tndustrial products: propane=butane, cast rolled products,
electrolitie zine, silver, bismuth, mercury, rolled products cast from
copper and copper alloys, cement, pane glass, kitchen pots, fittings
and sanitary equipment, sodium hydroxide, sodium carbonate, evergreen
lumber, natron paper, cardboard, plywood, wrapping paper, writing and
typing paper, all kinds of thin paper (except cigarette paper), linen
and cellulose yardgoods, leather soles, leather shoes, rubber shoes,
and egg products; . :

Agricultural products: red, white,and veteh clover seeds,
cattle lentils, cattle, except for grades 1 and la, and whole eggse.

LIST OF GOODS FOR EXPORT WHICH REQﬁIRE EXPORT PERMISSION

Industrial products: scrap iron, old ore, white and grey iron
[raw], construction beams, raw steel, metal plates and scraps of all
kinds, pipes with seams, ferromolybdenum, calcium molybdate, concentrate
of molybdenum, ferrowolfram, tin, electrolitic copper, raw zinc, scraps
of various colored metals and their alloys, aluminum in block-ingots,
asbestos fibers, sulphuric acid, fertilizers of a1l kinds, blue vitriol,
electrolitic sodium hydroxide, paper waste, newsprint, pulled wool,

raw hides and furs from small and large animals; calf leather, flour
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of all kinds, fat, butter, lard, tallow, cooking oil, powdered milk,
flour made from blood, fishes; meat and bones, combined concentrated'
cattle feed, bran, sugar, dry noodles made from sugar cane, products
obtained by processlng gunflowérs (except the products obtained from
processing imported seeds of flax, papaver, and its products), lumber
building materisl, evergreen, chestnut, and oak wood for fuel, ever-
green celluloid wood, chestnut and oek wood which contains tannln, all
kinds. of lumber for technical use;

Agricultural products: whéat, rye] barley; hybrid corn seed,
flax seed, soybean, colza; sunfloéwer; onion, young horses and their
meat, calves up to six months and their meata

o

TMPORTS
LIST OF GOODS FROM FREE IMPORT

Basic raw materials: coal. for ooklng, graphite electrodes,
petroleum for aireraft, petrol-coke, highly active tar, lubricants,
concentrate of wolfram, manganese ore, megnesium, wolfram, molybdenum
coils, kaolin, graphite, baked clay, raw clay with over 40% of Alo0z
and less then 4% F9203 natural kreolite, natural fluorine, graphite
pottery, optical and seml—optical glass for industrial processing, raw
phosphates, sulfur, tetraethyl lead, flotation reagents (except xantdte),
caustic soda, calcified soda, cord tires, silicon carbide, sodium sulfide,
rutile, additives and solvents for the pstroleum industry, polymer
phosphates for detergents, dodecea-benzine for detergents, glues for
the wood industry, basic raw materials used in photography, crystals
for the radio and electronics industries, cellulose (sulfite and sulfate),
natron paper, raw cotton, synthetic fibers, wool, wool rags and left-
overs, flax, jute, sisal, manila and other hard fibers, cotton, syn-
thetic and linen floss, felt, synthetic tread for shoes, seaweed,
rabbit hair, horse hair, sieves for mills, raffia, flax floss, soraps
of cotton, large and small rew hides, rubber (natural, synthetic, end
regenerated’ revertex and latex), flax seed for industrial process1ng,
fresh sea fish for the canning industry, and cork;

Goods for personal use: southern fruit (except oranges, lemons,
and tangerines ), tea and seasonings, coconut flour, codfish, food pro=
ducts for infants and children, fruit juices and vegetable juices with
or without sugar (nonfermented and nonalcoholic), mineral water for
heglth purposes and other mineral water, hard liquors, dessert and
aromatic wines, champagne and beer, processed tobacco, extracts and
essences of tobacco, color film and color paper, developers, fixers,
and chemicals for color films and paper, and art paintss

LIST OF GOODS FOR IMPORT'WHICH REQUIRE LIBERAL PERMISSION
Scraps and wastes of copper and copper alloys, iron ore more

than 42% Fe , grey raw iron, worsted flax, cacao, tallow, palm seed
o.l, coke~oil and linseed oil.

- 20 -




LIST OF GOODS FOR IMPORT WHICH ARE LIMITED BY QUANTITY

Materials to be processede= raw materials: aluminum; eleotrolitic
copper and other kinds of ocopper, nicked, oromium ore, rolled pro-
ducts of black metallurgy, white raw iron, old iron, coke and coke dust,
enthracite; stone coal, diesel fuel (gas, 0il), nitrogen and potassium
fertilizers; éement, tih a#d its alleys, asbestos fibers; pneumatio
tires and tubes; cattle feed, pigs for the ¢anhing industry, lutiber,
soybeans, newsprint, pharmeceutical products, and tanninsg

Goods for personal uses non-metals, metal and plastic products,
and porcelain for household use; zinc pottery, notions, jewelry and
bazaar goods, chemical products for personal use, musical instruments,
their parts and equipment, photographic cémeras, tools and photo-
chemicals, equipment for use in hunting, fishihg, and other sports, .
bieycles and bicycle parts, tools and tires, paper products, writing and
drawing equipment, radios of all kinds (including transistor radios,
ex¢ept for parts and tools), electric heaters for domestic use,
electric radiators, electric cockers, electric irons wdthout regulators,
light bulbs, electric ovens (exoept for accessories and parts), washe
ing machines, refrigerators (except for accessories and parts), tele-
vision sets (except for accessories and parts), other electric and
electro-acoustical equipment (including accessories and parts), textile
products, leather and rubber shoes, drugs, medical instruments and
ambulence materials, films and supplies for movie equipment, black:
and white photography paper and film (except for the narrow black-ande
white positive movie and x-ray £ilm), coffee and other foods not listed
in the list of free imports, salt, books, magazines, and musice

LIST OF GOODS FOR IMPORT WHICH REQUIRE RESTRICTIVE PERMISSION

Basic rew materisls erude o0il, gasoline for engines (except for
airoraft), radioactive chemical elements and radiocactive isotopes,
kreozone oil, and phosphate fertilizers;

Goods for personal uses groceries except coffee and other goods
listed as subject to free import, sewing machines, and typewriters;

Equipment: rail vehicles (except for electric and diesel rail=-
road locomotives), dredgers and tractors, trailers of all kinds,
street cars, trolley-buses and their trailers, cooling instellations,
dry-cleaning machines and mengles, looms and weaving machines for the
cotton and wool industry, agricultural machines such as tractors, com=
bines, silage machines, and adjustable elevators, motor vehicles of
21l kinds (inecluding motoroycles), and cash registerse ‘

Source: "Regulation of Poreign Currency Business, Sluzbeni list, FER J,

‘Feb 1961,

10,543
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YUGOSLAVIA

- THE $TRUGGLE OF TWO.OPPOSING TENDENCIES IN THE
INDUSTRY OF THE UNDERDEVELOPED COUNTRIES -

/[ Following is the trarislation'of an srticle by Janes
Stanovnik in Nasa Stvarnogt (Our Reality), ‘No 3
Belgrade, 1961, pages 27 ‘??h£;7 S o

This article presents the struggle of the socialist and capitalist
economic systems in-the upderdeveloped countries.

Among the underdeveloped countries of today we include three
great geograthical areas: - Agia, Africa, and Latin' America. Each has
its own peculiar characteristic: Asia is known for its dense population,
Africa for its shortage of trained personnel, and Latin America for its
shortage of domestic industrial investments.- At the same time, all of
them have something in common: they are all suffering from their former
position in relation to the world industry and economy. Latin America. was
first to gain political independence, Asia came second, and Africa is still
in process of gaining its freedom from colonizersi For all of those countries,
however, freedom from foreign rule did not mean also an immediate .freedom
from gapitalist exploitation.. The colonial systém as such left its marks
on- their domestic economies, and reactionary forces in their former mother
countries are still struggling to keep. their privileged exploiting positions.
This is why the struggle between capitalism &nd socialism in these coun-
tries goes far beyond their national border linés., Attempts are being.
made to influence the industrial growth of such countries in order to tie
them to certain political and military blocs and groups and also to force
them to, abandon their position of geutrality.

( erote:;7 In relation to all this, it is very typical to present
India as a model underdeveloped country which has been using the capitalist
system of development, as opposed to China as a model of socialist indus-
trial development. In regard to this, look up a very typical analysis .
from the western point of view in the work by Dr Vilfred Mandelbaum: -India
and China: Development Contrast, "Eastern Economist Pamphlets", No 35.

In the system of colonial capitalism, / See Note the creation of
the so-called "oasis" or industrial belts of plantations, -mines, transpor-
tation, and processing industry, whose products were meant for export, was
very typical. All these industries were integrated into the economic system
“of the mother country. Domestic industry was often still limited to a primi-
tive collective system (family, village, tribe, or caste). The capitalist
section of colonial industry was developing, at least officially, under the
principles of private enterprise., Financially, this capitalist section
was tied with the economy of its mother country with private export capital.

( Z—Note:;7 For a detailed analysis of the colonial economy, see an
article by the author: nHistorical Roots of Problems in Industrial Under-

‘-22..




development ," Nasa Stvarnost, No 5, 1960.)

To understand the mechanics of colonial exploitation, we must
analyze the mechanics of exporting” capital.. This will also help us
in understanding certain current tendericies which we may come across.

The term "export capital," used in this article; is probably not
the best for: describing the process of ¢reation of international finance
in the typical colonial period (£rom 1870 to the First World War). This
process as such did not actually invol¥e any real transfer of capital or
any values whatsoever. It was a mere bookeeping operation which involved
reinvestment of profits derived from existing investments. These reinvest-
ments have been entered in the books as "export capital" from mother coun-
try to the colony. Actually, it meant only that not all of the profits were
taken to the mother country; the bulk of them was used in the colony it-

‘self to expand the capitalist sector of industry.

(zFNoteg;7 Today there is virtually no difference in opinions among
economic historians on this subject, The study of the United Nations,

International Capital Movements During the Inter-War Period (New York,
1949), states in its introduction: .

. "Throughout the whole period (1874,-1914), the estimated overall sum
of export capital from the following three countries (Great Britain, France,
and Germany) practically equaled their overall profits from investments.

At least at the end of that period the average yearly profits were about
5%. In the meantime, however, overall international investments have shown
tendencies to double every twenty or thirty years. It seems that the

g§owth of profits was financed from the profits of former investments (Page
1 - .

From an economic point of view, the export of private capital was
not a process of increasing domestic accumulation of capital by foreign
means. At the same time it was not a process of importing investments
which would exceed the importing capacity of a certain underdeveloped ‘
country. Actually, it was a process of increasing foreign capitalist con-
trol and domination over certain colonial industrial areas.

It is plain that because of this process the capitalist sector of
industry was practically identical with the foreign section. In the
same way, the exporting economy was identical with the main capitalist
trend. Out of all this comes the contradictory phenomenon of class develop~
ment in colonies: a native proletariat appears on the social scene with
the appearance of a native bourgeoisie. This phenomenon in itself chiefly
explains the character of anticolonial movement. - _

In order for such a system to function properly, it.is necessary to
have direct political rule over the whole territory. It is very often
pointed out that in the colonial period the bulk of foreign investments
did not go directly into the raw materials (and consequently the proces-
sing industry), but into so-called economic "infrastructure." As Ragnar
Nurkse states, the overall colonial investment of Great Britain in 1913
amounted to 3,700 million pounds of sterling. Out of this investment, 30%
were loans to local governments, 40% went for purchasing shares in rail-
road companies, and 5% were invested in municipal and public servicess
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(/ Note:_/ Ragnar Nurkse, !International Investment Today in the
Light of Nineteenth Century Experiencej" The Economic Journal, Vol LXIV,
December 1954, page T4T.) o S ' .

. In Africa, more than anywhere elsé, we come across foreign invest- '
ments being put into export trade. This later resulted the development
of colonial marketing boards. 'All this goes only to show how ‘closely
was the political rule over colonies tied with the system of private
investments. Colonial rule was the safeguard of a unified economic sys-
- tem; it guaranteed a close tie betweeén the capitalist sectors of the
colonial economy with the whole capitalist system of the mother country. -
Colonial government was actually a sort of board of directors with colo~
nial investors as members. This board eased taxes on foreign investments,
gave foreign firms free access to the natural resources of the colony; ‘all
this was donie under the pretense of stimulating local economic growth. It
also passed labor laws to insure an undisturbed exploitation of the native :
labor forces It is no wonder that under such conditions the profits de-
rived from colonies far excéeded those in the mother country. This resul-
ted in an increase in export capital, which in turn increased capitalist
control. over the colonial industries. ‘ " c

With the political liberation of colonies, this system underwent
certain important changes., o 3 A
. - After political independence, the demand for economic emancipation
follows. This demand in modern times assumes the aspect of industriali-
zation and devirsification of domestic industry; in other words, it tends
toward economic growth.

Just as the.demand for political independence and sovereignty was
contrary to colonial interests, so the demand for economic emancipation
represents. a sharp opposition to the colonial economic system and exploi~-
tation, L ) ‘ ' a ‘ . ’

t

.PérfuTwo

Underdeveloped countries of today are generally dominated by the so-
called "mixed economy" system. This means that besides a relatively
strong state industry there still remains a more or less strong "capi-
talist sector," together with the so-called "t raditional section" of
‘precapitalist economy. The interrelations of these three groups is in no
way founded on principles of parity; neither are they equally represen=-
‘ted in all parts of the countries. The "mixed economy" factor itself
points toward a struggle of opposing economic and social trends.

. State industry of an underdeveloped country differs from that of
an industrialized state. It differs both in its foundation and in its
significance. Its significance cannot be judged from the amount of public
expenditures in a state revenue, The following table will explain why
* this cannot be done. L , _

- (/NWote_/ A. M, Martin and W. A. Lewis, Patterns of Public Revenue
and Expenditure, The Manchester School of Economics and Social Science;
Sept 1956, page 205.): ‘ e
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Public expenditures in'relaﬁion to Gross National Product
T (for 1953 or 1954)

Tanganyika 11.91% ‘ Colombia 11.80%

Uganda . 12,26% " Trinidad ‘ 15.54%
India 8.84% - Italy . . 2L.58%
Nigeria = L9% France 25.76%
Ceylon = - 14 .42% United Kingdom 34.00%
Ghana 12,20% New Zealand 30.12%
Jamaica 13.08% Sweden 23.4L9%
Guiana 14.29% Us 27.43%

The historical roots of state economy in tinderdeveloped countries
lie deep in the colonial etonomy itself: This came about because modern
capitalism was introduced into the colonies-as.an outside product, not
ds a product of normal social and industrial processes. Because of this,
the state sector of the economy was always more strongly répresented in
colonies than in any western countries during their initial industrial
growth.

(Z-Noteg;7 A very characteristic statement about England made by
a well-known economic historian, L. C. A. Knowles: "ihat distinguished
Britain's industrial growth in the 19th century from other countries
was the fact that it owed practically nothing to help from the state. o ."
The industrial and Commercial Revolutions in Great Britain During the
Nineteenth Century, London, 1921, page 171.)

Colonial government, besides its own regular functions, took upon
itself several economic functions as well. After all, colonial govern-
ment was nothing more than a common board of foreign stockholders. Because
colonial capitalism did not grow out of its own strength, it had to rely -
on colonial government for building the necessary "infrastructure." Co-
lonial government provided initiative for building railroads, canals,
highways, ports, electric stations, and water supplies. This made it
possible for individual industries to grow and prosper.

Since gaining their independence, the underdeveloped countries have
encountered a relatively strong and diversified state economy. During the
colonial rule this whole industry was aimed at the support of foreign
investments. Nowdays, one of the first problems of new government is
to make use of this apparatus in securing their own industrial goals.

This is where an underdeveloped country clashes sharply with the
capitalist section of its economy, which is mainly represented by foreign
investors and, in a small way, with domestic circles, which for political
or economic reasons are dependent on foreign capital.

In order to achieve progress in industry, it is necessary to secure
an accumulation of capital for investment., During the colonial period,
foreign investors took out more profits than they invested. Their profits
were greater than the amount of new capital they imported. With the end
of colonial rule came the end of political, military, and police protection
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of foreign property. At the same time began a rapid process of amor-

tization. The flow of capital out. of the country increased, as did
liquidations of foreign investments and their so-called repatriation

back to the mothercountry. After India gained its independence, forelgn

investments dropped from 320 crores-rupees in 1948, to ‘something over

200 crores-rupees in 1953, which is about one-third. An underdeveloped
country is faced with problems of stopping this flow,

( Note°_7 Geoffrey Tysan, "Foreign investment in India," Inter-

national Affairs," April 1955, page 176.)

Another condition for industrial progress and growth is to or1ent
the domestic economy toward its internal market: The colonial economy

as a whole was oriented toward the world market and was developing

under its impulses. Foreigh investments have used cheap labor, cheap

raw material, cheap transportation, and loW»tax rates all this made the
national economy of the colony sGffer. , . '

: Actually, this apparent -cheapness was nothlng but ‘a hldden way to
accumulate capital. This accumulation took the form of profit, -which -
was flown out of the country. Because the buying power of natives was
limited, there was no immediate necessity to create new industries to -
satisfy the growing needs of the population. Any eventual needs.were
satisfied through imports.. This importing has probably done more harm
to the colony than the actual export of its natural products. A land,
in order to develop itself, must not only mobilize its financial- accumu-
lations, but must also put a stop to satisfying local demands by impor-
ting goods from abroad,

Note';7 For a more detailed explanation of this problem, see

the study made by Hans V. Singer, "The Distribution of Gains Between
Investing and Borrowing Countries," American Economic Review, Volume XI,
‘May 1950. The author in this study actually analyzes five ways by whlch
foreign investors draw profits from their investments (more employment
by widening the export market, by increa31ng production as a result of
expanded productivity, 1ndustr1a1 dynamics because of increased activity,
- the results of technical progress in the colonies, the 'increase in profits
- as a result of increasing demand in the colonies. Finally, he states:
"When, after receiving their profits in forms mentioned above, they still
demand their "money back," they probably want (in an economic if not in
a juridical way) to be paid twice. They want to get a liter of liqpid
out of a quarter-liter can (Page 480).)

' A third condition for the industrial progress of a country whose
economy was in some way deformed during colonial years is to aim its
efforts at its basic and key industries. The directions which these
efforts are to follow must not be given by profit seekers, but by national
leadership. This national leadership must decide to emancipate industry
in order to build a strong base for its young independence.

Q{jﬁote"7 The necessity for underdeveloped countries to follow this
line in their economic policies is beginning to be understood by some

- western economists. This attitude is very strongly represented in a study.
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by Albert O, Hirschman, The Strategy of Economic Development, Yale
University Press, New Haven, 1958,)

Because of this, it is imperative for underdeveloped countries
to take certain steps in limiting private, especially foreign, capital.
The political convictions of a given underdeveloped country should not
make any difference whatsoever, , ' '

Z-Note:;7 A liberal American Economist, Edward S. Mason, statest
"Creeping toward socialism was more a result of objective changes than
a change in ideology." Ecoriomic Planhing in Underdeveloped Areas: Govern-
ment_and Business, Fordham University Press; New York 1958, page 3.)

This is why we can see the wave of nationalization which has taken
over practically all underdevelopéd countries changing from a colonial to
a national economy. . e ‘ ,

When in the beginning of the last century Latin-American countries
were liberated from Spain they nationalized all foreign investments. They
did this by refusing to pay back.loans. In the same way, British railroad
- investments in the US were taken over by Americans; this, however, happened by
way of bankruptcy « The financial obligations have ended, but the actual
railroad installations remained. Nationalization of the oil industries in
Mexico was the beginning of the fast economic progress of that country,
beginning in the forties. o .

o Note:_7 At the time of the nationalization of the Mexican oil
industries, which was at the same time an act of expropriation, the Ameri-
can share was valued at about $200 million, and the share of British and
Dutch investors about $250 million. See the U, N. Department of Economic
and Social Affairs, Foreign Capital in Latin America, New York, 1955,
page 113.)

Right after its independence, India nationalized all reserve banks
(Sept 1948). On 6 Aprile 1948, the Indian government issued a resolution
defining which industries fall under basic national concern. Later in
1958, the number was increased to 17. R

, In its temporary constitution, Indonesia in 1945 stated that it
reserves, as a perrogative of its government, the nationalization of all
industries vital to its Union. In 1951 the Bank of Java was nationalized,
and in 1958 the air line company met the same fate. At the same time, all
Dutch companies were nationalized. This represented almost 70% of all
foreign capital invested in that country $1.2 billion in value. In 1952,
Burma nationalized its basic national product —— rice. Later it nation-
alized public transportation and some lesser industries.

On 2 May 1952 Iran, in a revolutionary attempt, nationalized its
0il industry, which was valued at about 200 millions pounds of sterling.

On 26 July 1956 Egypt nationalized Suez; in 1960 the national bank
was nationalized. At the same time, a number of Belgian companies ‘involved
in transportation and power were also nationalized. .

A On 31 October 1952 Bolivia completed the nationalization of her tin
mines. 1In 1960 Cuba nationalized the American oil industries and later all
property of US and other foreign investors.

Young African countries generally do not nationalize foreign firms,

-27—



but some, such as Ghana, are ready to do S0. Ghana is even making prep-
arations to take over key industries which; belong to foreign capital.
Many African countries which are at the end of their colonial period
have nationalized their marketing boards, -the main source-of capital
accumilation in_those courtries. ST R ' v SR .
([-Note:;7 See an interesting analysis in article by Sir Percival. .
Griffiths, nInvesting in Africa 1 and II," The Financial Times, 7 June -
1955, where the author sees in the development of these ‘sbate-export orga-
nizations a system of "state socialisme™ - - ‘ 1
The process of natiohalization of foreigd industries toes not take
the shape of expropriation or cdﬁfiScétién. s , _ . ,
([ Note:_/ In the UAR "Egyptization,".is often talked about. Many
other underdeveloped countries talk of the necessity to repatriate their
national wealth." ' . o T o
A national govéernment must have control over its priyate5résources
and must guide them toward national industrial goals. _Because of this,.
nationalization cannot be regarded as a step toward creation; of a-socialist
state, It must be regarded as a necessity, not as a tendency. toward soci~-
alisme - , : 2 : IR
(ZTNote:;7 See the very interesting analysis by a liberal American
economist, M. Bronfenbrener, #*The Appeal of Confiscation in Economic
Development," Economic Development and cultural Changes, Vol 111, No 3,
April 1955. In this article, the author defends the pnationalization of
private land-holdings in underdeveloped countries as a measure necessary
to increase productivitys) . |
This conflict between private capital and national industrial devels -
opment is the result of their difference in interests. By resisting )
foreign capitalist interests, the pnderdeveloped countries actually,
whether consciously or not, support the historical tendencies of socialism.
(Z-Note:;7 See the study of author, Socialist Elements in Development
of Underdeveloped Countries, Kultura, -Belgrade, 1960.) ’
Byinationalization of foreign investments, underdeveloped countries
~ gain control over their own accumulation of capital and are able to use
it in interests of their jindustrial growthe ,
In the professional economic circles of these countries, the idea
' i dominant, that the capitalist system does not leave enough room for.
a speed-up of their economic development. - . . . S
| Note:_/ An fmerican’ economist, leftist Paul Baran, states: "The
possibility of ‘solving the economic and political blind alleys which dom—
- inate underdgveloped countries through progressive capitalism has all but
disappeared.ﬂ "On the Political Economy of Backwardness," Manchester
School, January 1952. A recognized liberal economist from India, D. R.
Gadkil, says: "Today, only a wealthy country like United States can afford
to talk about free -enterprise; it can even suffer loses because of it.
Economic Policy and Development, Godkale Institute of Politics and Econ-
omics, Poona India, No 30,:page 84.)
At the same time none of these countries, except China, North Korea,
and North Viet-Nam, have gorie as far as to openly resist capitalism and even
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to declare open war against it. In most cases all these countries are
trying to find their own road to "state capitalism," in other words to

a "mixed economy." Under these circumstances, the state takes over a
number of very important roles and very often is quite active in the field
of industrial planhning. : U

(ZuNote;;7 See on this subject, as far as Latin America is concerned,
the very interesting study done by Vliadimir Dragomanovic, "Specific Role
of the State in the Development of Latin-American Capitalism," International
Problems, No 1, 1959 For Africa, se¢e UN Department of Economic and Social
Affairs, Economic Survey of Africa Sincé 1950, chapter 4; for Asia, see
the study, "Working Party on Economic Development and Planning," published
in Economic Bulletin for ECAFE). i o

The importance of a government's role in industrial development can
be seen from the structure of the investment operation.

In India during the First Five-year Plan, investments were equally
divided among private and public enterprises. In the Second Plan, 1956-61,
investments have been set at 6,750 crores-rupees, of which public invest-
ments were 3,650 crores-rupees and private were 3,100 crores-rupees.- -The
Third Five-year Plan forsees an overall investment of 10,200 crores-rupees,
of which public investments will be 6,200 and private will be 4,000 crores-
rupees. '

(ZfNote:_7 Information taken from the article "India revisited,"

The Economist, 28 January 1961.)

In Africa, public investments are about half of the total investment
figure. However, public investments in Africa are put, in most cases,
into the so-called "infrastructure:" roads, the building industry, and
public works. This differs with Asia, where public investments usually
are used in key industries, such as mining, power, and metallurgy.

(Z_Note:_7 See: UN Department of Economic and Social Affairs, Eco-
nomic Survey of Africa.Since 1950, New York, 1959, page 190, Tables 3-h.5

In the case of Latin America, we can use Mexico as an example., This
country is very often pointed to as an example of the success of private
initiative. In 1939 all investments in the public field represented 38%
of overall investment. During the war this percentage diminished to 33%.
In 1950 it increased to 45%. In the course of the last decade, the percen-

tage decreased again. _ ‘
(erote;;7 Data given according to IBRD, The Economic Development

of Mexico, John Hopkins University Press, Baltimore, 1953, page 13).

The following table can give us an idea of the role public invest-
ment plays in different underdeveloped countries. _

(/ Note:_/ UN Department of Economic and Social Affairs, World
Economic Survey, 1959, page 83.) - , o ‘




Percentage of Public Investments in Overall
Investments of Underdeveloped Countries

Country _ 1950-1951 1957—1953
Burma . _ - 29 9
India R 31 e 50
Cuba .. Co : A3 ey 31
Ghana ' ‘ e R e ' 41
Congo (Leopoldville), ' LI ‘ S h3
Rhodesia and Nyasaland 35 e L
Philippines T .36 S o 256
Equador;: = . - 31 o . 36
' Thailand : 3% S v
v Peru . | o ‘ Ty , .. 20
Mexi.co P - RO 25
Bolivia - o ' 15 R
- Ceylon S ' 47 : : 53
Chile ' ' 2 E T3
Brazil , . 23 - 3L
Argentina ' 59 . K 32

. UAR (BEgypt) : , 19 ; | 58

We can say that, in general, public investments in underdeveloped
~ countries, at the end of last decade, reached from 1/3 to 1/2 of over-
all investments, We can also state that public investments grew faster
than private.- S 3 '

’ However, the volume or the sum of the investments do not define
their character. The character of these jnvestments varies in different
countries. In some underdeveloped countries (for instance Ghana, Nigeria,
Malaya), the government takes over the task of building the so~-called
social and economic infrastructure (roads, railroads,.schools, hospitals,
dirrigation, and power stations), all of which must creat favorable conditions
‘for placement of private capital. In other countries, such as India,
_.Pakistan, Burma, and Indonesia, the government is very active in the field
of production; it even creates laws by which it controls certain kinds of
- natural resources. There is also a third kind of underdeveloped country
(such as Brazil, Mexico, and Argentina): the government plays the role of
‘a-catalytic agent for private‘enterprises.' It acts as a mediator, whose
main object is to see that private firms are "helped to their feet "

([TNote:;7 Mexico is a good example of this role;-in 1950 28.5%
of gross private investment has been finances from government loans;
in 1957 it was 23.4%. At the same time, Ghana had financed only 0.2%
and 1.58. The same took place in other countries of Asia and Africa. See:
UN Department of Economic and Social Affairs, World Economic Survey, 1959,
New York, 1960, page 89.)

The character of a government's investing activity depends very much
on who is holding the power in the country. However, when we observe all
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underdeveloped countries as a whole, we can say that the role of government
in industry is greater ‘in those countries where the existing government
is progressive. e N :

Industrial planning is a very importarit part in speeding up the
industrial development of an underdeveloped country: Most underdeveloped
countries use a planning system:for several years in advance., The char-
acter of these plans is again very:diversei. D,

In Asian countries industrial plans present a mixture of determin-
ation and financial directing. India is now in the process of finishing
its Second Five-year Plan and is ready to start on its third. Last year
Indonesia finished its First Five-year Plan. Burma has finished its Four-
year Plan, and Pakistan its Five-year Plan. A number of Asian countries
have a partial plan. For instance, Iraq has a plan which involves only
the public section of industry. This plan is primarly directed at irri-
gation. The UAR has a plan for industrialization which expires this year
(1957-1961). Iran and Malaya have plans whose object is the development
of agriculture. o : .

Of all African countries, only Ghana has an extensive plan (1959-
196L), which is directed at the building of infrastructure and involves
primarly public investments. The Congo, in the course of the last ten
colonial years, had a program for public investment. o
o Latin-American countries, as a rule, do not have any complete plans
. for industrial development. The economic council of the UN Latin America
has done an enormous amount of work to prepare the groundworks for indus-
trial planning. b o _

(/ Note:_/ United Nations, Department of Economic and Social Affairs:
Analysis and Projections of Economic Development, programs and projects
for seven Latin-American countries.) N

Argentina has a program for the development of its oil industry.
Bolivia has a plan for its agriculture. Brazil has a plan for the devel-
. opment of transportation all infrastructure in general, as well as plans
for developing oil in the region of Petrobras. Chile has a plan for the
development of its agriculture and substitutions for import. Mexico and
 Peru have plans similar to the above plans. Venezuela has a program for

investing profits from oil into national industry and agriculture. -
Note:_7 United Nations, Department of Economic and Social Affairs,
World Economic Survey, 1959, New York, 1960, pages 81-82.) ’

This planning shows that only public industries can be relyed upon,
As far as the private sector of the industry is concerned, its role in the
_program is only.a project. A difference can be seen between countries
~which simply complement the private sector ard the count¥ies which are
taking definite steps in replacing private activity with direct government
action., This is accomplished either by direct nationalization, govern-

 ment investments, or by direct control.
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Part Three

Further developments of state»owned 1ndustry has brought about an
acute situation between the public and private sectors of the economy.
Because this private sector: ﬁas, in most cases, represented by what was
left over from the colonial rule,:it became actually a conflict with
1nternatlonal private investorss: % ‘.-

Immediately after the War, this attltude was represented in the
Havana Conferencé on Trade and' Employment. The problem was expressed in
article 12 of the proposed Tiade Regulation. -

(ZTNote‘;7 Conference of UN on Trade and. Employment Final Acts__‘
and Connected Documents, Havana, March 1948, page 9.)

.. This resistance became even more pronounced in the Subcommittee
for Economic Development of the UN. It has stated in its report dated
December 1947 - B

- .This subcommittee has established that the foreign investor, as a
rule, was more interested in proflts than in the scientific preservation
and use of resources in the land in which he has invested his capital.
This is a danger, and this subcommittee finds .it necessary to warn against
it., Experience has further proven that direct private investment is
usually followed by political and economic interference in the affairs
of underdeveloped countries. Because of this,.the subcommittee agrees
that experience shows that private or state credits and loans are welcome
. in any underdeveloped country, but not direct investment. This is because
direct investment may mean 1nfluence on the economic and polltlcal ‘affairs
of that country. ( Note._/ Report of the Subcommission for Economic
Development of the Economlc and Employment ‘Commission, E/CN . 1/47.)

The chairman of the subcomm1831on, V. K. R. V. Rao, an Indian.
economist proposed the creation of an- agency in the UN for economic devel-~
opment (UNEDA) because, as he said: ‘

e « o it is very dlfflcult to separate 1nterstate loans and g1fts
~from political aims and conditions. It does not matter if those con-
ditions are good or bad. The International Bank must do 1ts business
strictly as a bank. It is also very doubtful that the need for economic

. /development and the nature of this development can meet the strict require-
ments of this bank. .

N In conc1u31on, he « . . does not believe that the further economic
growth of the world can 'in any significant way be speeded up by privateé
capital and in harmony with principles of the UN. ([fNote';7 Ve Ko Re Vo

Rao, during the sixteenth session of the Subcommission 30 March 1949).
This conflict with international capital was not limited to mere
words. Many underdeveloped countries had to nationalize private capital
in order to counteract the resistance of private capital to their policy
of industrial development. The weapons of capitalist circles were the
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boycott (just as they used on Mexico ten years earlier) and later the
open threat of force and subversion. _

(ZTNote. 7 The threat which Churchill used against Iran does not
differ from that used by Palmerston one-hundred years ago. Palmerston,
in one of his diplomatic notes, wrote: The patience and sufferlng of
His Majesty's Government have reached their limit; if the sums which you
owe to British creditors are not paid in time, . . « The Admiral of His
Majesty, who is in command in West Indld, will receive orders to take
steps which he may deem to be necessary in the interests of justice . . «
RIIA, The Problem of Internatlonal Investment; Oxford Unlver31ty Press,

'London, 1937, page 99.)

This situation alarmed the underdeveloped countries, which on
21 December 1952 passed the famous resolution ‘on "Rights to the Free
Usage of Natural Wealth and Natural Resources!" Thls reSOlutlon, among
other things, states: : S

We remind all concerned that all natlons have the right to use and
exploit their own natural wealth and resources as the 1na11enab1e right
of every independent and sovereign state, and also in agreement with '
aims and principles of the Charter of the UN,

The resolutlon further states that it recommends to all countries
who are members of the UN not to take any direct or indirect steps which
would be_contrary to the rights of any country over its natural resources.
(Zﬁote"7 Resolution adopted by the General Assembly at its Seventh
Session, 626/VII. UN Document A/2361.)

Private eapital, however, soon began its counter-move. In this

- counter-move the International Trade Association was especially active.

It acted actually as an official representative of international private
capital.

([—Note:;7 The Internatlonal Trade Association did not only show
its activity in the field of practical actionj it also waged a theoretical
war with representatives of underdeveloped nations. In 1947 it published
a brochure, a study under the title "Foreign Investment for Foreign Expan-
sion," Brochure 107. In brochure 129 (1949, ) they published "Fair Treat-
ment for Foreign Investments." This last brochure is a critique on the
ideas of underdeveloped nations which, it is claimed, have taken deep
roots in the UN. Later, because of. certaln disagreemtns among represen-
tatives of underdeveloped nationms, they have changed their point of view,
adopting a compromise stand. This later view is expressed in study done
by Micel A. Heilperin; "Economic Development and Private Enterprise,"
Brochure 165, and later one by Professor Peter Kvina, "Public and Private
Investment in Economic Development," Brochure 179. In both of these bro-
chures it is stated and supported that both private and government invest-
ment are necessary and that there must be a line drawn between them to stop
all competition.)
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The increase of activities ‘on the part of capitalist circles made
it apparent that the difference between their interests and those of
underdeveloped countries, as far as economic development is concerned,
are indeed great. Capitalists, in ‘their roundabout way, have tried to
exert pressure upon these countriesin order to revive their industry.
Such a revival would mean a general: retreat on the front of economic
developmeént and growth. - '

In this period the US appears as the leading investor. .However,

it was not until the end of the fifties that American investments grew -
in any sizeable amount. . The bulk of those investments:was in the oil'and
mining industries. , ‘ o

(/ Note:_/ US Department of Commerce, Foreign Investments of the
United States, US Government:Prihting Office, Washington, 1953. . Pages 6
and 8 show that direct Ameridan investments in 1929 were $3,959 million;
they grew by 1950 to $6;132 million, which is $2,173 million increase.)

In the course of last decade, direct American investments showed
progressi US investments in undérdeveloped countriés grew considerably.

([fNote:;7fIn:1959 American direct investments were: in Latin America,
$8.2 billion; in the Middle East, $1.2 billiori; and in European overseas S
territories, $1.9 billion. This means that toal investments in underdev-
eloped countries amounted to $11.3 billion. This figure is almost double
the figure for 1950, See Samuel Pizer and Frederick Cutler, "United States
Foreign Investments: Measures of Growth-and Economic Effects, "Survey of
Current Business, Sept, 1960, page 20. For past years, see K. P. Dalal,
"Direct Investment in Underdeveloped Countries," Indian Economic Review, '

Feb 1950, page 54). R '

At the same time, the old classical rule of the 19th century remained
unchanged: new investments do not give as much profit as do old ones. :
From 1946-53, the overall export figure for American capital into under- ...
developed countries amounted to $4.6 billion, while at the same time pro-
fits from these investments amounted to $6.5 billion. This means that .
exports were $1.7 billion less than imports. ' ‘ T et

Note:;7 K. P. Dalal, in his above-mentioned article, states:

"This rule was proven in the case of Latin America. The proof itself ,
is stated by the Economic Commission of the UN for Latin America. During
the four years after 1950, the overall sum of American private and govern—
ment investments in Latin America amounted to $2,446 million, while at.
the same time the overall profit amounted to $2,882 million; this is $436
million more than the new investments. ECLA, International Cooperation in .
a Latin American Development Policy, New York 1954, pages 16 and 17.)

The table below shows that the same tendency is 'still present:

Export of capital and import-of~pro£its from American .
direct investments in*fbreigﬁ lands :

([’Note;;7'Data taken from US Department of Commerce, "Survey of B
Current Business," August 1959, page 32; and Sept 1960, page 20~21).
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Year . Overall sum Net value of Undivided ‘Realized Import of
(1n bllllon $) export capi- profits profits profits in
: tal (in bil- © US (in bil-
lion §) : lion §)
1950 11.8 - 1.3 0.5 1.8 1.3
1957 - 25.3 2.5 1.4 3.6 2.2
1958 27.3 . 1.2 0.9 3.0 2.1
1959 29.7 l;h 1.1 3.3 2.2

However, .this growth of foreign prlvate capltal 1n—flow in under-
developed countries did not come about in a natural way. It took place
not by "natural laws" of capital movement, bt mostly because of inter-
vention on the part of the government as means to ease the export of
capital. In 1948 the US passed the Economic Cooperation Act, whlch pro-
vides for a separate fund to compensate private investors in case of loss
of their investments as result of nationalization or any other nonecon-
omic reason. At the same time the government concluded several bilateral
agreements in order to ease the placement of capltal. It is easy to see
that, because this agency also controlled economic and military aid, it
usually in these agreements provided a clause for accepting such ald.

This way private investors were given government protection. Capitalist
investments have reached their prosperity under the shield of government.

Private capital, as one of its counter-moves, demanded from under-
develored countries the creation of a good "climate" for investment. This
demand was voiced also in the UN. The Ninth General Assembly of the UN
on 11 December 1954 passed a resolution which all but contradicted the
resolution passed by the Seventh General Assembly which declared the right

- of a country to nationalize foreign firms on its soil. In this new reso-

lution underdeveloped countries were specifically urged to:

Wherever possible change or adjust their internal policies and admin-
istrative practices in order tocreaste a good climate for investing capital;
try not to discriminate toward foreign investors; to ease the import of
capital goods, machinery, and elements necessary for investment; to make
the necessary facilitations in the payments of salaries and repatrlatlon
of capital.

’ (Z_Notet;7 Resolutions adopted by the General Assembly during its
Ninth Session, A/2890, Resolution 824/IX, page 12.)

' The creation of this so-called "climate" was actually an abandon~-
ment of a firm industrial policy of economic growth,

(ZfNote.'7 A sizeable amount was written on the subject of invest-
ment conditions and about the export of capital. For the point of view of
the American govermment, see US Department of Commerce, Factors Limiting
US_Investment Abroad, Washington, 1954. Important UN studies are: "The
International flow of Private Capital, 1956-1958," Sales No 59.II .D. 2,
and also "The Promotion of the International Flow of Private Capital, n
E/3325, and "The International Flow of Private Capital, 1958—1959, E/3369,
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The Fiscal Committee has made several studies on the subject of tax-cuts
which were recommended to underdeveloped hations as means of inviting
private capital.) L

Experience has shown that foreign investors hold the opinion that
one of the main obstacles t¢ good investment conditions is the taxation
of profits and private receipts: Other obstacles are the limitations
imposed by the government of that ountry on the export of profits beyond
its borders. According to egapitallsts-investors, a state should overtax
its citizens in order to build roads, railraods, seaports, power stations,
water lines, etc. -- all thig just to make the productive investment possible.
Such investment is to be sure to bring to investors big profits.: An econ-
omy functions’as a whole even if some fields do not bring as much profit
as they give out. Profits are usually created in the so~called productive
fields of industry: plantations, mines, phosphate plants, cotton mills,
natural oils, etc. At the same time, railroads, highways, hospitals,
and schools bring only negligable profit. However, this infrastructure
is necessary; without it, industrial progress is all but impossible. At
the same time, according to the laws of the market, it brings little or
no profit. Foreign capital wants to be placed only at those points which
insure high profits. They want to take as their own profits the profits
which are actually the product of the whole system of this nation's econ-
omy. * Any pressure upon a government of an underdeveloped country to change
its industrial policies in order to create an atmosphere for investment
would actually be against national economic growth. It is true that for
following such a policy many countries have received aid and loans, but
it is doubtful whether they were big enough to compensate for all the
harm done to these countries as a result of their consent to these poli-~.
cies, :
(Z—Note:_7 The following countries have signed agreements with the
US guaranteeing the safety of private investments: Uruguay (1949),
Columbia (1951), and (1953) China, Ethiopia, and Israel. Today, thirty
countries have signed similar agreements. FExperience has shown that because
the funds have remained practically intact, all this was just an excuse
to exert pressure on underdeveloped countries in order to create an "open
door" for private capital.)

Part Four

The struggle of two opposing economic trends has had its reper-
cussions on the flow of international aid to underdeveloped countries.
) The approach to this problem as such has been changed many times . .
since World War II. The agreement.creating‘UNRRA, which was signed
9 November 1943 in Washington, had as its primary aim to help the indus- -
trial readjustment in the US and to restore the Européan economy in ™
order to check the social unrests which were growing at that time. At
that time underdeveloped countries were not considered as separate enti-
ties. ' '
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Even in April 1948, when Congress of the US passed the so-called
Marshall Plan (which started again multilateral international aid pro- -
grams), underdeveloped countries were not considered.

So, while highly industrialized Europe received gifts without any
obligation to repay them, underdeveloped countries could hope only for
loans to_aid to_their economies. L '

- (/[ Wote:_/ This position of industrial countries has been criti-
cized by famous economist Alvin H. Hansen in his latest book, Economic

Tssues of the 1960's; Economic Handbook Seriésj McGraw Hill, New York
1960, pages 127-128, o :

Even when any aid was given to underdeveloped countries, it was -
mainly bilateral; industrial countries resisted any attempt to make these
aid agreements multilateral or to place them under the UN. Undersecretary
of the UN for Economic Affairs, Filip de Sejnes, correctly said regarding
this cquestion (XV General Assembly):

Perhaps in the beginning the credit-giving nations were enthusias-
tic about their aid-programs because they thought that international
help to underdeveloped countries was something of a temporary nature, .
something that will soon give way to the 0ld, traditional ways of aid.. .
However, it seems now that.it is here to stay and that it enters into
economic calculations not only of receiving countries, but also of those
giving that aid, '

(erote:_7 De Sejes in the Economic and Financing Committee at the
opening of discussions on the economic development of underdeveloped coun-—
tries. A/c.2/1/L458.) -

. Even at the time of the formation of the International Bank the
founders had the idea that this bank should help underdeveloped countries
only in case private capital is not invested. Thus in the very beginning
any competion between the International Bank and private capital was ruled
out. The Bank was under obligation to refuse to negotiate with any country
which has not been able or willing to dischare its international debts.
The Bank in some way became the collecting agent for international capital.

Very soon, however, it became clear that the Bank did nothing to
create any new possibilities for placing private capital. At the same
time, the pressure on the part of underdeveloped countries grew stronger.
Under this pressure and because of military and political reasons, indus-
trial countries began their bilateral programs of aid to underdeveloped
countries. '

However, when in 1954 the USSR began giving aid to a selected num-
ber of underdeveloped countries, the situaticn began to change. The
West saw its weak points: they understood that aid cannot be limited to
military aid; they understood that aid must be given for a longer period
of time; they also understood the necessity of concluding multilateral
if not universal aid-agreements. Because of this, the Bank has received
two more agencies: the International Finance Corporation, whose object
is to enter into agreements with private investors, and the International

-37 -




Corporation'for-EconOmic Development, whose object is to finance projects
which under present conditions cannot. be otherwise financed.

The volums of aid given to underdeveloped countries has been con=-
stantly growing in the past few years: It grew at the rate of 15% per
year in the last six years, arid has réached yearly total of about $4 bil-
lion. However, even with such a, growth of aid it is not sufficient to
compensate underdeveloped countries for their losses due to price reduc-
tions on raw materials. S e S . e

Many liberal thinkers of tie West thought. that one problem is the
tie between international gid and the creation of "good conditions" for
private investment. In searching for the solution to the problem, they
went as far as to demand that all ties between international aid and
private capital be abandoned. The director of the American Center for
International Research, Max F. Millikan and his deputy (presently one of
the advisors to the President), W. W. Rostow, went as far.as to 'say:

We believe that we will advance attachment to private initiative
if we do not insist on any specific economic philosophy as a- condition
to giving aid. ' Instead, we should tie our aid to one and only one con-
dition: respect for private enterprise. L S
(/Note:_/ Max F. Millikan and W. W. Rostow, A Proposal: Key to an:
Effective Foreign Policy, -Harper and Brothers, New York 1957, page 14.)

Tt is apparent that even these progressive thinkers of the West
could not abandon their belief in private enterprise. This belief lead
them later to renounce their former stand. After analyzing the success
of private industry in India during their first five-year plan, Millikan
and Rostow came to the conclusion that private enterprise is efficiently
superior to public enterprise, even in underdeveloped countries. ( Notng7
M. F. Millikan and W. W. Rostow, Foreign Aid: Next Phase, Foreign Affairs,
April 1958, page L423.) ,

A later analysis of Indian experience proved quite to the contrary.
Greatrinvestments on the part of government in public industries created
new demands which had to be satisfied by the private sector of the economy.
This made it look as if private enterprise was gaining in the first two
years of Second Five-year Plan. Capitalists at once began to satisfy
these demands by importing heavily from abroad. Because of this, the
figure for imports in first two years has reached the ceiling proposed
for the whole five-year plan. Tt ‘defies all expalinations why government
did not interfere and prohibit this heavy importing. As a result, the
government could not sell its bonds or collect taxes, and thus could not
raise the money to support its economic projects. Salaries showed a defi-
cit, and the goals for which the government aimed were not achieved. This
"pbreakthrough" and "golden age" of Indian private capital resulted in, as
it was to be expected, an allocation of resources and the pressure of
inflation. It is clear that there is nothing in this for other underde~
veloped countries to profit by, just as there is no resulting change in
rhilosophy regarding foreign aid. '
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(erote:;7 See a basically identical analysis of the Indian exper-
ience in Edward S. Mason's Ecpnomic Planning in Underdeveloped Areas:
Government and Business, Fordham University Press, New York, 1958,
pages 7 770 ] i B '

Moreover, what happened to India was a good ledson not only to India
itself, but also to other undgrdgVéloped_cbugtries. A prosperity which
is based on growing demands created-by a broad investment program on the
part of government.results in a tendency for the. private sector to grab
for itself the accumulation of additional value and to orient the national .
economy to the satisfaction of temporary needs instead of long-term objec~
tives. India stopped this tendency during the Second Five-year Plan; because
of this, it has recorded in its Seven-year Plan (1950-57) a 22% growth
of public investments, while private investments grew only 7%. This made
it possible for India to increase its national revenue 40% and its indus- .
trial output 50% in last decade. It also increased its steel output from .
1.4 to 3 million tons, while investments grew from 5% to l4%. ( Notes_/
Data according to an article by Thomas Baloga, "India's Plan for Survi-
val," New Statesman and Nation, 24 February 1961.)

Underdeveloped countries must, out of their present "mixed economy"
system, develop a system which is best suited for their specific needs
and their traditions, as well as their modern means. This system must
depend mainly on their own means. Colonialism was a try, and an unsuc-
cessful one at that, to turn these countries into capitalist nations by
way of commerce and investment. Because of this, capitalism remained a
foreign body in the whole system of that nation's economy. The export of
capital was one of the means by which whole economic system of that colony
was tied to world market. Colonialism as a system is today defeated, at
least from political standpoint. _

(/ Note:_/ Out of the 82 million square km of land and 960 million
people which lived under colonial or semi-colonial rule in 1914, today
13 million square km (1ess than 10% of total land-mass), and 83 million
people (only 3% of all people in the world remain under colonialism.)

But its tendencies are not yet defeated. 0ld colonial tendencies
appear now under new names in many programs for international aid to
underdeveloped countries. Just as the prime object of exporting capital
was to tie the colonial industry to the mother-country, and just as returns
from this capital were not always taken in forms of rents and dividends
so today some bilateral aid agreements are aimed at insuring to the cred-
jtor-country some other gains besides profits from industry. This con-
cerns mostly aid agreements aimed at supporting private enterprises.

(ZTNote;;7 This point is clearly explained and illustrated by
American bilateral agreements "on aid" with the Federation of Rhodezia and.
Nyasaland. See the English author William J. Barber in his article "Dol-
lar Investment in Central Africa," New Commonwealth, April 1956. In this
article he states that overall American investments in this Federation
were, according to the Statistical Department, of Africa, 35 million
pounds sterling in 1954. These private investments have been placed pri-
marily in copper mines, manganite, chrome, cobalt, and asbestos. About
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changes in class-relations. Underdeveloped countries will find their
own way to economic and social progress without any foreign political
or economic intervention, The short post-war experiences have shown us
the direction which these countries tend to move as soon as they are

1iberated from collapsing colonialism in the age of accelerated indus-
trial development.
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