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WORLD BUSINESS TRENDS

Western Europe: Strong Expansion

The development of the West-
European economy has shown since
the middle of this year a definite
upward economic trend. On the
one hand, this is the result of the
expansive factors, which in France
became rapidly predominant after
the normalisation of internal po-
litics. On the other, the economic
expansion in the Federal Republic
of Germany went on undiminish-
ed. At the same time, the slacken-
ing of economic activity in Great
Britain, as a result of the restric-
tive budget, was obviously sub-
stituted by a demand increase. In
most of the other national econ-
omies, too, the economic growth
has become stronger, due to the
influence of external stimulations.
The gross national product in real
terms should increase in Western
Europe during 1968 by 4.5 per cent,
compared with an increase of only
2.5 per cent during last year,

Improved Industrial Production

The upward economic trend after
the middle of the year was special-
ly noticed in the industrial pro-
duction. The level of industrial
production in Western Europe dur-
ing July/August was noticeably
higher than the one registered be-
fore the beginning of the French
disturbances—the usual seasonal
influences taken into consideration.
Compared with the year before,
the increase should reach more
than 7 per cent (excluding the
building sector); during the first
half of 1968 it was only 4 per
cent, By far the highest growth
rate of industrial production dur-
ing the two summer-months was
registered in the Federal Republic
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of Germany with 13 per cent,
whereas the increase in Great
Britain and France was only half
this size. If the demand expansion
is continuous, as is expected, the
volume of industrial production on
the whole will increase during the
year by 5 or 6 per cent, after hav-
ing reached only 1.5 per cent dur-
ing 1967.

The demand increase in Western
Europe was induced by the strong
expansion of exports to the rest
of the world. But also the invest-
ment-boom—stocks and fixed as-
sets—in Western Europe played an
important role. The upswing in the
Federal Republic of Germany was
hereby decisive. This is also de-
monstrated by the development of
private consumption which follows
the expansion in other sectors
generally rather hesitatingly. Only
in the Federal Republic the private
consumption, measured in real
terms, will show 1968 a much higher
rate of increase than during 1967,
when it grew very little. In a
number of other countries—e.g.
Italy, the Netherlands, Norway,
and Switzerland—a distinct slow-
down is expected even. The ag-
gregate growth rate of private
consumption in Western Europe,
measured in real terms, is estimat-
ed to be only 3.5 per cent during
1968; this would mean that it
would stay considerably behind the
overall economic growth.

Special Influences
in France and Great Britain

The development of private con-
sumption in 1968 was in part the
result of special influences, In
France, the large wage-increases

and the expectation of price-in-
creases after the end of the strike
induced a pressure to buy, which
was of major importance for carry-
ing through the expansive forces
again. The purchase-high that
preceded the budget in Great Bri-
tain was followed by a short-liv-
ing decline in consumption, as
a consequence of the introduction
of restrictive measures; a new in-
crease in consumption-expenditure
during the last months has forced
the government to bring forward
more restrictive measures, due to
the situation in the balance of
payments.

The low increase of real con-
sumption in France and Great
Britain—with 4 per cent and 2
per cent, respectively, the same
as the year before—reflects the
strengthened “absorption” of the
rise in expenditures through price
increases. The private cost of liv-
ing was recently in France nearly
5 per cent, in Great Britain almost
6 per cent higher than a year ago.
In the other Western European
countries—with the exception of
Denmark and Spain—the price in-
crease did not surpass the 3 per
cent margin, according to the latest
information available, Occasional-
ly it was even under 2 per cent,
as in the Federal Republic of Ger-
many, Italy, Sweden and Switzer-
land.

Services Continually more Expensive

The prevailingly favourable de-
velopment of prices during 1968
was supported by an extensive
supply of agrarian products. The
price increase in foodstufis general-
ly stayed under the average—in
part they were even cheaper thana
year ago. Moreover cyclical influ-
ences depressed the upward trend of
prices, as is shown by the low price
increases in industrial consumer
goods; in some countries these
prices showed nearly stability. By
far the strongest price increases
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Index Numbers of World Market Prices of Foodstuffs and Industrial Raw Materials

1967 1968
Index and commodity group

October January April July October Nov. 1 Nov. 15

HWWA-Index 1 (1952—1956 = 100) .... 92.2 97.6 96.1 94.2 95.2 96.2 97.1
Foodstuffs .....cvvvvveeeniinieinainnnns 86.8 1.1 91.0 86.2 87.9 90.3 92.1
Raw materials other than foodstuffs ... 94.8 100.7 98.5 98.0 98.7 99.1 99.5
Fuels ..... teeeteiesrateas Ceteciiaaaas 96.2 96.2 96.0 96.4 96.6 96.7 96.7
Rew materials for consumer goods .. 89.2 92.8 93.1 93.8 84.5 95.2 94.8
Raw materials for capital goods ..... 97.2 110.5 104.8 102.4 103.8 104.2 105.6
Reunter's Index (18.90.19331) = 100 .... 426.6 503.2 491.5 481.5 480.2 408.3 501.9
Moody’s Index (31, 12. 1931 = 100} .... 360.4 361.6 362.2 364.8 358.5 362.2 367.4

t Index compiled by the Hamburg Institute for International Economics.

were registered again in the rents,
the transport sector and other ser-
vices. Apparently, short economic
setbacks have little effect on the
development of the prices in these
sectors.

The development of private con-
sumption expenditures in Western
Europe even after the turn of the
year will continue to be deter-
mined by the upward economic
trend. Consumption in real terms
on the continent will therefore
grow even stronger during 1969,
than it did during 1968. This will

be true for the Federal Republic
of Germany and for most of the
smaller economies. In France the
growth rate will be influenced by
the increase in consumption, re-
gistered since the middle of 1968,
although its current expansion
should diminish, On the other
hand, the newly introduced ex-
tensive restrictive measures in
Great PBritain will probably have
an effect to the extent that the
volume of private consumption in
terms of real values will hardly
reach the previous year's level,

Raw Material Markets

Strong Recovery of the Sugar Price

The conclusion of the new inter-
national sugar agreement at the
UNCTAD Sugar Conference in Ge-
neva, on October 24, 1968, has led
to a strong rise in prices on the
free world sugar market. Before
the beginning of the conference,
the price of World Contract No. 8
in New York with 1.33 c¢/Ib for
prompt products had fallen to a
year's bottom. Meanwhile, it has
risen to 272 c/ib and thus lies
now about 10 per cent above the
level registered one year ago.
The extraordinarily high sugar
surpluses, which made the free
world market price for sugar fall
far below the production costs in

producer countries, formed the
badkground of the wearisome ne-
gotiations about a new sugar agree-
ment. This price pressure shall now
be alleviated by a quota system
for sugar exports. A total export
rate of approximately 9 mn tons
of sugar is planned, of which among
others Cuba got 2.15 mn tons, Au-
stralia 1.1 mn tons and—mostly for
the re-export of Cuba sugar—the
Soviet Union 1.1 mn tons. The ex-
port rates of the individual coun-
tries can be increased or reduced,
in case prices should rise above
5.25 ¢/lb or fall below 3.50 c/lb.

A major disadvantage of the
agreement is the fact that it com-

prises practically only the eight
part of world production, More-
over, the United States’ imports,
the deliveries within the Common-
wealth, and Cuba’s exports to the
Soviet Union and the other East-
bloc countries are wound up on
the basis of preference agreements.
The United States’ joining the new
sugar agreement is not expected
for the next future, as the USA
deprecates the unilateral prefer-
ence given to Cuba. The same ap-
plies to the EEC countries which
demanded a higher export rate
for their surplus beet-root sugar,
and which can now, being out-
siders, have a disturbing effect
with their sugar exports.

Moreover, the elimination of in-
fractions of the contractual regula-
tions by members remains prob-
lematic, After all, the planned
stabilisation prices are considerab-
ly above the market price now
valid, so that some producers could
be inclined to sell sugar below the
contractually fixed prices.

The stabilisation of sugar prices
on an adequate level, aimed at by
UNCTAD for developing countries,
could mainly have been promoted
by a limitation of sugar produc-
tion. An agreement on this has
however not been reached.
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