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Moreover, the pressures of this increased domestic demand has not been

- counteracted by a wage policy which would introduce a differential in favor

of occupations in export industries presumably because of the dangers of such
a policy for wage stability in general, This further evidence of repressed
inflation is attributable to the present favorable relationship between wages
and prices. The rough calculations summarized in Table 7 below indicate that
in the postwar period money wages have risen more than the cost-of-living and
a8 a consequence real wages are now higher than prewar,

Table 7

Norway - lioney Wages, Cost-of-Living,
and Real Wages
(1938 = 100)

Indices of Average Hourly Earnings Cost of Living Real Vages

Industry Handieraft Industries

Yeer Male Female Skilled Unskilled lale Female
Y, (2) (3) (L) (5) (6) (7)
1938 100 100 100 100 100 100 100
1945 133 136 117 120 155 96 88
1948 180 195 158 170 158 11k 123
1949 191 20k 169 194 152 120 129

Computed from Statistiske Meldinger, 1950, No. L, Tables
L3 and Lk, pp. 39-40. Index of real wages calculated for
columns (1) and (2) only.

The pattern of this development in wages is also due in part to the policy
designed to assure a more socially desirable equalization of incomes, The
differentizl between skilled and unskilled wage rates has been narrowed, which
suggests the possibility that productivity has suffered from the removal of
individual incentives and by a reduction in the mobility of labor, The most
recent muteral shows that productivity in the first quarter of 19L9 was still
& per cent below prewar (1935 - 1938 = 100). 1/

There are some other indic.tions of the internal effects of repressed
inflation in Norway, but the available evidence does not make it possible to form
any significant conclusions, For example, it is not possible to measure the
extent of absenteeism, but its existence and the serious problem it presents
is indicated by official Norwegian pronouncements pointing cut the necessity of
reducing to a minimum the number of working days lost, 2/ Another manifestation
of repressed inflation in Norway is reflected in the inevitable shift in con-
sumption in favor of unrationed goods and services, and the associated diversion
of some resources to the satisfaction of these altered demands, However, with
the improved supply of goods in the last year, some abatement of this tendency

1/ United Nations, Economic survey of Burope in 1949, Table L. This, as well as
earlier similar references, is labelled "wrong or misleading" in the General
Hemorandum on the 1950-51 and 1951-52 Programmes, Paris, April 1950, Pp. 6. and

i i as] jet t. 1d, . . 6.
BSRTEoLaE See ieen I MepleneinasIetiel 1020, (St meld. o 1), . 116, The
£/National 3udget 1950 (English transIation, ECA Ifission to Norway, p. L9).
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is evidenced by the decrease in sales of radios and furniture, the drop in the
Yolume of movie tickets sold, the decrease in sales of tobacco and the decline
in turnover of the Government wine monopoly, 1/

However, the most important aspect of repressed inflationary conditions
is the distortion in the labor market. The failure of production for export to
match the recovery in other fields is probably attributable to the consequences
of repressed inflation for the distribution of labor, and this introduces the
consideration of the external effects of excessive internal demand.

External effects of repressed inflation

The reverse of apparent domestic stability, evidenced by the
development of prices, employment and outpyt, has been a persistent dis~
equilibrium in the balance of payments. This imbalance is the result of a
deficit which in each postwar year has involved a constant drain in excess of
forecasts and has been covered by the use of loans and bilateral c redits, ECA
aid, and the utilization of foreign exchange holdings., It may be noted that on
a per capita basis, net aid (dollars plus drawing rights) to Norway for 1949/50
was the highest in Europe,

The postwar import surpluses are a consequence of the ambitious investment
program, the primury objective of which has been the reconstruction of the
Norwegian economy, Together with the task of reconstruction has also gone the
aim of providing for more rapid basic development of the economy through the
exploitation of unutilized (natural) water resources. The size of these import
surpluses, which are in the order of 1 billion kroner for each of the last three
years, is partly related to the previous references to the lag in the recovery
of exports, A final factor is the failure of the shipping sector to contribute
a larger share of foreign exchange earnings., During the war, very nearly one-
half of the merchant fleet w%ﬁ.lost. Its replacement was considered to be of
paramount importance because/ its contribution to the balance of payments, Before
the adoption of the ERP, a reduction in imports, made necessary by virtual
exhaustion of financing possibilities, was planned for 1948, Of all imports,
only ships were exempt from the cuts., As a result of this emphasis, the merchant
fleet has now been restored to slightly over prewar capacity. Despite this
recovery, however, freight earnings during the past two years have not kept
pace with the increase in tonnage, mainly because of the disparity between
import prices and freight rates,

Immediately after the war, the Norwegian authorities planned to finance
the necessary import program through the use of foreign exchange reserves
acquired for wartime services rendered by the fleet and in payment for ship
losses, and by the use of foreign credits. By the first half of 1948, however,
it was found necessdry to cut planned imports because the proceeds of credits
from the United States, Sweden and Canada were virtually exhausted, and foreign
exchange reserves were steadily being depleted, The beginning of ECA aid per-
mitted the recovery of import levels from a reduction to approximately 86 per
cent of prewar as planned in the first half of 1948 to a realized volume 9E
per cent of prewar, In the second year of ERP, moreover, the L1 per cent increase
in aid over Norway's allotment for 1948/L9, when most of the participating
countriest aid was reduced, was both a recognition of Norway's dependence upon
external assistance and an endorsement of the Norwegian recovery program with its
emphasis on large-scale investment,

L/Ibid,, PP. ef(-280,




Table 8

Norway - Volume Indices of Imports and Exports
(1938 = 100)

Tmport Volume Export Volume
Year Total Exclusive of Ships R
1946 79 18
1947 118 10k
1948 100 9L
1949 117 107 }/

1/ Preliminary estimate, National Budget 1550.

Source: Statistisk Arbok 19L9; Norges Bank Bulletin,
Ho. 1, 1950

Table ©

Norway - Balance of Payments Financing

1948 1949 1950 1/
Mill Kr Mill Kr 1Mill Kr
Itens ) (Percent) ( Percent) ( Percent)
Deficit on bal- 923 100,0 1383 100,0 1289 100,0
ance of
payments
Financing:
ERP 266 28,8 766 55.4 1055 81.8
Use of foreign 316 34,2 273 20,2 164 12,7
exchange
Utilization of 159 17.2 Lo 2.9 - -
credits
Borrowing on 103 11,2 111 8.0 Lh 3k
ship imports
Other 79 8.6 187 13.5 26 2.0

;/ forecast, Percentage details do not total due to rounding,

Source: Nasjonalsbudsjettet 1950, (St. meld, Nr. 1), p. 53.

The foregoing tabulation illustrates the extent to vhich ERP aid has made
possible the continuation of so large an import surplus by providing for an
increasing portion of the external financing for the period 1948-1950. The
projected aid for 1950, showing an increase over aid in 1949, is explained by
the lag between the aid authorization and its actual utilization, despite the
fact that aid totals are to taper off in the remaining period of the Marshall
Plan,
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Even with the increased importance of ERP aid in 1949, however, other means
of financing had to be used to finance the balance of payments deficit., In
1949 it was planned to cover a balance of payments deficit of 1121 million
kroner by borrowing on ship imports to the extent of 266 million kroner and by
the use of foreign exchange reserves in the amount of 62 million kroner in
addition to ERP aid and other capital income. Table 1Q showing the balance

of payments deficit and its financing, compares the 1949 forecast with the
results for that year.

Table 10

Norway - External Financing, 1949

1949 Plan 1949 Result
(Mil11 Kr) ( Percent) (i1l Kr) (Percent)
Balance of payments 1121 100.0 1383 100.0
deficit
financing

ERP 700 62,5 766 55.k4
Utilization Lo 3.6 Lo 2.9

of credits
Borrowing on 266 23.7 111 8.0

ship imports
Use of foreign 62 5.5 279 20,2

exchange

Other 53 k.7 187 13.5

Source: Nasjonalsbudsjettet 1950, (St, meld, Nr., 1), p. 10.

A 262 million kroner larger deficit in 1949 is accounted for by a com-
bination of larger imports not offset by any increase in exports, larger ship
imports, and by increased service payments arising from devaluation, The
increased import deficit made necessary a much larger use of foreign exchange
holdings than had been plamnmed, and larger cash instalment payments on future
ship contracts reduced the extent to which the deficit could be covered by
borrowing on ship imports. Host of the increase in the last grouping represents
the use of credit margins provided for in bilateral agreements,

The seriousness of this external imbalance may temporarily be disguised by
the coverage of the deficit in 1950 to the extent of 82 per cent by ECA aid,
but it is likely to loom very large as aid tapers off. Very little further
borrowing on ship imports appears to be possible, and the limit in the utilization
of bilateral credits probably has been reached, lost of the deficit not covered
by aid is to be met by a further reduction of exchange holdings, which by the
end of the current year may thus decline to the minimum level considered essential
for working balances,
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Summary and prospects

The two related aspects of repressed inflation covered in this paper are
disequilibrium in the labor market and the serious balance of payments position.
A correction of the former is a condition for -improvement in the latter, and
to that end some device to attract labor to the export industries appears to be
necessary. This requirement is all the more essential since it is claimed that
the recent devaluation can make little improvement in the external position
because the output of the export industries cannot presently be expanded, Since
devaluation was supposed to have eliminated auy previously existing marketing
difficulties, it is all the more imperative that export production be favored
by all appropriate measures,

A connected problem is that of restraining the demand for less essential
investment and for projects that divert resources away from those occupations
that can make the best contribution to an improvement in the balance of payuents
situation, The difficulty of curbing these demands on a selective basis argues
for the introduction of a quantitative limitution on the large existing potentia:
for further credit expansion,

One final aspect of repressed inflation should be mentioned; this is the
resistance to the recent movement in the direction of trade liberaiization,
Norway has not fully implemented the OKEC decisions to remove quantitative
restrictions on at least 50 per cent of all private imports. Ine explanation
for this attitude is the fear that liberalization, by disrupting the composition
of the import program, would disturb investunent priorities, In other words,
planned investments cannot be exccuted if the total of consumers! goods imports
is to be subject to variation, Furthermore, the replzcement of domestie sub-
stitutes by imports seems to threaten the maintenance of full employment
objectives by displacing labor engaged in these domestic industries. This atti-
tude toward trade liberalization is only the most recent example that can be
attributed to the repressed inflationury situation, Besides the resistance to
trade liveralization, earlicr discussion relating to the formation of a
Scandinavian customs union failed to lead to any concrete achievement, largely
because of Worway's inability to Join its neighbors in common action to bring
about the union. 4 final example is the "Uniscan" arrangement, in which Norway
failed to participate to an equal degree with the other signatories in the
measures adopted to liberalize certain current account puynments,

Given the unsolved internal problems, the devaluation of September 1949
increased the threat of an acceleration of the inflationary process through its
implicitions for stability of the cost-of-living index, As of devaluation, a
price freeze on imported goods was ordered, However, since depleted stocks
would have to be replaced later at higher prices, the measure could be no more
than temporary, The tendency for import prices to rise meant that subsidies
would have to be increased, an achion which presupposed the possibility of
raising tax rates. Taxes, however, were dlready at very burdensome levels.

These developments led to the recen® decision to modify the subsidies on
some consumer goods. Subsequent to devalustion, it was estimabted that subsidies
totalling NKr. 1,050 million in 1950-51 would be necessary if the cost~of-living
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index were to be kept stable, Following the recent parliamentary debates on
Government financial policy, the first step in an economic program outlined
by the Prime Minister was taken on April 3rd when it was decided to limit
subsidy expenditures to an absolute minimim of NKr., 600 million. At the same
time, the Trade Union Federation and the Employers! Association agreed that,
should the cost-of-living reach or exceed 165.6 on September 15 (L.41 per cent
above the March 15 level of 158.6), negotiations for a revision of the master
wage agreement expiring in 1951 would be instituted.

The reduction of subsidies introduces the first change in direction of
Norway'!s economic policy which until now has required a continuous increase in
these outlays, The action, thus far reflected in an increase of approximately 8
per cent in wholesale prices and of 5 per cent in the cost-of-living index,
is therefore a hopeful sign of a realization that the tramsition to economic
balance requires the introduction of greater flexibility in the Norwegian
economy., It remains to be seen whether policy in the near future will succeed
in permitting some price increases, as well as some upward adjustment in indi-
vidual wage-rates, while retalning the present general level of wages unchanged,
In Governor Jahn's words:

", . . the intention is not to provoke a depression with all its con-
sequences, That must always be borne in mind. But on the other hand, people
must not be mude to believe that a process of financial rehabilitation can be
carried out without anybody feeling it. The purpose of such an operation is to
create a situation which can provide a basis for a more rational utilizaticn of
the productive resources. Undoubtedly the consequence of the transition will
have to be a temporary pressure on the standard of living; and the redistribu-
tion of labour which is a part of the process of reconversion, will be a hard
blow for many people.

One of the questions that we put to ourselves is the following: Will it
be possible in the years to come to maintain full employment? The reply depends
on what is meant by full employment, If what is meant is a situation such as
the present, with insufficient labour in many activities, a situation in which
every man and woman can keep the work they have now at the place where they are
living, then I would answer in the negative, On the other hand, if what is meant
by full employment is that there will be work available for everybody, even if
there will be some unemployment in connection with the reconversion process,
then I would answer that full employment can be maintained,® i/

1/ In Norges Bank Bulletin, No, I, 1950, p. 15.





