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Extracted from Economic Trends No. 163, May 1967

International comparisons of costs and prices

Introduction
This article discusses the comparisons which can validly 

be made between the trends of costs and prices in manu
facturing industries in the United Kingdom, and the 
corresponding movements in other industrial countries 
during the last ten years or so. It has been prepared by 
the Board of Trade with assistance from other depart
ments.

The main purpose of studies of this kind is to assist in 
judging what changes there have been in our ability to 
compete on price in export markets. Many factors, in 
addition to prices, affect export performance. Speed and 
certainty of delivery, suitability of product, reliable 
after-sales service, and other aspects of marketing also 
have an important influence on our competitiveness in 
the wider sense. If one were to go further and seek to 
analyse the reasons for the falling United Kingdom share 
of world trade, yet other considerations would have to 
be taken into account, such as the commodity and country 
pattern of our export trade in relation to overseas de
mand, and the changes that have taken place in the 
commercial relations between countries, such as tariff 
changes, the establishment of the Common Market and 
of E.F.T.A., and the removal of post-war restrictions on 
trade and, in particular, dollar liberalisation. No such 
analysis is attempted here.

In seeking to compare our export prices for particular 
products with those of our competitors, there is little 
direct evidence, and the problem has to be approached 
indirectly through a study of comparative cost and 
price data in different countries. Use has been made of 
work done previously, both in the United Kingdom and 
elsewhere, and in particular of work done on comparisons 
of unit labour costs by the United States Bureau of 
Labor Statistics. It is a limitation of this approach 
that changes in export prices, which depend on conditions 
in international markets, may move differently from home 
prices, and correspond less closely to changes in costs; 
and of course the commodity pattern of exports differs 
from that of production for the home market, or of 
production in total. But it may be expected that any well- 
marked trends in domestic price levels will usually be 
reflected sooner or later in export prices.

The international comparisons are in general between 
movements in costs and prices over time, rather than 
between their absolute levels at a recent date. Differences 
in national circumstances and practices make comparisons 
of the latter kind much more hazardous. But even in 
cases where different bases of measurement make it 
impossible to say with any certainty how much higher 
or lower costs or prices are in one country than another, 
it may be possible to reach useful conclusions by studying 
the changes over time.

iOO

The period considered is the last ten or twelve years, 
and in most cases separate figures are given for4he first 
and second halves of the period, that is broadly speaking 
the second half of the 1950’s and the first half of the 60’s. 
The years chosen for purposes of comparison depend on 
the availability of data, and are not always exactly the
same.

The article falls into three parts, the first dealing with 
costs of materials and fuel, the second with labour costs, 
and the third with prices of manufactured goods.

Summary of conclusions
So far as costs of materials and fuel are concerned, the 

main change during the last twelve years appears to have 
been the gradual disappearance of such advantages as 
we had at the beginning of the period through access to 
cheaper supplies. Prices in the United Kingdom are 
probably now broadly comparable with those in Euro
pean countries. In the United States however the prices 
of some commodities are lower than either here or in 
other European countries, including some fuels, and—at 
the present time—copper.

Trends in labour costs show a more varied pattern. 
Comparing the present position with that twelve years 
ago, our position has probably not changed very signi
ficantly in relation to that of our main European com
petitors, though it has worsened when compared with 
the United States or Japan. From 1954 to 1959, labour 
costs per unit of output were rising faster here than in 
the other countries studied, after allowance has been 
made for changes in exchange rates. From 1959 to 1964, 
they were rising more slowly here than elsewhere, except 
in the United States, Sweden and Japan. In 1965 and the 
first half of 1966, we were probably losing ground again 
in relation to some other countries. In recent months our 
competitive position in this respect has probably im
proved again, though short-term changes are not neces
sarily reflected in export prices.

These broad conclusions are confirmed by the study 
of movements in wholesale prices for sales to the home 
market in the United Kingdom, Germany and the 
United States. The index numbers for products manu
factured in the United Kingdom and Germany have 
increased at much the same rate, but the corresponding 
index for the United States shows a very much smaller
increase.

Technical difficulties in making international compari
sons, and the intrinsic defects of index numbers of the 
unit values of exports make them of limited value in 
assessing relative price movements; but for yhat they 
are worth, they support the conclusion that our competi
tive position so far as pricing is concerned, in relation to 
other industrial countries taken together, has tended to 
worsen during the last ten years or so.
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Taken as a whole, the data suggest that we are rather 
less well placed to compete in export markets in terms of 
price than we were twelve years ago. This worsening has 
been greatest in relation to the United States and Japan, 
and has been relatively slight in relation to Europe.

Costs of materials and fuel
Materials

Most of the materials used in manufacturing industries 
in the United Kingdom are imported from abroad; 
examples are non-ferrous metals, textile fibres, and 
rubber. Imported materials account for nearly a quarter 
of the value of manufacturing output. Our competitors 
in Western Europe arc in a broadly similar situation, but 
the United States possesses a greater domestic supply of 
raw materials, and imported materials account for only 
about 10 per cent, of the value of their manufacturing 
output.

For most of the industrial materials which are 
the subject of international trade, there is in effect a 
world market, in which, whether it is free or regulated by 
international agreement, all customers are treated alike. 
Most industrial materials are not subject to tariffs, and 
differential freight payments for different lengths of 
haul do not generally have a major effect. Professor 
Reddaway's recent interim report on the effects of the 
overseas investment of the United Kingdom concluded 
that the control of overseas raw material supplies through 
subsidiaries or branches did not yield substantial benefits 
to the United Kingdom parent, as compared with those 
to be obtained through long-term contracts with inde
pendent suppliers. These various considerations suggest 
that there are unlikely in genera! to be wide differences 
between the prices at which imported raw materials are 
obtainable in different countries.

Differences may however develop between spot market 
prices and those paid by consumers who obtain their 
supphw under long-term contract, and this is one reason 
why there have been divergencies between the prices in 
different countries of most non-ferrous metals at different 
Umes. Twelve years ago, aluminium cost much more in
Germany than in the United Kingdom, but this price 
differential has since disappeared.

In 1966. average prices for all non-ferrous metals in 
h.t.C , countries were slightly higher than those quoted

*^ctal Exchange. The most significant 
price diff^erentials then were with the United States 
where prices of lead and zinc were significantly higher 
than those quoted in the United Kingdom, but copper

iTVif ^ower, as a result of action
aken by the U.S. Government to limit price increases in

"^rket. where an important 
ff«!^ existence of the strategic stockpile,
from which releases can be made from Ume to Ume.

Steel
Ahhough most of the steel used in industrial countries 

IS owained from domestic producers rather than im-
ViT important component of

costs in the engineenng industries as to deserve separate rncniion. ^
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In the early I950’s, prices of steel products manufac
tured and sold in the United Kingdom were in most cases 
lower than those ruling on the Continent. Since then, the 
differentials have been substantially narrowed, and by 
early 1967, published prices indicated that there was very 
little in it; however, in the present weak market con
ditions, price alignment is taking place in the European 
Coal and Steel Community and though precise figures 
are not obtainable, this has almost certainly depressed 
prices for most products there below United Kingdom 
prices. The United Kingdom still had a price advantage 
as compared with the United States, but in general a 
rather smaller one than existed some years back.

Fuel and power
A major difficulty in comparing the prices at which 

supplies of fuel and power are obtainable in different 
countries is the limited significance of national averages. 
The variation within each country, as a result for example 
of the availability of cheap hydro-electricity in some areas, 
can be much greater than the variation from one country 
to another. In some cases also, published prices are 
subject to unspecified discounts, which can be substantial, 
and prices and costs may vary because of different 
industrial practices in buying and using fuels.

There is, however, a substantial body of evidence to 
show that, whatever the absolute level. United Kingdom 
prices of energy have tended since 1958 to rise relatively 
to those in the Common Market countries and the 
United States. The published indices of wholesale prices 
for fuel and power supplied to industrial consumers have 
either fallen or shown little change in the United States 
and in most of the Common Market countries. Only in 
France has the index increased to much the same extent 
as in the United Kingdom.

Estimates of the position in mid-1966 indicate that the 
average price of coal delivered to industry in the United 
Kingdom was then lower than the corresponding average 
for the Common Market countries as a whole, while the 
average price of fuel oil was much the same as in the 
Common Market.

Infonnation about fuel oil is particularly difficult to 
summarise because of the difference between average 
prices paid on existing contracts and prices offered for 
new business, regional variations and variations in quality 
and grades. A study published by the European Economic 
Community in 1966 showed a 40 per cent, variation in the 
price of heavy fuel oil between Westphalia and Bavaria, 
and a 30 per cent, variation between the same places in 
the price of industrial coal. Differences of much the same 
order existed in France.

When the price of a * composite' ton of fuel is 
assessed by weighting together typical delivered prices 
a^ording to the industrial consumption of coal and 
oil, with allowance for the different thermal contents 
of the two fuels, the results show no significant difference 
l^tween the estimated price in the United Kingdom and 
the overall average for the Common Market taken as a 
whole, but a much lower average level in the United
olsitCS.
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For gas, industrial consumers in the United Kingdom 
appear on average to pay prices significantly higher than 
those paid by European industrialists. This reflects the 
greater availability of natural gas and coke oven gas on 
the Continent, and a much smaller use of town gas. For 
electricity, the small industrial consumer pays rather 
less in the United Kingdom than in most countries of the 
Six, but the advantage diminishes as one moves to the 
larger consumer, and may disappear completely.

The regional variations in gas and electricity prices in the 
United States are so great as to make any comparisons 
based on a national average quite meaningless, but 
United States manufacturers probably derive some 
advantage from access to natural gas supplies and 
hydro-electricity, the latter being particularly important 
to industries such as aluminium smelting which use very 
large amounts of electricity; their advantages do not 
however probably extend to supplies of electricity to
industry generally.

Despite the relatively adverse movement of fuel prices 
in the United Kingdom as compared with those in 
Western Europe, the indications are that, although we 
have lost a cost advantage which was substantial in the 
I950's, United Kingdom fuel prices are still broadly in 
line with those of our European neighbours. They are in 
general higher than in the United States, which has much 
greater natural resources in fuel and power. The benefits 
of North Sea gas lie in the future.

Labour costs
Labour costs are of course much the most important 

of all costs in manufacturing industry, accounting in the 
United Kingdom for about half of all inputs. The wage 
and salary bill in total is not very susceptible to change at 
short notice despite marginal changes due to less over
time, or more short-time, working. Labour costs per 
unit of output generally tend therefore to increase more 
rapidly when production falls, or even when it flattens 
out, and to increase less rapidly, or even to fall, in 
periods when production is expanding. Their relative 
movements in different countries may consequently be 
affected by differences in the phasing of the economic 
cycle.

International comparisons are hampered by the 
scarcity until recently of figures for total labour costs, 
including salaries as well as wages, and also supplemen
tary labour costs, which are particularly important in 
European countries. The main emphasis in this section 
is on estimates which represent as closely as possible 
total labour costs per unit of output, including such 
items as obligatory and voluntary social security contri
butions, gratuities, payments in kind, and subsidies of 
various kinds and also, at least in principle, items such 
as recruitment charges which do not represent benefits 
to the employee. The next few paragraphs describe what 
is known about supplementary labour costs.

Supplementary labour costs
The data available from different countries relate to 

different years, and do not always cover the whole of 
manufacturing industry. It is however clear from what
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information is available that supplementary labour costs 
are rather more important in the United States than the 
United Kingdom, and very much more important in 
E.E.C. countries, where they probably account for more 
than twice as large a percentage of basic wages and 
salaries as they do in this country.

This has been true at any time during the last twelve 
years. A study made by the International Labour Office 
relating to 1955, but limited to six selected manufacturing 
industries(’), yielded the following figures for supple
mentary labour costs expressed as a percentage of total 
labour costs. (The figures given are unweighted averages 
for the six industries).

TABLE 1 Percentages

France ......................... 33
W. Germany 27
Italy 42
United Kingdom 13

An interesting feature of the estimates made for the 
United Kingdom was that supplementary labour costs 
were proportionately greater for salaried employees than 
for wage earners (19 per cent, against 11 per cent.), a 
phenomenon which was absent in the European countries.

A study relating to 1964 recently completed by the 
Ministry of Labour showed that supplementary payments 
then accounted for 14*3 per cent, of total labour costs in 
manufacturing industries in the United Kingdom. For 
the United States, a corresponding percentage of 19 was 
derived from sample surveys carried out by the United 
States Chamber of Commerce in respect of 1959 and 
1961.

The most important single element in supplementary 
labour costs consists of employers’ obligatory contri
butions to social security schemes. In Germany and Italy, 
they account for about half of all supplementary pay
ments, and in France for about three-quarters. In the 
United Kingdom, they are less important and the 
proportion was still only about a quarter of the total of 
14 per cent, in 1964.

Since then, there have been small increases in United 
Kingdom labour costs resulting from the Redundancy 
Payments Act and the Industrial Training Act, but in 
manufacturing industry these have been offset by the 
reductions resulting from the introduction of the Selec
tive Employment Tax.

In so far as information is available for the same 
country for more than one year, it suggests that the 
proportionate importance of supplementary earnings does 
not generally change very rapidly. This is to be expected 
where, as in many European countries, social security 
contributions are levied as a percentage of the wage and 
salary bill. The conclusion is supported also by the 
relatively small increase in the United Kingdom 
tion in 1964 as compared with that estimated for 195x 
In the United States, similar proportions were obtained 
for 1959 and 1961, but it is known that there has been a

k)tton textiles, leather footwear, radio-electronics, machine 
tools, shipbuilding and steel.
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growing tendency for wage settlements to provide for 
increases in fringe benefits of various kinds; to the 
extent that this has been so, labour costs in the United 
States will not have been as stable as they otherwise 
appear.

Some European countries have however in recent 
years transferred part of their social security charges 
from industry to general taxation. In Western Germany, 
payments used to finance family allowances were so 
transferred in July 1964; they amounted to 1 per cent, 
of the payroll. More substantial transfers have been 
made in Italy, industrial employers having been relieved 
in September 1964 of social security charges amounting 
to 3 per cent, of the wage bill, and of a further 3 per cent, 
in April 1965.

The estimates considered here for eight countries arc 
derived from work done by the United States Bureau of 
Labor Statistics. They are based where possible on 
national income data, the total wage and salary bill, 
together with the main fringe benefits, i.e. social security 
and pension fund contributions, being related to the 
output of manufacturing industry in real terms. That all 
supplementary labour costs arc not included is something 
of a drawback; but since we arc here concerned only with 
changes over time, this may not greatly matter provided 
that these costs arc indeed not increasing at a markedly 
faster rate than basic wages and salaries.

Total labour costs
Before considering changes in recent years, it is useful 

by way of background to have in mind a broad idea of 
how the absolute levels of money earnings in different 
countries compare. The broad comparisons made here 
are in terms of averages, taking no account of differing 
proportions of skilled and unskilled workers, males and 
females, adults and juveniles.

Average earnings show relatively little variation among 
industrial countries in Europe. In the United States, they 
arc some 2 or 3 times as high as in Europe, reflecting the 
much higher levels of productivity there. In Japan, on the 
other hand, they arc still only something like a third of 
average European levels.

We turn now to the estimation of changes in total 
labour costs per unit of output, which arc the results of 
greatest significance for our purpose.

For the Netherlands, Japan and Sweden changes in 
output are derived from an index of production, which 
|s a less satisfactory method than the use of national 
income data, and one which can give appreciably 
different results. For Italy, the labour cost figures arc 
limited to production workers, and~since the numbers 
of administrative, technical and clerical workers tend to 
increase more rapidly—the rise in labour costs may in 
consequence be understated. For France, the figures 
used arc believed to be the most reliable; but a very 
different picture appears if alternative scries are used to 
measure output and—more particularly—employment. 
The figures for these countries should be examined with 
these reservations in mind.

The following table shows, for the eight countries, the 
rates of increase in manufacturing output per head, in 
total labour costs per head, and in total labour costs per 
unit of output; the third representing the ratio of the 
first two. Cost figures for France and Germany have been 
calculated in terms of U.S. dollars, that is to say, adjust
ments have been made for the French devaluations of

TABLE 2

Total labour costs per unit of output 
in manufacturing industry

Annual compound rates of increase

United Kin|dom

France 4  «

W. Germany

luly(c) ..

Japan

Netherlands

Sweden

U.S.A,

Real output per head In 
manufacturing (a)

1959
1959—
1964

1954—
1964

3-0

Total labour costs per head (b)

1959
1959—
1964

11 5

1954—
1964

7 7

Labour costs 
per unit of output (b)

1954—
1959

4*0

1959—
1964

1954—
1964

(• ) Alt t j  Source: U.S. Bureau of Labor Statistics. Bulletin 1518,
for N ..h .r l .n d ., l .p .n  .nd  Sw .d.n,

In dolUr terms; figures In brackeu arc in terms of national currencies.
Production workers only.
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1957 and 1958, and for the upward revaluation of the 
Deutschmark in March 1961; it is the figures so adjusted 
which are significant in relation to competitiveness in 
export markets, but the corresponding figures calculated 
in terms of national currencies are shown below in 
brackets.

The figures given relate to the period 1954-1964, and 
separate calculations have been made for the first five 
years and for the last five years. The business cycle had 
reached a broadly sintilar stage in each of the three years 
—1954, 1959 and 1964—thus taken as the basis of the 
comparisons.

The table shows that, over the period as a whole, total 
remuneration per head in all the countries considered 
increased more than productivity. In the United King
dom, the increase in average remuneration was less than 
in any of the other countries except the United States; 
but the increase in productivity was also less than else
where.

Over the ten-year period, the increase in labour costs 
per unit of output in terms of domestic currencies was 
appreciably greater in France than in any of the other 
countries. Her competitive position was however 
significantly improved by the 1957 and 1958 devaluations, 
and after adjustment to a dollar basis, the increase in 
France is shown to have been less than in the United 
Kingdom. The increase for the United Kingdom is rather 
above the middle of the range; in relation to our most 
important competitors, we come out close to Germany, 
above France (in dollar terms) and appreciably above the 
United States and Japan, for which the figures are 
relatively low throughout.

The relative changes in the United Kingdom’s position 
were very different in the first and second halves of the 
period. In the first five years, labour costs in the United 
Kingdom were rising faster than they were—in dollar 
terms—in the other countries (though only marginally 
faster than in the Netherlands). In the second five year 
period, labour costs in the United Kingdom were rising 
more slowly than in four of the European countries 
shown, at much the same rate as in Japan or Sweden, 
and appreciably faster than in the United States.

One factor which may have contributed to the better 
showing of the European countries between 1954 and 
1959 is that during that period there were reserves of 
labour in Germany and Italy. By the end of the 1950’s, 
the labour supply position on the Continent was tighter, 
and from then on conditions there were more closely 
comparable with those in the United Kingdom.

Changes in the course of the period can be seen more 
clearly when the data are charted (see Chart 1, to which 
provisional estimates for 1965 have been added). The 
rates at which labour costs have grown are widely spread, 
but some general similarities in the cyclical pattern can 
be discerned. The chart brings out the extent to which 
the relatively moderate increase in labour costs in dollar 
terms in France over the whole period was due to the 
1957 and 1958 devaluations, the rate of increase from 
1959 onwards having been as great as in most other 
countries.

In order to compare United Kingdom experience with 
that in the other countries taken together, their figures 
have been combined according to their importance in 
world trade. This has been done in Chart 2, which shows 
combined index numbers weighted according to values 
of exports in 1959. (The choice of year for this purpose 
was found to make no material difference.) This chart 
shows the gap between United Kingdom labour costs 
and those in the other countries widening at first, 
but subsequently narrowing until in 1964 and 1965 our 
costs were back to much the same level in relation to 
the European Economic Community as they were in 
1954; though our relative position in 1965 was some
what worse than in 1954 once the United States, Japan 
and Sweden are brought into the reckoning.

The provisional figures which have been charted for 
1965 are based on the incomplete indicators provided by 
index numbers of production in manufacturing industry, 
and by average wage earnings. They show a continuing 
increase in labour costs per unit of output both in the 
United Kingdom and also in most of the other countries. 
The rates of increase were about as high in Germany 
and Sweden; and there were increases also—though not 
so large—in the United States and Japan. In the first half 
of 1966, United Kingdom labour costs continued to rise 
faster than output. In the latter part of 1966 and the early 
months of 1967, there has been little change in the levels 
either of earnings or of production, and there can have 
been little further increase in labour costs per unit of 
output. Although there has been some slowing down in 
the rate of expansion of production in other countries 
(and a fall in production in Germany), no restrictions on 
the growth of earnings comparable in severity to our 
incomes standstill have been imposed elsewhere. It is 
likely therefore that labour costs per unit of output have 
continued to increase in other industrial countries, and 
our relative position has probably improved.

Prices of manufactured goods

Wholesale prices
This section discusses comparisons made for three 

countries—the United Kingdom, West Germany and the 
United States—of wholesale price index numbers of 
manufactured products sold in the home market. The 
data available are insufficient to enable similar compari
sons to be made for other countries. Wholesale price 
index numbers for goods exported would be more 
directly relevant to export competitiveness; but because 
of the lack of continuity in production for export, there 
are hardly any countries where it has proved possible to 
construct index numbers of this kind.

In the short term, price movements may not follow 
very closely the underlying movements in industrial 
costs. Price adjustments do not always follow every time 
there is a change in costs, but cost increases may for a 
time be absorbed in profit margins; the National Institute 
of Economic and Social Research found in 1964 that 
price adjustments to engineering products were often 
made only at intervals of two or three years.

Prices may be affected not only by changes in costs of 
materials and fuel, and in labour costs, but by changes in
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Changes in costs and prices, 19S4-1964
TABLE 3 Percentafc changes

Cost of materials Labour costs per Home market prices
unit of output of manufactures

Unitad Kingdom +  7(a) +  36 +23

W. Garmany +10 +  32 +  18 (b)

United S u t a s ....................................... — 6 + u +  12

(a) Materials and fuel.
(b) Estimated from separate index numbers for producers' and 

consumers' |oods.

Sources: U.S. Bureau of Labor Statistics, Bulletin 1S18 
U.N. Monthly Bulletin of Sutistics 
Board of Trade.

the method of production. The use of additional or more 
advanced types of capital equipment, for example, may 
lead to higher capital charges while lowering labour costs.

Movements of export prices, being largely governed by 
the requirements of international competition, may 
correspond even less closely than home prices to changes 
in costs, ft must be remembered too that the com
modity pattern of exports is appreciably different from 
that of production for the home market, or of production 
in total. However, in the long run, since manufacturers 
must cover their costs, a broad correspondence must 
exist between movements in prices and the underlying 
movement in costs. It is demonstrated, for home market 
prices, in the table above.

Though the price increases shown arc of the order of 
magnitude to be expected, they arc if anything on the 
low side in the United Kingdom and West Germany, 
given that labour costs are nearly twice as important as 
costs of materials. One interpretation could be that 
profit margins have been somewhat reduced, perhaps as 
the result of capital equipment being more fully utilised, 
so that a lower rale of profit p>cr unit of output could

produce the same rate of return on capital employed. 
But there is some evidence that the rate of return on
capital in the United Kingdom has itself fallen during this 
period.

The next table gives details of the changes in the 
wholesale price index numbers for the three countries. 
One problem in making these comparsions is that they 
are affected by the different patterns of industrial produc
tion in the different countries. This source of difference 
has been eliminated by recalculating the index numbers 
with the same coverage and the same weighting pattern. 
The recalculated indices for West Germany incorporate 
also an adjustment for the revaluation of the Deutsch
mark in 1961.

There still remain some minor differences, which it 
has not been possible <o eliminate. The difficult problem 
of the allowance to be made for quality changes may 
have been dealt with differently in the different countries. 
The German index includes items which are subject to 
turnover tax, but this does not greatly affect the index 
since there has been no significant alteration in the rate 
of tax during the period covered.

Index numbers of wholesale prices of home sales of manufactures (a)
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The table sets out the recalculated index numbers 
together with the national index numbers as published, 
in a similar form to the changes in labour costs considered 
in the previous section. Data limitations mean that it was 
only for engineering products that the recalculations 
could be performed for the earlier period, 1954-1959. It 
will be seen that the changes in these index numbers 
since 1959 have been similar to those in the index numbers 
for all manufactures.

The general pattern of price movements is similar to 
that which was shown by the examination of unit labour 
costs. Over the ten-year period, British and German 
prices increased to much the same extent, but United 
States prices increased less.

In the first half of the period, prices in the United 
Kingdom for engineering products increased more than 
in Germany, though the differences were less between 
the reconstructed index numbers than between those 
published. A still larger increase is shown for the United 
States apparently because engineering prices there moved 
ahead of prices of manufactures generally. In the second 
half of the period, prices rose less in Britain than in 
Germany, as against a negligible increase in the United 
States.

The figures for the most recent period are taken only 
up to mid-1966 since in the third quarter of 1966 the 
United Kingdom and German index nunibers diverged 
in consequence of a temporary difference in their prices 
for copper products. In this period, United Kingdom 
prices were rising the fastest, though the German index 
for manufactures was also rising more rapidly than in the 
earlier period. The United States index also showed a 
significant rise, especially in 1966.

The next table shows the home market price change 
for the three countries between 1959-1964 in each of 
twelve broad groups of industries.

There is a close correlation between the magnitude 
of changes in different industries in the United Kingdom 
and in Germany, but in each the pattern is markedly

different from that in the United States. The wide 
dispersion of the price changes for different industries 
(which is still more marked in index numbers for finer 
industry groupings) emphasises the need to take account 
of differences in commodity patterns when examining 
price index numbers in different countries.

Index numbers o f the unit value o f exports.
All the data considered so far have only an indirect 

bearing on our competitiveness in export markets. There 
are often differentials between the home market prices 
which underlie the wholesale price indices just considered, 
and prices for the same goods in export markets. Though 
export prices must be influenced by the various elements 
of costs considered earlier, it is probably commoner in 
competitive markets abroad than it is at home for 
manufacturers to sell at prices which do not make a full 
contribution to overheads.

As already mentioned, however, comparable export 
price quotations, except for a very few items such as cars, 
are unobtainable. Nor has it generally proved possible to 
construct index numbers based on export prices for 
precisely defined goods. The nearest^approximation to a 
comparison of export prices is provided by a comparison 
of index numbers of the unit values of exports, based on 
average values per unit of the categories of goods 
distinguished in countries’ trade statistics.

Index numbers constructed in this way are not wholly 
satisfactory. They depend on the commodity classification 
being finely subnlivided, so that each of the unit values 
used can be taken as an approximation to an export price; 
that is, sufficient headings must exist which cover a 
reasonably homogeneous group of commodities. Where 
this condition is not satisfied, or where it is not practicable 
for quantities to be recorded, resort must be had to 
imputation. (*)

(“) The problems o f constructing index numbers of unit value of 
imports and exports were described more fully in an article in 
the September 1963 issue o f Economic Trends.

Index numbers of wholesale prices of home sales of manufactured products (a)

TA B LE  5
Percenuge changes 1959—64

# 9Leather and leather goods
Mechanical engineering .................................
Metal manufactures (including hand tools, etc.) 
Bricks, pottery, glass, etc.
Textiles
Metal manufactures 
Transport equipment . .
Other manufacturing industries 
Footwear (excluding rubber)
Paper and board 
Electrical machinery . .
Chemical and allied industries

United Kingdom Western Germany United Sutes

(a) Re-calculated as in Table 4.
Source: Board of Trade.
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Because of these deficiencies, publication is usually 
limited to an index for expxorts in total, with constituent 
index numbers only for very broad classes of goods. One 
of the few other countries which provides a commodity 
breakdown comparable with that made in the United 
Kingdom is Western Germany, and consequently a large 
part of the discussion which follows is concerned with 
such comparisons as can be made between the German 
and the British index numbers.

Index numbers of unit values of exports
of manufactures (a)

TABLE 6 1954=100

United Kingdom 
Fnnce (b) . .
W . Germany (c) 
Japan
United States 
W orld exports (d)

1954

100
100
100
100
100
100

1959

111
95

104
96 

117
105

1964 1965

121
104
113

89
120
111

124
106
115
88

125 
113

(>)
(b)

Source: U .N . Monthly Bulletin of
S u t is t la .S .l.T .C . Sections 5-6.

Adjusted for the devaluations of the French franc In 1957 and
1958.

(c)
(d)

Adjusted for the revaluation of the Deuuchmark In 1961.
Exports from the countries specified plus Belgium. Luxembourg.
Canada, lu ly , Netherlands, Sweden and Swlucrland.

An uncritical examination of the figures shown above 
would suggest that the prices of our manufactured 
exports have been rising more rapidly than those for 
other industrial countries. Conclusions of this sort may 
however not be wholly valid, as the result of the imper
fections of the index numbers, or for other reasons.

One is. that the methods by which the index numbers 
are constructed may differ. This applies in particular to 
the United Kingdom and German index numbers. The 
former uses as weights exports in the base year for the 
United Kingdom of 1961, so that the index numbers are 
not affected by year to year changes in the proportions 
of goods exported under the different headings. The 
German index numbers on the other hand use as weights 
exports in the current year, and therefore arc affected by 
changes in the pattern of trade. Since there is a gjncral 
tendency for those exports to increase most whose prices 
have increased least, the German system attaches a 
relatively greater importance to those commodities whose 
prices have not increased very much (or have fallen); and 
such an index tends to be lower than a base weighted 
index. Calculations made with United Kingdom data 
have shown that if current weights were used, the annual 
rate of increase of the unit value index for exports would 
have been something like \  per cent. less.

A second factor tending to invalidate international 
comparisons of index numbers of unit values is the one 
mentioned in relation to wholesale prices above, that the

movements shown depend on the weighting patterns. If 
the commodity patterns of trade differ, sharply rising 
prices of some goods may have a greater proportionate 
effect on one '‘Duntry's index than on another. A partial 
examination of the effect of differing patterns of trade 
can be made by comparing United Kingdom and 
published German data. (*)

Index numbers of the unit values of exports
TA BLE 7

Percentage of ex
ports of 

manufactures

Export unit value 
index 

1961 »100

1

United
Kingdom

West
Germany

United
Kingdom

W est
Germany

1961 1965 1965 1965

S .l .T .C . Section  
5 Chemicals

i
10 13 104 87

6 Manufactures classified 
chiefly by material 32 25 110 99

7 Machinery and trans
port equipment 51 52 110 109

6 Other manufactures . . 7 10 110 106

5-6 Total manufactures,. 100 100 109 103

Source: Boird of Trade

In the preceding table, comparison is made of move
ments in the United Kingdom and German index numbers 
between 1961 and 1965 (1961 being taken because it is the 
base year for the United Kingdom index numbers). The 
table makes it clear that differences in weighting patterns 
have very little effect at the broad level of the Section of 
the Standard International Trade Classification (S.l.T.C.). 
The broad commodity patterns of British and German 
export trade arc in fact remarkably similar; and even if 
this was not the case, they could not account for much 
of the difference between the movement of the two index 
numbers, since the German index number for each of the 
four sections of manufactures is lower than that for the 
United Kingdom.

A very big difference appears for chemicals, where the 
German index has fallen 13 points, against a rise of 4 
points in the United Kingdom index. Part of this differ
ence is accounted for by differences in the pattern of 
trade within chemicals: some of the biggest price reduc
tions have taken place in the field of organic chemicals, 
plastic materials and synthetic resins, which accounted 
for 39 per cent, of all German exports in the chemical 
group in 1965, but for only 27 per cent, of corresponding 
United Kingdom exports in 1961. Another part of the 
explanation may be differences in the extent to which 
there has been price cutting in some overseas markets.

(*) A  full examination would enu ii the difficult process o f matching 
the two trade ciassificalions. which cannot be done exactly, 
and is made more difficult by the extensive changes during the 
period considered consequent on the introduction o f the 
S .l .T .C . (Revised); it has accordingly not been attempted.
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It is possible also to form some judgment as to the 
effect of different trading patterns within Section 6 of 
the S.I.T.C.. which includes the main semi-manufactures 
such as textiles and metals. For eight divisions of Section 
6 of the S.I.T.C., unit value index numbers are calculated 
in the process of compiling the United Kingdom index. 
If they are re-weighted according to the pattern of German 
export trade, the resulting aggregate unit value would 
rise by 8 per cent., instead of the 10 per cent, of the 
United Kingdom index.

Another possible approach to the study of the effects 
of differing patterns of trade might be to make use of the 
data now assembled by the Statistical Office of the 
United Nations, classified according to the S.I.T.C. 
There are, however, two major difficulties in doing so. 
The first is, that the data are available only for a limited 
number of years. The second, that the S.I.T.C. provides

I'' ^

I. I

• I

I

only 1,312 headings, many of which are far from homo
geneous. Consequently, the attempts that have so far 
been made to base an analysis on these data have been 
inconclusive.

In view of all the difficulties described above the 
general conclusion must be that unit value index numbers 
are of only limited help in assessing competitiveness in 
export markets. What evidence there is, at the fairly 
broad levels of aggregation which alone can be investi
gated, does however suggest that differences in trade 
patterns are unlikely to account for the whole of the 
greater rise in the United Kingdom index between 1955 
and 1965. To this extent, the export unit value indices 
lend some support to the other data which suggest that 
our competitive position has tended to worsen during the 
last ten years or so, in relation to other industrial 
countries taken together, though less in the second half 
of the period than in the first.
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Canada
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