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F O U R T E E N T H A N N U A L R E P O R T

OFTHE PRESIDENT OF THE

BANK FOR INTERNATIONAL SETTLEMENTS

announced at the

ANNUAL GENERAL MEETING

held at

Basle, 22nd May 1944.

The President has the honour to submit herewith the Annual Report of the
Bank for International Settlements for the fourteenth financial year, beginning
1st April 1943 and ending 31st March 1944. The results of the year's business
operations are set out in detail in Chapter VII. Net profits, after provision for
contingencies, amount to 5,253,903.12 Swiss gold francs. After the allocation
to the Legal Reserve that is required by Article 53 of the Statutes, to an
amount equal to 5 per cent, of the net profits, i. e. 262,695.16 Swiss gold
francs, there remain 4,991,207.96 Swiss gold francs available towards the
payment of a dividend. This sum together with the balance of 446.53 Swiss
gold francs brought forward from the thirteenth financial year — in all
4,991,654.49 Swiss gold francs — permits the distribution of a dividend of
24.95 Swiss gold francs per share. The amount required for this dividend
would be 4,990,000 Swiss gold francs leaving 1,654.49 Swiss gold francs to be
carried forward to the fifteenth financial year. At the end of the year the
balance-sheet total was 467.3 million Swiss gold francs, as compared with
483.4. million Swiss gold francs on 31st March 1943.

The intensification of the war, with increased concentration of commercial
and financial interchange in government hands, has further narrowed the field
of operations which might come within the scope of the Bank for International
Settlements. Apart from a few transactions for the International Red Cross and
with certain neutral markets, the main task of the Bank has been to manage
its own investments and as far as possible to give these investments the
form most likely, to safeguard their capital value in the disturbed conditions
prevailing. The understanding with which it has met in carrying out this
task and, one might add, the continued existence of an international institution
during a conflict of such immense proportions, can only be explained by the
Bank's adherence in all its activities to the principle of scrupulous neutrality
adopted in the autumn of 1939, which has meant the avoidance of air trans-
actions whereby any question could possibly arise of conferring advantages
upon one belligerent nation to the detriment of another or of allowing the
use of its facilities to circumvent or evade in any way the restrictions and
regulations in force.
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With the fourth and fifth years of the war, it has become possible to speak
of a normal form of war economy in the sense that expedient— but
certainly not ideal — methods have been worked out for the direction of
production, the handling of - domestic and foreign trade, and the supervision
of exchange, money and capital markets with a view to financing the military
effort at low interest rates. The same degree of success has not, of course,
been achieved in all countries — violent inflation, with rapidly mounting com-
modity prices, bears witness that in some areas,, as in the Balkans and thè
Far East, a fundamental balance has not yet been reached and may, indeed,
never be reached so long as the war lasts. An outward sign of finality
attained in the sphere of war economy may be found in the budget speech
on 25th April 1944 by the British Chancellor of the Exchequer, announcing
hardly any changes in taxation or in the types of borrowing; likewise in
Germany no tax increases were introduced either in 1943 or in 1944. In fact,
almost the only consolation which could be offered to taxpayers in a number
of countries has been that the rates of war taxation have reached their peak.
As a result, the yield of individual taxes has tended to remain almost constant
since 1943, a typical instance being the yield of turnover taxes in those
countries where it has been possible to arrest the rise in commodity prices.
Years of practice have, as a rule, perfected the methods evolved for controlling
prices and especially for holding down the cost of living, the degree of stability
attained may be seen from the following table, in which a price rise of less
than ten per cent, is shown by the majority of countries after the end of 1942.

Percentage Change in Wholesale Prices and Cost of L iv ing.

Countries

Wholesale prices

Percentage change
from the end

of 1942
to June 1944

from January-
June 1939

to June 1944

Countries

Cost of l iv ing

Percentage change
from the end

of 1942
to June 1944

from January-
June 1939

to June 1944

Argentina . . . . . .
Australia. . . . .-. .
Canada . .
Chile. . . . . . . . .
China (Shanghai) . .
Denmark. . . . . . .
Finland . . . . . . .
France . . . . . . . .
Germany . . . . . . .
Great Britain . . . .
jndia (Calcutta) . . .
Japan .
Manchukuo
Mexico . .
New Zealand . . . .
Norway . . . . . . .
Peru . . . . . . . . .
Portugal . . . . . . .
Spain . . . . . . . .
Sweden
Switzerland . . .-. .
Turkey . . . . . . . .
Union of South Africa
United States . . . .

+ 10
+ 1
.+ 6
+ 2 .
+ 411 (')

. + . 1
+ 17
+ 24

2
3

26
16
26
54

6
1

-11
+ 34

7 -
1
4
8(3)
5
3

+ 106
+ 39
+ 40
+ 102
+ 10,295«

98
168
153 O
1O
70

203
57

112
93
49
82

106
153
91 '
80

111
363 (3)

56
36

Argentina . . . .
Australia. . . . . . .
Canada . . . . . . .
Colombia
Denmark
Eire . . . . . . . . .
Finland . . . . . . " .
France
Germany
Great Brjtain . . . .
Hungary .
Japan . . . . . . . .
Manchukuo . . . . .
Norway
Peru. . . .
Portugal
Roumania
Spain . . . . . . . .
Sweden .
Switzerland
Turkey
Union of South Africa
Uruguay . . . . . . .
United States . . . .

— 2
0
O

+ 36
+ 1
+ 7 •

.+.-.11 •

+ 44
+ 5
+ 1
+ 30 m
+ • 15
+ 29
.+ - 2
+ 23
+ 19
+ 60
+ .- 4

0
+ 4
— 2(5)

+ 10
+ 22
+ 18
+ 44
+ 57
+ 69
+ 101
+ 165P)
+ 13
+ 31
+ 98 (<)
+ 46
+ 156
+ 53 •-
' + _ 67
+ 73
+ 465
+ 73
+ 42
+ 53
+ .230(6)
+ 29
+ 17
'+ 27

0) Up to April 1944.
(?) Up to March 1944.

(2) Compared with August 1939. (3) Up to April 1944.
(6) March 1944 compared with the average of 1939.

(') Up to January 1944.
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In the first phase of the war a certain rise in the price level, representing
the response of prices to the new conditions of supply and demand, may be
said to have facilitated the change-over to war production as weir as bringing
a larger yield from taxation; but, in order to avoid inflation, definite limits had
to be set to the price increase. In most countries a close connection was
gradually established between movements of wage rates and of living costs,
and it then became most important to secure a high degree of stability in the
cost-of-living index even if this meant heavy subsidies to producers and
consumers, it being felt that an increase in wage rates would have a more
inflationary effect than subsidy payments. Accordingly, once the index of living
costs approached the "danger zone", the watchword became "hold the line"
(as the United States put it). . ,

Such a policy no doubt entails many difficult problems for the future, on
account of the artificialities which it introduces; but in their decisions the
authorities have been primarily concerned with the immediate dangers of the day.
The reaction of the public has always been a factor of importance; and in that
connection mindfulness of past experience seems to have played a greater rôle
than is generally realised. When, in the 'twenties, monetary order was restored
after the derangements of the last war, the countries with their currencies at the
1914 gold value were the following: the United States, the United Kingdom,
Canada, Australia, New Zealand and South Africa; Norway, Denmark, Sweden,
Switzerland, Holland and the Dutch Indies; the Argentine, Colombia, Uruguay,
Venezuela, Japan and Thailand. For thirteen out of this list of eighteen
countries cost-of-living index numbers have been available; and it is interesting
to note that every one of these countries has been in a position to avoid
extreme price rises in the present war: the increase in the cost of living up
to the middle of 1944 varied from 10 per cent, for the Argentine to 57 per cent,
for Denmark. This group of thirteen countries included six non-European countries
belligerent in the last war: the United States, Japan, Canada, Australia,
South Africa and Uruguay; six which were neutral: Norway, Denmark, Sweden,
Switzerland, the Argentine and Colombia; and only one European belligerent:
Great Britain. That these countries were able, after the war, to sustain their
currency values was partly due to good fortune, in that neutrality or distance
had kept them aloof from the battlefields; but they can mostly claim to have
had a tradition of orderly financing.

Effective stabilisation of prices and earnings, restrictions on dividends,
prohibitions against strikes and lock-outs, compulsory use of, official em-
ployment agencies — these and other measures have all involved some en-
croachment on economic freedom, including the right of labour to press for
better conditions, especially through its trade unions. Naturally, restrictions of
this kind are apt to produce a certain psycholog ica l s t ra in , and dissatis-
faction might become serious if certain groups were able to reap large profits
while the broad strata of the population suffered a reduction in their standard
of living. To avoid glaring inequalities, the schemes which have been intro-
duced in various countries for a stabilisation of costs and prices have usually
included a whole series of provisions concerning excess profit taxes, limitations



' . ' • • - ' — 8- — • • . , • ; "

on wage and salary increases, etc. In so far as such measures have been
successful, however, a brake has been put on the natural drive of individuals
and groups for an improvement in their standard. Only in cases where it was
felt that pre-war earnings were unduly low or that domestic production needed
a special stimulus — both these conditions being fulfilled as regards agri-
culture— has there been a general willingness to allow higher, prices to the
producers; but even here a point may soon be reached beyond which further
increases will be regarded as unjustifiable.

Any attempt to present a general picture would, however, be misleading,
since conditions have varied considerably from country to country, especially
as regards the rate at which civilian goods have been supplied. The best
course is, therefore, to give some typical examples of product ion and
consumpt ion as far as available data permit, it being understood that, as a
result of military events, economic conditions in most countries deteriorated
in 1944 as compared with the previous year:

1. Where warfare has long been in progress, as in large areas of
the U.S.S. R., several Balkan countr ies and certain parts of Italy, material
destruction, accompanied by an interruption in civilian production, has led to
acute scarcities, so that the barest necessities of life have been procurable
only with the greatest difficulty. But the resilience of human nature has again
been demonstrated by the low level of consumption at which life could be main-
tained, often for protracted periods. It is not possible to give any statistical
measure of the dearth of commodities in the areas concerned, especially
since it can never be known what relief may have been obtained from stocks
hidden in advance.

2. In a few countries which, as far as their main productive areas are
concerned, have escaped actual warfare, the mobi l isat ion of man-
power has been pushed so far that domest ic product ion has
been very greatly reduced. In F in land, for instance, mobilisation was
at the rate of 16 per cent, of the total population, and the situation was more-
over aggravated by a very considerable decline in foreign trade. What is
shown in the graph on page 11 as the index of production refers only to
export industries, which experienced a fall to barely 45 per cent, of the pre-war
level (part of the output of these industries being required, of course, for
domestic consumption). For 1943, the total volume of output of all industries
has been estimated at approximately 70 per cent, of the level attained in' 1935,
or about 65 per cent, of the level in 1938-39. Since the harvest in Finland was
exceptionally poor in the years 1940 to 1942 (mainly on account of very cold
winters), consumers have, for a number of years, had to be satisfied with
very scanty supplies.

3. France furnishes an example of an occupied country which
suffered f rom a lack of labour (about two and a half million of its able-
bodied men being either in Germany — as prisoners of war, civilian prisoners
i.e. those deported for political reasons, or specially recruited workers — or else
serving in the "maquis") and from the purchases and requ is i t ions of
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the occupying power, which in 1943 had at its disposal a total of
Fr.fcs 285 milliard (made up of Fr.fcs 63 milliard on the clearing account
and Fr.fcs 196 milliard derived from thè payment of "occupation costs" at
Fr.fcs 500 million per day, the remainder being charges for billeting, requisitions,
railway transport etc.). With the progressive depletion of raw-material and other
stocks, with machinery worn out and the population affected by dwindling food
supplies, current production during the war fell from year to year. It has been
estimated^ that in 1943 the total current output, of which over one-third went
to the occupying power, amounted to barely 70 per cent, of the pre-war volume.
Less than 50 per cent, of this volume remained for the French population itself.

4. For Germany no production figures are available but it is known that,
as part of " t o t a l war fare" , all men and women who could possibly be
spared from other tasks were finally mobilised for service in the armed forces
or in production. As a result, there was virtually ho manufacture of articles
which, for the time being, the population could possibly do without, the sup-
pression extending far beyond the amenities of life. Consumers received only
absolute necessities, but they were able to count on the availability of supplies
in the quantities announced and at fixed prices, distribution generally working
satisfactorily even under difficult conditions caused by bombing, etc. In March
1943 the total working population outside agriculture amounted to 30 million,
of which 25 per cent, were women. It is probable that the increased employ-
ment of women, together with the prisoners of war and other foreigners
at work in Germany, provided full replacement for the German men serving
in the forces. In addition, the imposition of occupation costs, together with
the clearing system, enabled Germany, during 1943, to obtain supplies to an
estimated value of RM 37 milliard from occupied countries. By these various
measures the necessary minimum of civilian supplies was procured in addition
to the output of armaments.

5. Sweden and Swi tzer land are two neutral countries which have
experienced a considerable decline in their foreign trade and have had tö pay
roughly double the pre-war prices for articles and materials still received from
abroad. In both countries the most active part of the manpower has to a great
extent been withdrawn from its ordinary occupations for military service or
emergency production. Notwithstanding these difficulties, the supply of com-
modities has been less reduced than might have been expected — evidence,
on the one hand, of the advantages of not being at war and, on the other,
of the goods available in a country where prosperity has been widespread for
years past, there being all kinds of articles and materials which, in a
period of difficulty, can be put to direct use or turned into scrap.p)

(') See "Situation Economique de la France vers le 15 Mars 1943" by the "Institut de Conjoncture" of the
"Service-National des Statistiques", Paris.

(?) Developments in Switzerland and Sweden have been astonishingly similar during this war, as was, in fact,
the case during the last war. This similarity extends even to the birth and death rates, which, for many years
and particularly since 1939, have been well-nigh identical in the two countries (the birth rate in Sweden rising
from 14.9 in 1939 to 19.3 in 1943 and in Switzerland from 15.2 to 19.2). For Sweden more complete statistical
data have been published and may be used to Illustrate the trends in the two countries. For 1943
Sweden's import volume was about 46 per cent, of normal (i.e. of the average for 1936-38) and the export

•'"•' volume 36 per cent. Imports from the continent of Europe were about 70 per cent, but from other countries
not more than 22 per cent, of normal. Exports to the continent of Europe reached 75 per cent, of normal and
to other countries only 4 per cent. There was thus a one-sided orientation of trade; but even in relation to the
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6. The great changes which have occurred in the United Kingdom through
the concentration of all efforts on the war are reflected in the following table.

While government
Private and Publ ic Expenditure expenditure in 1938 took

and Income in the United Kingdom roughly one-sixth of the
1938 and 1943.0) n e t national income,

such expenditure ab-
sorbed over one-half in
1943. A comparison be-
tween thé figures for
1938 and those for 1943,
the latter reduced to
pounds of 1938 purchas-
ing power, shows that
the increase in expendi-
ture has been covered by

(a) an expansion
of 22 per cent, in the
national income as a
result of longer hours
of work, disappearance
of unemployment, more
employment of women
and also more thorough
rationalisation of the pro-
duction and distribution
of goods and services;

(b) a cut in consump-
tion by about 20 per cent;

(c) reduced outlay for maintenance and replacement (since in 1943 such
outlay did not reach the sum allowed for "depreciation, etc.", there was in
that year a draft on domestic capital which has been estimated at £126 million);

(d) drafts on foreign investments. In order to carry on the war* the
United Kingdom has unstintingly utilised its resources from past investments
and has also entered into debt. During the war years to the end of 1943
"total overseas disinvestments" came to £3,000 million; this figure does not
include amounts received under lend-lease but comprises, for instance, the
repayment of Indian indebtedness in London and liabilities incurred to the
Government of India (in all some £1,200 million by the autumn of 1944), the
funds thus obtained being used, however, for very much the same purpose as
lend-lease aid.

Calendar years

Private outlay
1. on consumption
2. involved in the acquisition

and transfer of property and
life insurance . .

3. on maintenance, replacement
and increase in domestic
capital

Government expenditurê )
Total expenditure . .

Covered by
Net national income .
Depreciation etc. allowance . .
Gross national product. . . . ;
Drafts on foreign investments .
Total of gross national income

and drafts on foreign invest-
ments . . . . . . . . . . . .

1938
1943

in current
pounds

in 1938
pounds (3)

in millions of £ sterling

4,072

66

645
837

5,620

5,225
. 340
5,565

55

5,620

4,981

68

214
5,187

10,450

9,455
340

9,795
655

10,450

3,224

•*6

760
3,840
7,270

6,530
255

6,785
485

7,270

0) Taken from the British White Paper presented to Parliament on 25th April
1944 in connection with the new budget and from an article in "The
Economist" of 6th May 1944.

(?) Excluding expenditure covered by lend-lease (cf. page 181).
(3) Pounds of 1938 purchasing power.

continent of Europe there was a cut in the export volume by some 25 per cent. Sweden's main export industries
(especially timber, pulp and paper) experienced a marked decline, but this was largely counterbalanced by
intense efforts of rearmament and production of many substitutes for goods previously imported. Detailed
Investigations show that, in volume, the consumption of food, drink and tobacco in 1942 fell below the 1939
level by 21 per cent., but in 1943 by only 17 percent. Measured in calories the decline was, however, some-
what smaller, amounting to 13 per cent, in 1942 and 10 per cent, in 1943. Meat and cheese showed the greatest,
cut |n consumption, while niofe milk and potatoes were consumed.
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As regards the cut in private consumption, it should be noted that,
within the limits set by rationing, basic needs can usually be satisfied at
relatively low prices, thanks partly to the provision of utility goods (often
exempt even from the purchase tax, for which the standard rate is 14 per cent.);
other goods are also available but, if luxuries, are subject to purchase tax
at the rate of 100 per cent.

7. The volume of armaments in the United States having risen at an
almost unbelievable rate once a state of war had been declared, government
expenditure in 1943 was already absorbing one-half of the gross national
income; from under $9 milliard in 1938-39, total Federal expenditure increased
to nearly $100 milliard in 1943-44, Provisional estimates place the gross
national income in 1944 at $159 milliard, as compared with $89 milliard
in 1939. Allowance being made for the rise in commodity prices, the.
gross national income in 1944 seems to correspond to $126 milliard in

"dollars of 1939 purchasing
power"; the increase in real
income in the five years from
1939 to 1944 would thus be
about 50 per cent. — a rate
of improvement which, though
very high, finds confirmation
in the even more spectacular
rise shown for the same
period by the index of in-
dustrial production.

Indexes of Industrial Production
on base 1936= 100.

1936 1937 1938 1339 1910 1941 19« 1943 1944 1945
) | ì ä f M j j ij i r j J11 M j > ii rrnxpTj T7TT f]Trj r̂Tirr rpTyirjrn"TT]"T q"fTjrn ITJTTJÌ r J: J t I I | n f I f j I J J F S ] r J | ] I j r ri Ì I j J I J I I | I

1936 1937 1938 1939 1940 1941 1942 1943 1944 1945

260
250
240
230
220
210
290
280
270-
260
250
240
230
220
210
200
190
180
170
160
150
WO
130
120
110
100
120
110
100
90
110
100
90
80
110
100
90
80
70
60 -
50
40
30
20
10
0"

This increase in real
income has made it possible
to meet all war requirements,
including the whole of the lend-
lease shipments, without any
diminution in the aggregate
supply of goods and services
available for civilian con-
sumption. The Federal Reserve
Bank of New York says in its
annual report for 1943 that
"despite the fact that there
has been much diversion of
manpower and resources from
civilian to military use, and
a virtual elimination of con-
sumers' durable goods, the
fact seems to be that American
consumption in 1943 was in the
aggregate about as high as
in any previous war year and



— 12 —

substantially above 1939".* But the average citizen had a much higher income
even in real terms and, without any cut in his consumption, was able to
increase his savings both absolutely and relatively. It has been calculated
that, for every $1 of income received by the average citizen in 1939, 87 cents
were spent on goods and services, 4% cents went in taxes and 8% cents to
savings, while by the middle of 1943 each dollar of income had increased to
$1.99, of which $1.26 was spent on goods and services and 21 cents went in
taxes, 52 cents being left for various forms of saving. The rate of saving rose,
indeed, from 8% per cent, of individual income in 1939 to about 26 per cent,
in 1943, a rate of 27 per cent, being given for the first quarter of 1944. This
is one of the highest rates of voluntary-saving ever known in history; it helps
tò explain how it has been possible to avoid a steep rise in prices, although
the total of all incomes received by individuals was, even allowing for increased
tax payments, substantially in excess of the supply of goods and services on
sale to consumers. As a rule the surplus spending power has not been used
in an active bid for the available supply of goods but has, in a large measure,
been added to the public's holdings of liquid assets, which by the end of 1943
amounted to $80 milliard in the form of notes and demand deposits, with an
additional $30 milliard in time deposits, and many milliards in government
securities (compare page 241).

8. Latin Amer ican countr ies show some common features resulting
from the fact that the commodities which they export have generally been in
good demand, while their imports have been less than they would have liked,
their main suppliers of finished articles, the United States and the United
Kingdom, concentrating on the war. In the situation thus arising, almost every
Latin American country sought to set up new domestic industries for the
manufacture of goods previously imported; but difficulties in obtaining the
necessary machinery have often proved insurmountable and industrialisation
has thus been delayed. Lucrative exports, together with contraction of imports,
tantamount to a kind of "forced saving", have brought additions to the monetary
reserves of the Latin American countries: their combined holdings of gold and
foreign exchange, which were about $900 million in 1938, were expected to reach
$4,000 million by the end of 1944.

9. In the Far East, Chungking China has been practically cut off from
the outside world except for lend-lease and similar deliveries obtained from
Allied countries. Exports have been almost nil.

10. J a p a n , on the other hand, sought to strengthen commercial re-
lations between the different territories in the area it dominated, but results
have to some extent been prejudiced by the long journeys which must be
made by sea. In the spring of 1944 measures were adopted within Japan
proper to attain a higher degree of "total warfare", compulsory service for

• Although from 1940 to 1943 the armed forces of the United States increased by about 10 million, the number
of civilians in employment went up from 45 to 50 million thanks to absorption of unemployed men and an
increase from 11 to about 16'/2 million in the number of women employed. Moreover, working hours in
industry rose from 37.5 at the beginning of 1940 to 45.4 in 1944. In the latter year, the armed forces, the staffs
of government war agencies and the workers employed in war industries together constituted 36 per cent,
of the total numbers in civilian employment and in the armed forces as against 13 per cent, in January 1940.



- 13 - , ' .. • ' . ;

women being introduced while the government at the same time obtained
authority for a more definite direction of the nation's manpower. As regards
price policy, the aim has not been to enforce an inflexible "price stop" but
rather to allow a certain response to market conditions, higher prices thus
aiding in the unavoidable process of cutting down consumption.

The above examples indicate the great difference in certain basic conditions
which must be taken as a starting-point in dealing with post-war problems.
There are, however, some common features also: one is that everywhere the
volume of money is larger than the supply of commodities (not for every
individual or group of individuals but for the market as a whole); another is
the high proportion of the national product taken by governments for the
conduct of the war or to protect a state of neutrality. When it is possible to
reduce! expenditure under these headings, the task of balancing the national
accounts can be undertaken. For quite a number of countries this should not
prove too difficult, especially in view of the prevailing high rates of taxation
which, if care is taken, should make it possible to discontinue most of the
present voluminous borrowing. Other favourable features of the present

situation, such as the large stocks of wheat, cotton
and wool available in the main producing areas, must
be taken into account.

Wheat Stocks
in United States,
• •-. Canada, The decline in wheat stocks from 1943 to 1944,

On
1st August

1938
1939
1940
1941
1942
1943
1944
1945»

million
bushels

300
640
790

1,100
1,400
1,700
1,000

950

* Estimated.

the Argent ine and a s s h o w n in the table, was due in part to harvest
Aus t ra l i a . results below the average but more especially to

increased use of wheat — particularly in the United
States — as a feeding stuff for cattle, pigs and poultry
and as a raw material for the production of alcohol, etc.
At over 900 million bushels the visible stocks seem,
however, amply sufficient to meet whatever requirements
may arise in the form of relief and other shipments to
Europe; at that figure the stocks would still be more
than twice the average size for the five-year period
before the present war.

There was an increase in the world's stocks of cot ton from 21.6 million
bales at the outbreak of the war to about 25 million bales in the course of
1944. It is, however, the stocks held outside the United States which are
responsible for the increase. Those in the United States actually fell from
some 18 million bales in 1939 to less than 11 million bales in. 1944. But even
at this figure the stocks correspond to one year's consumption in the United
States, and redundance of supplies continues to weigh upon the markets.
Wool has been accumulating at a still greater rate, the stocks in 1944 being
about six times as large as those held before 1939. By the end of 1944 it was
estimated that the world's stock was 10 million 300-lb. bales, of which 8 million
were--'held In ' the British Empire, with 6 million in Australia alone. Normally,
Europe consumes between 40 and 50 per cent, of the world output of wool,
while contributing only 15 per cent.

i:..
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There will also be surplus stocks of other commodities in existence when
hostilities cease, and much attention is already being given to the question
of the best form of marketing such stocks. Whatever problems have to be
faced in that connection, it is an important fact that, as regards the basic
needs of food and clothing, the requisite raw materials are available with, so
far as one can see, sufficient shipping to deliver them, once it is possible to
cut down war transport. To ensure that the existing stocks are put to a
satisfactory use will then be primarily a question of organisation and credit.

in other fields also the question of post-war arrangements often hinges
on suitable organisation rather than on a lack of productive resources. As
the war economy reached its final form in many countries, members of the
government and officials were able to give more specific consideration to
the numerous problems which will have to be faced when the war is over.

The war has revealed great capacities of production and has, in particular,
shown how readily the productive powers of a nation can be diverted from one
kind of activity to another. To what extent will mankind succeed in turning
these activities to the satisfaction of peacetime needs, once hostilities have
ceased? During the war many areas have been seriously affected by material
destruction and in private industry much capital equipment has worn out or
otherwise become unserviceable; but, notwithstanding the physical deterioration
varying in degree from country to country, it will probably be found that, if
other conditions essential to reconstruction were fulfilled, technical equipment
could be installed fairly quickly for a resumption of peacetime output. But
these "other conditions" are of importance: how soon will it be possible to
establish the general framework of political stability, balance and confidence
required to ensure development of peacetime activities? In a great number
of countries, the volume of pre-war production could comparatively soon be
attained, or even far surpassed; but such a result presupposes the restoration
of a set t led order as regards budgets, monetary systems, commercial
exchange and general economic policy. War experience can be of some
guidance, but it should be realised that for a variety of reasons a war
economy, wi th its mul t ip l i c i ty of res t r i c t ions , is in several respects
less d i f f i cu l t to handle, at least for a limited number of years, than a
more flexible and fluid peacetime order capable of producing real prosperity.
Thus in wartime (i) accumulated wealth is drawn upon; (ii) huge amounts are
borrowed; (Mi) full cost-plus prices are paid; (iv) people submit more readily
to sacrifices; (v) one particular set of products is mainly required; and
(vi) governments are granted exceptional powers. Here some comments are
made in regard to each of these points:

(i) When a nation's whole future is involved, the war effort has to be
sustained at all costs and this means, among other things, that govern-
ment spending is al lowed to eat into the accumulated
substance of nat ional weal th. The United Kingdom has, for instance,
drawn on its foreign investments almost to exhaustion. When war ex-
penditure is compared with the gross product instead of the net national


