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REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS
RESTRICTIONS ON THE 1968 CONSULTATION WITHYUGOSLAVIA

1. TheCommittee has conducted the consultatiow with Yugoslavia in accordancewith its merms of reference. It had before it the basic document for the
consultation supplied by the Gonmenmet of Yugoslavia (BOP/77), together with a
background document and further supplementary imformationsupplied by the
International MonetarynFund. It also had before itethe dscision tnken by the
Executive Board of the Fund at its last consultation whit Yugoslavia. (Seen Annex I.)

2. In conducting the consultation, theCommoittee followed theplan of
discussion recommended by theCONTRACTING PARTIES (BISD, Seventh Supplement,
pages 97-98). The consultatiwa was completen on 30 April 1968. This report
mummrizes the main poinms made during the discussions.

Consultation with the internationa MonetaryFund

3. Pursuant to the provisions of Article XV of the General Agreement, the
CONTRACTING PARTIES had invited the InternationalMonetary Fund to consult with
them in connexion with this consulationInaccordance with theagreed
procedure the representative of the Fund was invited to make astatement
supplementing the Fund's documentation concerming the position ofYugoslavia.
The stetement made was as follows:

The Fund invites the attention of the CONTRACTING PARTIESto the
Executive Board decision of 26 February 1968 taken at the conclusion of its
most recent Aticle XIV consultation with Yugoslavia and particularly to
the last three paragraphs which read as follows:

The authorities intand to continue thepresentpolices of
financial restraint while applying credit policy sceletively tosupport
export and other growth industrics. They arealso ectively considering
measures to limit a further rise inpersonal incomesto the expected

rise in productivity. They hope that a ocderate revival of growth
willoccur in 1968 mainlyas aresult of an expected strengthening of
foreign demand The Fund agrees that continuedfinancial restraint
is indisponsable for balance-of-payments purposes, andthat a firm
incomes policy is needed to bring about a redeployment of resources in
the economy in order to reconcile, the objectiveof adequate economic
growth with internalandexternal stability.
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'ln 1965 and 1966 the balance of payments was in over-all
surplus reflected, for the most part, in an increase of $95 million
in credit balances or bilateral clearing accounts. Reserves in gold
and convertible currency rose only slightly more than the net use
of Fund resources. In 1967, the authorities expect another over-all
surplus of about $60million, almost entirely reflected in the
bilateral balances rather thanin Yugoslavia's met convertible
reserves. The Fund notes the concern of the Yugoslav authorities
about the growth of these balances and urges that every endeavour
be made to reduce the continued imbalance in bilateral transactions.

Significant import liberalization was introduced at the
beginning of 1967 and already has had beneficial effects on the
economy The Fund considers it essential that efforts be made to
extend to the maximumextent the range of payments that are free of
restrictions. No progress has yet beenmade in the eliminationof
bilateral payments agreements with Fund :members, and the Fund continues
to urge that efforts to terminate these agreements should be pressed
ahead strongly.

"The general level of restrictions of Yugoslavia which are under
reference does not go beyon the extent necessary to achieve a reasonable
rate of increase in its monetary reserves. "

Openingstatement by the representative of Yugoslavia (sec Annex II)

4.Tfhe representatives of Yugoslvia noted that the aimns of the economic
reforms, which began to be implenentedl by his country before the 1965
consultation, were threefold: to establisha better "inter-se" price relationship
between agricultural and primary products, services and industrial products,
to rely more strongly on market criteria in the formtion of prices and
allocation of investment resources and, finally, to decentralize the process of
economic decision making. This should leacd to the stabilization of internal
economic relationships and a long-term. development of the economy under stable
conditions, together with a more intensive economic co-operation with foreign
countries. Concrete measures to implement these aims were enacted in mid-1965,
throughout 1966, -and in the beginning of 1967 (new rate of the dinar,
elimination of export subsidies, new customs teriff., considerable foreign
trade liberalization etc. so that it has only been in 1967 that the full
impact of the economic reform was significantly felt. Its positive results are
evident but problems have appeared such as increases in prices and incomes and
of imports as compared to exports, all of which have put pressure on the
stabilizetion process. Fortunately price increases became more moderate in 1967
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and this stabilization nendency continuedduring the first three monthsof
1968, which allowed for a free price formation of close to 50 per cent of
industrial products. The increase in incomes mentioned has come together with
a disparity in the averages of nominal and real incomes, resulting from the
fact that Yugoslav enterprises decide themselves on prices and personal income
levelw within very flexible margins of mestic and foreign competion . A
more direct link between incomes and productivity is being sought to remedy
this situation. On the positive side stabilization was helped by a slowing don
of invesmeent and consmnption, byadecrease in the rate of growth of
industrial production, together with an increase in stocks. There was also a
decrease of liquidity and substantial increase in bank savings and depoits
indicators for 1966 and 1967 show specially good results in the.
agricultural field .

5. Considerable changes have come about in the investment policy. Projects
up ot 1964 were financedmainly from Govermnent unds,whilenowin the miajority
of cases they are financed by het banks and the neterprises thmeselves.
Formerly, investment, policy was directed towards building new factories and
plnats, while now policy is focused on modernization. As a. result there was
an incerase in capital investment up to the first hlaf of 1966 which later
levleled off and declined following credit and mnoetary restrictions intended to
control credit expansion. According ot new regulations the amount, of short-term
credits to begr anted by the Natinal Bank to business banks was dependent on
obligatory reserve deposits which such barks had with the National Bank.
Furthermore the creditmechanism was linked to the expansion of exported, so that
an increase in short-term credits and monetary supply must go hand in hand with
an increase in foreign reserves.

6. In so far as the trade balance was concerned, there was a deficit of
,355 million in 1966 representing an 81 per Cent increase over 1965. This
trend continued in 1967 reaching the figure of $455 millïon for a 23 per cent
increase as compared to 1966. Two factors accounted for this situation:
firstly, the liberalization measures resulted in a considerable increase in.
imports. In 1967 imports from convertible currency countriesincreased by
20 per cent and imports of liberalized goods almost doubled as compared to 1966.
Secondly, as a result of the economic refor as many Yugoslav exporters were able
to compete satisfactorily in world markets for others, problems such as
structural disproportions, lack of investmentand deteriorsting external-
conditios made it very difficult to market some products.In 1967 experts to
the convertible currency area ircreased by only 9' per cent. The trade deficit
mainly occurred with the convertible currecy countries. Thissituation.
affected the curr !'.account balanceno that its;. ;,.icit. ,; 'J`'current account
which in 1966 was of 36 million increased oa$>49 million in 1967. The net
inflow of capital transfers increased in 1966 and 1967 The overall reserves in
gold and foreignexchange show a moderate increase since 1965.They reached
$115 million in 1966 and $134 million, in 1967, which represents the flowof
imiports of less than two fromconvertible currency areas.
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7. Under present conditions it appears indispensable to maintain restrictions
on certain imports, as described in the basic document for the consultation in
order to safeguard the balance of payments and external liquidity of
Yugoslavia. The representative of Yugoslavia concluded by expressing the hope
that further developments in his country s balance-of-payments situation and
export possibilities would not impose the necessity of strengthening the
existing import restrictions.

Balance-of-payments position and prospects -alternative measures to
restore eguilibrium
8. Members of the Committee welcomedthe information supplied bythe
representative of Yugoslavia and corgratulated him, for the significant progress
achieved since 1965. They welcomed. the reassurance that the Yugoslav Government
was committed to removing restrictions on imports as rapidly as the balance of
parents permitted. The policy of fiscal and nonetary restraint, tila move
towards liberalization of the import. régime the establishment ofa realistic
exchange rate, and the changes of an institutional nature, were considered to be
intricate but indispensable steps towards economic rationality. It was hoped
that Yugoslavia's balance-of-payments position woulf improve as the economic
reform brought further efficiency to the economy.Membrersstressed their
continuing support for the Yugoslav economic reforms and expressed the hope
that contracting parties would be as forthcoming as possible in the face of
difficulties Yugoslavia was running into with its effort to expand. exports.

9. A question was raised as to what plans or prospects Yugoslavia may have for
liquidating the large and increasing bilateral balanceswhich it had with its
trading partners. Members expressed their interest and concernwith respect to
the bilateral agreements within which his country traded.The representative
of Yugoslavia stated that it. was his Government's declared policy to eliminate
then as soon as feasible. In this respect several steps had been taken With;
respect to some countries (Greece, Turkey, algeria, Spain, Afghanistan,
Switzerland) in order to terminate existing arrangements; this was not always
easy because it was not a decision that depended on Yugoslavia alone. The
overall balance-of-payments situation with bilateral countries having the;
greatest share in Yugoslav foreign trade was farvourabl to Yugoslaving,mainly
becauses of largereceipts on the invisilble account., In order not to have large
surpluses in the bilateral balances his country was trying to restrain exports te
these countries and redirect them towards convertible currcncy areas. Efforts
were also being :made to import additional commodities through bilateral
agreements. He noted that it was the view of Membersof the Committee that
appropriate steps be taken in the future to reduce his country's, reliance on
bilateral agreements, but stated that it would beunrealistic not to accept the
fact that for a variety of reasons many of these agreements are likely to
continue for some time.
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10. In answer to a question on the prospects for the balance of payments on
current account the representative of Yugoslavia said that prior to the reform
in 1965 there had been a surplus, but that in 1966 and 1967 a deficit greater
than expected had appeared. His Government hoped to increase exports towards
convertible currency countries which, in its view, would be the main facter
determining the balance-of-payments position in the future.

l1. Interest was expressed regarding the Trade Expansion and Economic Co-
cperation Agreement between India, the United Arab Republic and Yugoslavia and
the effect that it was likely to have on Yugoslavia's balance of payments The
representative of Yugoslavia said, that since a special GATT worffing group had
been established to consider the economic and other imlications of the agreement
he believed that the Committee should not consider tnis subject now.

12. With respect to a question on the reasons for the high level of inventories
the representative of Yugoslavia explaued that this situation was the result.
of several factors, including a restrictive credit, policy by whichcredit was
granted only for goods which were for sale, and a considerable liberalization
of imports which produced a larger inflow of foreign raw materials and other
products. A more general explanation was that the speed of adjustment of the
economy to the reforms was not the same in all economic sectors and many
enterprises had been unable as yet to achieve the hoped for increases in
productivity and quality. Also smaller exports towards bilateral agreement
countries should be taken into account. Several measures had been raplenented
to cope with this situation; namely a selective credit policy allowing a case
by case study for credit allocation and a change in the fiscal policy which
should result in a transfer of inventories from producing companies to trade
companies.

13. The fact that home demand remained fairly active whilst production was
being concentrated on exports and industries were being expanded towards the
export side brought the risk of domestic inflation. Personal consumption had
also been rising rapidly. In this context it was asked what incomes policy was
being implemented by Yugoslavia. The representative of Yugoslavia replied that
incomes had been frozen for some categories where the measure of productivity
was difficult to calculate. Furthermore, enterprises were being encouraged to use
accummulatiors for working capital investments instead of using it for increases
in wages and salaries. This was a difficult task since the reform had given
individual enterprises freedom of action in this respect. Nonetheless, enter-
prises had become aware that if accuxmulations were not capitalized their relative
competitive position would be jeopardized. The idea of linking increases in
productivity with increases in income was gaining favour, but no concrete
measures in this respect had yet been taken. In this connexion it was asked
whether, in view of the demand situation in the Yugoslav economy, would it not be
wise te accelerate the liberalization of prices and imports. The Yugoslav
representative replied that this was indeed his Government's policy, and as a
result the price of about 50 per cent of industrial product traded in the home
market were now free of control. But this road had to be followed carefully so as
not te produce undesirable effects on the economy as a whole. With respect to
the situation in agriculture he agreed that it was easier te augment productivity
in the social sector than in the private sector. Nonetheless, since the return
to farmers under the new price system had been increased, farmers were now
making larger investments on mechanization.
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14. Questions were raised as to whether Yugoslavia has faund that its new
investment policies in fact induced an interest in Yugoslav irvestments from
foreign sources, and whether further measures are in progress to encourage this
interest. The representative of Yugoslavia informed the Committee that up to
now two agreements had been concluded under the new foreign investment regula-
tions and that further negotiations were ïn progress He believed that it was
difficult to expect - at the outset - a considerable flow offoreign investments
into his country. They were newcomers to the international capital market and it
would, take investors some time to get used to Yugoslav regulations and to
appreciate the new investment opportunities.

System and methods of restriction - effects of the restrictions

15. Members of the Committee expressed their appreciation for the series of
measures taken by Yugosiavia to attain a more economic utilization of resources.
They believed that the basic direction in which Yugoslavia was moving with
respect toliberalization of imports was the right one and hoped that remaining
restrictions would be eliminated as soon as the balance-of-payments situation
made it possible.

16. Although recognizing the progress made, members of the Committee indicated
their interest in learning whether further progress had been made in Yugoslavia's
plan to liberalize imports further. They believed that a complex system of
controls was still the salient characteristic of Yugoslavia's foreign trade
régime. They wondered whether there might be growing signs of protectionist
pressure indicating that the process of liberalizing trade restriction might be
slowed down or reversed. In this connexion a number of questions were put to
the Yugoslav representative, including a request for an explanation of the
significance of the transfer of some 700 items to more restrictive categories,
and in particular from the LBO list to the GDK list, which seemed to represent
a deliberalization and restrictive measure. In addition it appeared that the
importation of some products on the LB0 1ist had been made conditional to the
agreement between Yugoslav producers and consumers of these items. Furthermore
it seemed that surcharges of up to 20 per cent were now permitted under new
anti-dumping regulations. Members asked how these regulations compare with
Article VI of the General Agreement and the recently concluded anti-dumping
code, and whether any action had been taken under them. The Yugoslav
representative was also asked if it was still his country's an to achieve full
convertibility by 1970, and how far off the Govermnent saw its goal of allowing
enterprises to retain ail their foreign currency earnings for their own use.
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17. In. reply to these questions the representative of Yugoslavia said
that the basic policy of his country was to puesue the liberalization
of the foreign trade regime as far as possible. The timing and speed
of it had to be determined by the evolution of the general economic
situation bath in the country and abroad, having special regard to
the difficulties which certain Yugoslavexports encounter in some
convertible currency countries. It was against this background that
the recent measures to which reference had been made could be urderstood.
As regards the anti-dumping legislation it had not been prompted by
protectionist consideration nor was it the intention of the Yugosiav
authorities to apply it in such a manner. There were no doubt pressures
to do so, but they were being coped with. It was important to realize
that the establishment of anti-dumping regulations was the normal and
necessary consequence of the liberalization process itself, since foreign
competition was now one of the main elements in the formation of prices.
Furthermore the regualations were fully in agreement with the provisions
of Article VI of the GATT. The procedure that had been enacted gave
sufficient time to ascertain the facts and determine the existence of
dumping and injury. He noted that no anti-dumping or countervailing duty
had been applied against contracting parties up to now. With respect to
the shift of about 700 items from the LBO list to the GDK list he explained
that the LBG list was introduced in order to provide flexibility in the
trade of some basic products subject to bilateral agreements. Before
signing a bilateral agreement the authorities consulted enterprises on the
commodities and quantities they wished to impocrt from that particular
country. Once the bilateral agreement -vras signed, enterprises which had
manifested their interest in certain commodities, could import the same
commodity from convertible currency countries, but only after having
fulfilled their commitments towards the bilateral country. In 1968 a
slackening of demand for products form bilateral countries was evident,
either because of increased supply from domestic production or from other
foreign markets. For this reason it was necessary to shift many items
from the LBO list to the GDK list. In fact what had been done was to
transfer these items from one restrictive category to another without
affecting the general movement towards liberalization. Moreover some
70 items had been changed from the LBO list to the LB list, so that now
some 40 per cent of products classified in the SITC nomenclature had
been fully liberalized. Although the GDK list may be more restrictive
than the LB. list it must be borne in mind that the LBO list vas basically
a temporary list, because products traded under bilateral agreements varied
from year to year. The LBO list was essentiallya transitiinal device. The
shift from one to the other was also pecessaryin order to group the items
representing one technological process under the same import category. In
any case he wished to repeat that the final objective of the Yugoslav trads.
policy was to liberalize imports to thefurthest extent compatible with the
balance-of-payments situation. The, aims of the Yugoslav trade policy çontinued
to be the sameasthey were originally established when introducing the
economic reforms.
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18. Members of the Committee expressed their concern over the discriminatory
aspects resulting from the existence of large surpluses in Yugoslavia's bilateral
accounts. These surpluses made it necessary to allocate foreign exchange
contracts which could only be used for purchases from bilateral countries,
leading to an uneconomical allocation of resources. They asked for a further
progress report on the elimination of bilateral clearing agreements and also
what was being done to eliminate discriminatory foreign exchange controls. The
representative of Yugoslavia mode it clear that it was not his country's
intention to wilfully discriminate against convertible currency countries. This
situation was a frequent concomitance of the mechanics of bilateral agreements.
.J.s had aiready been stated, all efforts were being made to eliminate the
surpluses and the final policy objective was to do away with the agreements as
mach as possible.

19. The representatives of Yugoslavia was asked to what extent his Government
would expect to encounter difficulties in maintaining exports to bilateral
countries if it eliminated the LBO list. He replied that in 1967 only
30 per cent of total trade with bilateral countries was covered by the LBO list
and that its existence was necessary to assure a certain level of imports from
bilateral countries for certain products as agreed in individual bilateral
agreements. He reiterated that Yugoslavia is making efforts in order to achieve
a better bilateral balance with bilteral agreement countries.

20. In answer to questions on the size of the GDK Global quotas and the quotas
for consumer goods the representative of Yugoslavia replied that the size of
the 1968 GDK global quota for raw materials and production materials was based
on the amount af foreign exchange allocated for these imports in 1967, but it
had of course been increased to accommodate the items that had recently been
transferred to it. Four industrial sectors, falling under GDK, received an
allocation which depended on the amount of exports proceeds obtained by those
sectors. in so far as consumer goods were concerned they either fell under the
LB list - free, the LBO - conditionally free, or the GDK list, consumer goods
global quotas applied only to the latter cateory. The size and details of the
global quota for 1963 had just been published in the officiaI gazette of
24 April 1968.

21. A member of the Committee indicated to the Yugoslav representative payments
problems which the exports of certain publications, mainly books, reviews and
reading material, were encountring, in Yugoslavia, and expressed the hope that
this situation could be brought to the attention of the pertinent authorities.
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General

22. The Committee expressed its thanks to the representative of Yugoslavia
for the full and frank answers given to the questions they had put to him
and welcomed the measures taken by the Yugoslav authorities since the last
consultation in the Committee.

23. The reprsentative of Yugoslavia thanked the members of the Committee
for their understanding of the situation of his country and undertook to
draw his Goverrnent's attention to the views that had been expressed.
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INTERNATIONALMONETARY FUND EXECUTIVE BOARD DECISION
TAKEN AT THE CONCLUSION OF THE FUND'SCONSULTATION

WITHYOGOSLAVIA ON 26 FEBRUARY 1968
1. This decision is taken by the Executive Directors in concluding the 1967 con-
sultation with Yugoslavia pursuant to Article XIV of the Articles of Agreement.

2. Aggregate production in constant prices was 1 per cent higher in 1967 than in
1966, following a rise by 8 per cent from 1965 to 1966. While agricultural output
showed a large increase in 1966, and 1967 was another good crop year, the growth
in industrial production which had already slowed down in 1966 continued this
trend in 1967 under the influence of policies of financial restraint and some
weakening of foreign demand. The financial restraint has primarily affected fixed
investment. A substantIal increase in personal incomes led to a sharp rise in
consumption. At the same time, there has been marked progress toward price
stability and a freer system of price formation.

3. The authorities intend to continue the present policies of financial
restraint while applying credit policy selectively to support export and other
growth industries. They are also actively considering measures to limit, a further
rise in personal incomes to the elected rise in productivity. They hope that a
moderate revival of growth will occur in 1968 mainIy as a result of an expected
strengthenig of foreign demand. The Fund agrees that continued financial
restraint is indispensable for balance-of-payments purposes, and that a firm
incomes policy is needed te bring about a redeployment of resources in the
economy in order to reconcile the objective of adequate economic growth with
internal and external stability.

4. In 1965 and 1966 the balance of payments was in overall surplus reflected,
for the most part, in an Increase of ;95 .million in credit balances on bilateral
clearing accounts. Reserves in gold and convertible currency rose only slightly
more than the net use of Fund resources. in 1967, the authorities expect another
overall surplus of about $60 million, almost entirely reflected in the bilateral
balances rather than in Yugoslavia's net convertible reserves. The Fund notes the
concern of the Yugoslav authorities about the growth cf these balances and urges
that every endeavour be made to reduce the continued imbalance in bilateral
transactions.
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5. Significant import liberalization was introduced at the beginning of 1967
and already has had beneficial effects on the economy. The Fund considers it
essential that efforts be made to extend to the maximum extent the range of
payments that are free of restrictions. No progress has yet been made in the
elimination of bilateral payments agreements with Fùnd members and the Fund
continues to urge that efforts to terminate these agreements should. be
pressed ahead strongly.
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Annex II

OPENING STATEMENT OF THE YUGOSLAV REPRESENTATIVE
TO THE 1968 BALANCE-OF-PAYMENTS CONSULTATIONS

In the following statement I would like to set forth in broad lines some new
trends in the Yugoslav economy since the last balance-of-payments consultations
which took place at the end of l965.

I hope that my statement will give a sufficiently true picture of the devel-
opment of the Yugoslav economy in that period, in spite of the fact that not all
relevant data for the whole of 1967 are available as yet.

The general aims of the Yugoslav economic policy are known. These were
discussed during the last consultations and, therefore, I would not like to speak
of them again on this occasion. In this respect, I would like to refer to
document L/2488 which also dealt with the economic reform which my country began
to implement just a few months before the last balance-of-payments consultations.
It was underlined at that time - permit me to repeat myself that there are three
essential aims of our economic reform, namely:

(a) the establishment of better relations between the prices of agricultural
and other primary products and services and those of industrial products;

(b) a stronger reliance on market criteria in the formation of prices and in
the allocation of investment resources; and

(c) the decentralization of economic decision-making.

I would add to these principles another one mentioned in the quoted document:
to create conditions for a closer link of the Yugoslav economy with foreign markets.

These basic principles have been worked out in detail in the said document.
As a further explanation, I have to stress that all measures adopted in connexion
with the implementation of the economic reform had as their final objective the
stabilization of internal economic relationships, the long-term development of the
economy under stable conditions and the establishment of conditions for a more
intensive economic co-operation with foreign countries. With this aim in mnd, the
new rate of the Dinar was established, various export subsidies abolished, consider-
able liberalization in foreign trade introduced and a new customs tariff law enacted.
These and other measures not mentioned here broughtt about and are still bringing
about, closer tics of our economy with the economies of other countries. This is
a process which has not been completed yet, but is going on. The complete package



BOP/R/23
Page 13

of measures could not be introduced simultaneously, the process has been in
development throughout 1966 and, in fact, only with the enforcement of new
regulations on foreign trade and the exchange system - which entered into force
on 1 January 1967 - has it been rounded up. For this reason, the affect of the
economic reform measures has not been fully felt in 1966. It is only in 1967
that the measures of the economic reform had a significant impact on the economic
development.

The economic reformwhich was introduced in the second half of 1965 and
which is the most important undertaking in the Yugoslav economy, can be fully
understood only if we compare the new economic system with the former one which
recurred to various foreign exchange, trade and tariff limitations, in order to
protect the young domestic industry. This restrictive mechanism played an important
rôle in the economic development of my country in the past. However, when a
relatively satisfactory level of industrial development was attained, it became
quit clear that a further Application of protective measures could only be in the
way to improve efficiency and productivity. For this reason, and also bearing in
mind technological developments in the world, it was necessary to shift from a
relatively inward-looking economy to an open one, to open the door to the world
.market, and to soek new paths of economic development, an the assumption that a

corresponding response will also be made by foreign partners to facilitate
Yugoslav exports. This transition inevitably called for major adjustments in the
economy. Such adjustments naturally exercised a pressure on the balance of
payments, which can be expected to continue for the next few years, although it
might become less intensive.

The economic reform is in full swing today. Its positive results are felt,
in spite of occasional difficulties inevitable in such undertakings. These
difficulties refer especially to the increase of prices that occurred in the
beginning of the reform, to the increase in personal incomes, as well as to a
relatively larger increase of imports as compared to exports. These trends have
to a certain extent hampered tho stabilization process. In 1967, price increases
became more moderate and a relative stabilization took place, particularly in the
prices of agricultural product. as a result of a very good harvest in 1966 and
1967.

Those tendencies to stabilization continued during the first three months of
1968. The prices of industrial products, both wholesale and retail, remained
unchanged. The prices of agricultural products increased by 3 per cent, those
of services by 5 per cent, (chiefly due to rent increases) while the general
retail price index increased by 1 per cent and living, costs by 3 per cent.
However, due to the liberalization of imports in 1967 and 1968, and to increased
stabilization efforts, a free price formation has been made possible for about
50 per cent of industrial products.
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I have already mentioned the increase in personal incomes in the course of
1966 and 1967. In 1966, the average nominal incomes increased by 24 per cent
and the real ones by 12 per cent as compared to 1965. A further increase by
10 per cent in the average nominal personal incomes was experienced in 1967,
while the real incomes remained .ore or less the same. This instability of
incomes is the result of the fact that the Yugoslav economic enterprises decide
themselves on prices and personal incomes within very flexible margins of both
domestic and foreign competion. That means that an enterprise may increase
nominal personal incomes and thus create additional supply and demand. Solution
for this problem is sought in a more direct dependence of personal incomes on
productivity in the enterprises.

If the two processes mentioned above hindered the realization of the
stabilization goals set forth by the reform, there have neverthelesss been a
number of components which had a favourable effect on the internal stabilization
of our economy. We should mention here first of all the slowing down of
investments and of general consumption, a decrease in the rate of growth of
industrial production, an increase in the stocks of finished products, a decrease
of liquidity, substantial increase in savings and bank deposits and also an
increased individual retention of money.

The gross social product increased by 8 per cent in 1966, mainly due to a
very good harvest that year. Industrial production showed an increase of some
5 per cent in 1966. It varied, however, in different industrial branches. In
some branches the increase of production was below the annual average, while
others showed a sensible decrease if compared to the previous year.

The following industrial production deteriorated mostly: civil engineering,
cement industry, coal mining, wood industry and non-ferrous metal industry. This
was obviously due to limited investments in civil engineering and cement works,
to altered structure of coal consumption, and to more difficult export conditions
in the wood industry.

It was intimated before that the agricultural production marked a
substantial increase in. 1966 due to favourable weather conditions and better
mechanization. Tis was particularly noted in the social farming where the
increase of 21 per court has been achieved.

The data covering 1967 show results in the agricultural production almost
as good as those in 1966.
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In the wake of the reform substantially changes occurred also in the sphere
of investments. The investment funds were decentralized. Enterprises were
allowed to utilize a better part of the fonds. This increased the rôle of the
banks in channelling the investmentst funds according to economic criteria.
The projects up to 1964 were financed from Government funds, while now in ths
majority of cases projects are financed by the enterprises themselves and the
banks. Formerly, the investment policy was directed towards building new
factories and plants, while the present investment policy is focused to a
reconstruction and modernisation of the existing plants.

In the second half of 1965 and the first half of 1966, there was an
increase in capital investments, while in 1967 the investments were considerably
reduced as a consequence of a policy aiming to prevent credit and monetary
expansion.

Until the end of 1966 the credit policy was based upon qualitative
criteria, on the grounds of which the National Bank was to determine the type
and conditions of the short-term credits to be refinanced by the National Bank.
The reform of the banking system which actually started at the end of 1966,
proved soon inadequate for controlling credit expansion. Therefore a new
system was introduced in July 1967. Pursuant to this system the amount of
short-term credits to be granted by the National Bank to business banks
depends on obligatory reserve deposits which such banks have with the
National Banks. The business banks may utilize a certain part of such credits
for their needs, while the other part may be used for refinancing. Actually,
the credit mechanism is organized so as to make feasible the increase of short-
term credits and monetary supply provided such an increase is based upon an
increase in foreign exchange reserves, that is to say, that it is linked to
the expansion of exports. is a result of this policy, in 1966 the money
supply increased by 5 per cent, and total liquid funds by 6 per cent. On the
other hand, in 1967 the money supply was reduced by 2 per cent, while total
liquid funds increased by 1 per cent. The banks' short-term credits were
raised by only 3 per cent, which is another proof of the restrictive credit
policy conducted in 1967. These were the tendencies during this year as well.

The said measures have considerably affected enterprises participating in
foreign trade activities, but insufficiently so, as to achieve the desired
results and to have a more harmonious rate of increase both of exports and
imports. Some external factors contributed to this situation, such as a
slowing down of economic activities in certain countries, more difficult
conditions for Yugoslav exports to foreign markets and the general uncertainty
in the world monetary system.

The trade balance for 1966 showed a deficit of $355 million. The exports
increased by 12 per cent, while imports increased by 22 per cent against 1965.
Thus the trade deficit increased by 81 per cent as compared to 1965. In 1967,
the deficit was further increased by 28 per cent as compared to 1966, namely
it amounted to

$ 455 million. Exports were increased by about 3 per cent and
imports by 8 per cent.
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These trends in the Yugoslav foreign trade cams as a result of the two
following factors: the reform and its measures inspired the process of
specialization, higher productivity and improved quality which in soms cases
enabled some branches of Yugoslavsports to compete satisfactorily. However,
some fields of exports marked a rather slow increase due to various difficulties
such as structural disproportion, limited investments and mostly due to
deteriorated conditions for Yugoslav exports. Hard competition in the world
market rendered the sale prospects for some products extremely difficult.

The increase in Yugoslav imports results from the liberalization of the
foreign exchange policy and foreign trade régime. Because of the liberalization
of imports introduced in 1967, the total volume of imports of liberalized goods
nearly doubled during the past year as compared to 1966, exerting a considerable
pressure on our balance of payments. Besides, the developments already
mentioned created serious difficulties for many Yugoslav enterprises and called
for exceptional efforts in order to get adjusted to the new requirements.

It should be pointed out that in 1967 the Yugoslav exports to the con-
vertible currency area went up by 9 per cent, while with the bilateral
agreement countries they were reduced by 4 per cent. Imports from convertible
currency countries increased by 20 per cent, and decreased by 9 per cent from
bilateral countries. Consequently, the trade deficit with the convertible
currency countries increased in 1967 by 43 per cent. These considerations lead
us to the following conclusions: the deficit mainly occurred with the convertible
currency area, where the increase of imports was much higher than the increase
of exports. Low customs tariffs and import lïberalizations have certainly
played a significant rôle in this development. an additional feature is the
uneven trade development within the bilateral arrangement countries, in par-
ticular with the East European ones. But, because of considerable invisible
receipts the balances with these countries show great surpluses.

All this was not without affect on the Yugoslav balance-of-payments
position. The current deficit - which in 1966 reached the figure of
$36 million - increased in 1967 to ,.49 ,million (according to provisional data).
The already mentioned trade deficit was partially compensated by invisible
receipts, the most important being transport, workers and emigrants' remittances
and tourism. The total surplus resulting from net services and private
transfers shows an increaseof $37 million as compared to 1966.

In 1967, the net inflow of capital transfer increased by $35 million as
compared to 1966, a particular increase was markedun medium-term credits.
This item has increased in 1967 for $120 million, the rst of items not showing
any sizeable change.

The reserves in gold and foreign exchange show a moderate increase since
1965, and by the end of 1966 they reached the figure of $115 million, and of
$134 million by the end of 1967. These tendencies continued within the first
quarter of 1968. The available monetary reserves are not sufficient even to
cover two-months' imports from convertible currency areas.
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Under the present conditions of trade development and monetary reserves
available - particularly with a view to foreign trade liberalization - it
appears indispensable to maintain the restrictions for certain imports - as
described in the basic document prepared for these consultations - in order to
safeguard the balance of payments and external liquidity of' Yugoslavia.

In conclusion, may I express the hope that further development of our
balance-of-payments situation and developments in our exports will be such that
they will not impose on my country the necessity for strengthening the existing
import restrictions.


