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S I X T E E N T H A N N U A L R E P O R T

announced at the

ANNUAL GENERAL MEETING

of the

BANK FOR INTERNATIONAL SETTLEMENTS

held at

Basle, 27th May 1946.

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the sixteenth financial year, beginning 1st April
1945 and ending 31st March 1946. The results of the year's business operations
are set out in detail in the section from page 58 to page 63 together with a
general review of the current activities of the Bank.

The fifteenth Annual Report of the Bank for International Settlements,
reviewing world monetary and economic developments up to the end of 1945, was
published during the opening months of this year. Another Annual Report follows
already, and in that way a return is made to the normal date of publication,
the present Report giving only a general examination of the principal questions
which have been of outstanding importance during the past six months.

Since this is the first Report covering a financial year of which the greater
part fell outside the period of hostilities, it is of some interest to give a
summarised review of the business of the Bank during the war, i.e. from
1st September 1939 to 15th August 1945. In this connection I wish to reaffirm
what I have said in previous Annual Reports, that the Bank for International
Settlements in its activities during the war has scrupulously conformed to the
principles which it adopted at the beginning of the hostilities in Europe and
which were specifically set out in a declaration of 18th December 1939, sent
to all the Bank's correspondents. In that declaration, the Bank for International
Settlements, in business relations with almost all central banks, explicitly
stated as its policy that it would limit itself to operations which would stand as
"above reproach from the point of view both of belligerents and neutrals". In
virtue of this principle, the Bank has very considerably reduced the volume
of its business. It has, however, been able to render valuable services to a
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great number of central banks and especially to those in countries which were
ultimately drawn into the conflict and which sought at the beginning of the
war to safeguard their reserves by exchange operations or gold shipments
to overseas centres.

One of the chief preoccupations of the Management of the Bank has been
to realise as large a part as possible of the Bank's assets, and it has proved
possible to obtain substantial reimbursements of credits granted before the
war in various' countries on the continent of Europe. As regards the Bank's
investments in Germany, it should be noted that these investments were made
exclusively in the period 1930-31 and were the result of the explicit obligations
laid upon the Bank for International Settlements by the Hague Agreements in the
interest of the countries which were the creditors of Germany under those
Agreements. Under the said Agreements (together with various subsidiary con-
ventions) certain rights and privileges were accorded to the Bank for International
Settlements; but after the Hoover Moratorium in 1931, which involved a cessa-
tion of payments, no definite settlement of these questions affecting the Bank
was arrived at before the war broke out.

Obviously, it was not possible during the war to settle questions which
had previously remained unsolved. As a result, the Bank has only been able
to take safeguarding measures, with a view to maintaining and securing its
rights and privileges, in the interest of all the parties concerned, especially the
creditor countries. As indicated on page 154 of the fifteenth Annual Report
of this Bank, the net assets of the Bank on the American, British and Swiss
markets, held in gold, dollars or, Swiss francs, rose on the aggregate by
more than 117 million Swiss gold francs (the equivalent of nearly $40 million)
between 31st August 1939 and 31st March 1945 (during which period the
total assets of the Bank declined from about 510 million to about 460 million
Swiss gold francs).

Now that warfare has ceased, it is possible to mention that the Bank
has been able to safeguard all the deposits placed in its hands, and especially
those of countries which were occupied in the course of hostilities, and that
this has been the case even when the assets in question (for instance, gold
bars) have, been physically held on the continent of Europe.

In conformity with a decision adopted in the autumn of 1939, no meeting
of the Board of Directors has taken place during the war and the Annual
General Meetings have all been held by proxy. At the same time, however,
every member of the Board — whether resident on the continent of Europe
or elsewhere — has regularly received all the accounts and other documents
which would have been remitted to him if the Board had met in the normal
way; and the members have always been kept fully informed of the business
of the Bank.

Moreover, no attempt has been made from any quarter to influence in an
incorrect manner the Management of the Bank in the carrying-out of its affairs
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or to induce it to depart from the principles which had been unanimously
adopted at the beginning of the war.

A comprehensive study of the Bank's business during the war, covering
the problems with which it had to contend, the solutions adopted and the
results obtained (once the questions still in suspense have been solved), is
certain to be of interest not only as part of the record of an exceptional
period but also in view of the experience gained as to the functioning of an
international technical organisation in very difficult circumstances.

The changes brought about by the war in the price and cost
st ructure are of immediate concern to all sections of society; the cost of
living affects the general consumer, while the relation of selling prices to
wages and other costs determines the earning power of private and public
enterprises and consequently the income of most persons gainfully employed.
It is therefore natural that questions relating to these matters should occupy a
central position in public discussions and that the experience gained in the
two wars and in the inter-war period should be closely examined for whatever
guidance it can give in solving the problems which arise in this connection.

International and other Influences on Prices.

The increase in world trade made possible by the invention of steam-
ships was accompanied by an in tens i f ica t ion of in ternat ional inf luences
on the various nat ional economies. In peacetime, so long as exchange
rates remained stable, the indexes of commodity prices in the various countries
tended, as is well known, to move in a more or less parallel fashion, being
often exposed to the operation of the same general causes (changing gold
supplies, government spending etc.). If great disturbances have occurred, how-
ever, as, for instance, during a war, time will bè needed for adjustment;
when the process of adjustment has worked itself out, price levels seem
as a rule to return surprisingly near to the pattern existing before the
disturbance. Thus, in 1929 and again in 1938, thé relation (on a gold basis)
between the levels of wholesale prices in countries with orderly monetary
conditions corresponded in the main to that of 1913. But even in wartime,
when commercial and financial relations are interrupted between the
belligerent nations and much cut down as far as- the neutrals are concerned,
international influences still make themselves felt. The following graph, show-
ing for Hol land, Sweden and Switzer land the movement of wholesale
prices from 1913 to 1925, brings out a remarkable parallelism in the trends,
even as regards the years 1914-20.
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Wholesale Prices in the Netherlands,
Sweden and Switzerland.

Basis: 1914 = 100.
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In the discussions which
took place at the time in
each of the three countries,
the responsibility for the rise
in prices during the years
1914-18 was largely ascribed
to such domestic factors as
budget deficits and increases
in costs of production, while
closer investigations have
shown that the foreign in-
fluence was also a factor of
great importance. Thus the
movement of prices, as de-
termined in the main belli-
gerent countries by shortages
of supplies and issues of
newly created money, were
transmitted via the exchanges

to the other countries, they too experiencing a monetary expansion sustained
largely by shipments of gold. Towards the end of the first world war the
exchange rates of some neutral countries showed a considerable external
appreciation, but this reaction came too late to affect the general trend of
prices, which at the time were reflecting the very high transport costs.

One interesting case of prices moving differently from the general trend
was found in China, with its silver currency. Silver, being a commodity in the
western world, rose in price in very much the same way as other commodities,
the result being that the Chinese currency soon went to a premium until in 1918
it was worth twice as much gold as in 1914. The consequence was that the price

level in China showed an even
and gradual increase (instead
of a steep rise and fall) all
through the disturbances of
the 1914-18 war and the post-
war period.

Wholesale Prices in China and in U.S.A.
and the Silver Price in New York.

Basis: 1913 = 1OO.
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In the second world war
also there was one excep-
tion to the general trend, viz.
Germany with its strictly con-
trolled wages and prices. The
reason this time was not the
use of another monetary basis
but the enforcement of a
totalitarian policy with a high
degree of insulation from the
rest of the world.
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Gold Indexes of Wholesale Prices.
1913 or 1914= 100.
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As the graph shows, the German price level in 1939 was well above the
"go ld" price levels in other countries, the latter being related to the con-
ditions in world markets.* With the severance of Europe from the rest of the
world in 1940, German prices became the predominant factor on the continent,
exerting an upward pull on the price levels in the other countries while
Germany, on account of its strong political position, exacted a large surplus of
imports, paid for through the clearings or otherwise obtained on favourable
terms. That being the case, the German control was able to maintain very nearly
stable prices even during the war (there being, however, a shortage of goods
and a decline in quality) ; the key-stone of the German system was a virtual
prohibition of any rise in wage rates, which, together with high taxation of
profits and other incomes, served to keep down both the costs of production
and the volume of demand for goods and services. Even after the war was
finally lost in May 1945, German wage rates remained practically unchanged,
and so, on the whole, did the controlled prices of the few commodities which
were still to be obtained on ration cards.

* If from 1933 German prices (at the official rates of exchange) were maintained well above those quoted in
other countries, this became possible because the German authorities applied a system of export premiums
and import charges, which was, so to say, Germany's particular substitute for a depreciation of the Reichsmark.
It was, in fact, a rather arbitrary form of depreciation, since the export premium could be — and
often was — varied from case to case. As may be seen from the graph, German prices were allowed to
increase by about 15 per cent, from 1933 to 1936; there was, however, no increase in the hourly wage rates
paid to the German workers, which meant that prices rose but wage costs remained unchanged. This.was
an essential feature of the German recovery programme, just as important as the expansion of credit. But
the rise in the price level unaccompanied by any adjustment of the exchange value of the Reichsmark made
the maintenance of the very complicated foreign trade control an indispensable part of the system, although
it soon became evident that it was a hindrance to a recovery of Germany's foreign trade (as shown on pages
106 and 107 of the fifteenth Annual Report of this Bank).
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Wholesale Prices Cost of Living

Percentage increase from January-June 1939 to December 1945

The German experience shows that strict price control presupposes an
equally strict control over wage rates, since wages constitute the major element
in the cost of production. It is, however, questionable whether the German
methods were calculated to promote the war effort. An enquiry in 1945 by
a number of Anglo-Saxon economists has shown that the German war effort
lagged not only behind that of England, the U.S.S.R. and the United States
but also behind that of the Germany of the first world war. Several reasons
might explain this curious failure to achieve maximum results; one reason is
certainly that under the system of frozen wages the workers had no incentive
to take the initiative in seeking a change of occupation in order to earn
a larger income. In Germany the transfer of men and machines to new
employment was dependent upon administrative orders and their effectual
enforcement, while in the other countries a rise in prices and wages proved of

great help especi-
I nc rease of W h o l e s a l e Prices and Cost of Living, ally in attracting

newcomers (women
and boys) and
generally directing
productive power to
those occupations
which were of emi-
nent importance for
the war effort, the
enterprises pro-
ducing for the war
departments being
in a position to
grant the best pay
to workers of all
grades. There can
be no doubt that a
certain increase in
the cost and price
level had distinctad-
vantages, but it was
of course, just as
importantto prevent
the increase from
degenerating into
an uncontrolled in-
flationary movement.
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United States. . . .
Canada . . . . . . .
Venezuela . . . . .
New Zealand . . . .
Union of South Africa
Norway .
Sweden
United Kingdom . .
Costa Rica . . . . .
Denmark
Switzerland
Argentina
Mexico . . . . . . .
Perù . . . . . . . .
Chile. .
Spain
Portugal
Czechoslovakia . . .
India (Calcutta). . .
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Turkey (Istanbul) .
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+ 82
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117
124
129 0)
142
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+ • 228 (3)
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+ 331
+ 345
+ 414«
+ 435
+ 449
+ 946 (6)

Canada
Australia
Southern Rhodesia .
United States . . . .
United Kingdom . .
Union of South Africa
Uruguay
Argentina
Sweden
Switzerland
Colombia
Norway
Denmark
Eire
Costa Rica
Brazil
Spain .
Peru
Portugal
Czechoslovakia ('). .
Mexico
India
Chile . . . . . . . .
Egypt
Iceland
Turkey
Bolivia
Finland

19
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29
31
32
32
38
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43
51
54
57
58
72
73
84
92«
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96

+ 106
+ 133
+ 133
+ 144
+ 184(B)
+ 185W
+ 262 0»)
+ 263
+ 305

0) October 1945. (2) Bohemia, Moravia and Silesia; basis: March 1, 1939.
(3) September 1945. (4) November 1945 compared with Dec. 1938-Aug. 1939.
(5) November1945 compared with June1939. (8) October1945 compared with July1939.
(') Figures for Prague. (e) November 1945.
(9) Compared with Jan.-March 1939. (10) Compared with annual average 1939.

While in Germany the system of control was already in full working order
when the war started, elsewhere it was generally after a lapse of two to three
years that a determined effort was made to introduce an effective price control.
As a matter of fact, it was in the course of 1942 that contro l measures
came to be app l i ed more or less s i m u l t a n e o u s l y in a number of
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European and extra-European countr ies. Typically enough, in more than
one capital the decisions about the price control were taken without any
awareness of the fact that similar measures were being introduced at the same
time in other countries. For the success of the control it was, however, of
importance that the price rise was being arrested in different areas at very much
the same time.

Countr ies which for administrative or other reasons have not appl ied
effect ive contro l measures and, in some cases, had to cop'e with excep-
tionally heavy spending within their borders have experienced considerable
price increases, with the result that their price levels have sometimes been
raised to, or even beyond, the high points reached during the first world
war. That has been the case in, for instance, Portugal, Egypt, Palestine,
Syria and British India — all countries which made large sales to foreign
troops stationed in their territories or had large export surpluses, thus being
able to accumulate substantial additions to their monetary reserves of. gold
and foreign exchange. Finally, it should be mentioned that in some countries,
and most disastrously in China, Greece and, recently, Hungary, a fu l lb lown
inf lat ion got the upper hand, prices soaring to astronomical figures. But these
were exceptions; from a general point of view, the verdict must be that the
price control reinforced by rationing and government subsidies introduced during
the second world war proved successful in preventing wild price rises and did
so in spite of huge spending by the governments.

Efficacy of Price Control.

It is, however, important that the eff icacy of a system of pr ice
contro l should not be overrated, in forgetfulness of the conditions which have
to be fulfilled for its satisfactory functioning.

In the first place, a high standard of admin is t ra t ive abi l i ty is
required if the system is to be adequately run. It is not only a question of
finding officials who are reliable and otherwise qualified to handle the problems
arising but also of seeing that the administration as such commands sufficient
authority to ensure among the public at large respect for the regulations in
force. There are signs that in peacetime the behaviour of the public is going
to differ from what it was during the war. While a nation is engaged in a
deadly struggle for its very existence, individual citizens can be counted upon
to lend their aid willingly to the authorities, it being a point of honour to fall
into line as regards both civilian and military tasks.

But, when the national emergency has passed and everyday life begins
again, the attitude often changes into one of sharp criticism whenever mistakes
are committed, together with a distinct inclination to safeguard private interests;
the task of the officials then becomes more difficult. Another reason is that
with a return to peace there is no longer any definite objective (like the
winning of the war) which has a clear priority over other considerations. From
a psychological point of view the danger is that regulations may be broken
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without any condemnation by public opinion, the reaction of the public provid-
ing a test of general sentiment and a deterrent often more effective than
sanctions of the law.

In the second place, it must be underlined that no country has been able
to maintain an orderly distribution and stable prices without having at its disposal
a s u f f i c i e n t supp ly of c o m m o d i t i e s to meet the v i ta l needs of the
p o p u l a t i o n in regard to food, clothing and other utility goods. Wherever there
was an acute shortage in the supply of necessities, it proved impossible to
prevent the population from trying to satisfy its imperative needs by purchases
outside the official system of distribution and to do that even when very high
prices had to be paid.

In the third place, account must be taken of certain important inter-
nat ional aspects of the price control problem. If there is a fair measure of
Stability in the general level of prices on world markets, it may not be too
difficult for an individual country to maintain stable prices. Thus, after 1933
Germany benefited by the relatively stable level of prices within the wide
sterling area; and, although the individual countries did not clearly realise it,
the generalised effort of 1942 to introduce an effective price control was, no
doubt, a prerequisite for the success which they achieved in checking sharp
rises during the latter stages of the war.

Fourthly, it is well to remember that a f reezing of pr ices, such as
happened in Germany during the war, el iminates some valuable forces
making for economic adaptation and thus hinders rather than helps economic
progress. An elastic price system has received more vindication during the
second world war than is generally realised.

Fifthly, more should not be claimed for the price contro l than
it has really achieved. The facts are that by the summer of 1946 wholesale

prices in the United States
had risen by 50 per cent,
above the January-June 1939
level and the cost of living
by 33 per cent. For the United
Kingdom the corresponding
figures are 80 and 33 per cent.
The indexes of British and
American import and export
prices show increases varying
between 60 and 100 per cent.
In some respects the largely
uncontrolled price quotations
applicable to transactions
in foreign trade are the
truest reflection of the real
change that has taken place
in the purchasing power of
money.

United States:
Wholesale Prices for Exported U.S. Merchandise

and Imported Goods for Consumption.
Indexes January-June 1939 = 100.

120

100 te JILLLLLLLLÌILLLUILILIILUJ JQQ
1939 19*0 194! 19« 19« 1944 1945 1946

Note: The fall in export prices which occurred in the course of
1945 would seem to be connected with the gradual reduction
and subsequent cessation of lend-lease shipments, the export
value of which had been accounted for at relatively high prices.
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Working-class
cost of living

1939, monthly average
1944, December . . .
1945, „ . . .
1946, March

June . . . . . .

Total
index Food Clothing Fuel and

Light Rent

September 1, 1939 = 100 >

102
130
131
131
131

102
122
122
122
122

103
167
166
166
166

101
145
151
151
152

100
101

102-103
102-103

104

It is only by going behind the broad average figures and studying the
behaviour of the di f ferent commodity groups that one arrives at a fuller
understanding of what has really happened. The following, table shows the
changes in the main items of living costs in the United Kingdom between

1939 and 1946.
United K ingdom: Cost of L iv ing. _,

* The groups
of Clothing and
of Fuel and Light
have risen con-
siderably more
than the average,
but Rents are al-
most the same
asbeforethewar,
being held down

by a strict system of "ceilings", and the cost of Food is low as compared
with the general index. Rents payable for houses and flats need not be
raised at once when an emergency occurs, since in the short run the supply
of accommodation depends almost wholly on the number of houses already
existing. When new houses are built, rents corresponding to the true economic
cost will as a rule have to be charged (except when subsidies are granted).

A special story is attached to the relatively low cost of the food items.
It is one of the achievements of the wartime price control that the rise in
wholesale prices this time was much less than during the first world war.

It is, however, instructive to pick out the price rise for agr icu l tura l
p r o d u c t s and compare that rise with the corresponding change that occurred
in the last war. For the United Kingdom the available data do not permit an
exact comparison, but for the United States the graph shows an interesting

correspondence between the
curves for the seven years
1914-1920 and those for
1939-1945. The rise which has
thus occurred on the American
market has its counterpart in
a number of other countries
(compare the shape of the
curve for the United Kingdom).
In other words, the govern-
ments have not seen fit to
hold down the prices of farm
products, one reason being
that they would hesitate to
take steps which might jeo-
pardise the production of
commodities so important for

United States: Prices of Farm Products.
Bases: Jan.-June 1914 and Jan.-June 1939 = 100.

gg |illllliiliillilnlnlil§!t 15 1916 1917 1918 1919 1920
1339,1940 »1 19« 19« 1944 1945

1923 192* 1925



United Kingdom: Wholesale Prices
for Food and Tobacco.

Indexes January-June 1939= 100.
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the feeding of the population. But they wanted to ensure that the consumer
should not be saddled with a heavy increase in living costs and they
achieved their end by allowing high subsid ies for keeping down the price
of food. Such subsidies are still being granted in most countries, mainly
for food but also for the cheapening of other goods and services; their total
in 1946 comes to £334 million in the United Kingdom, over $1,000 million in
the United States, Fr.fcs 85 milliard in 'France and over Sw.fcs 295 million in
Switzerland.

Consequently, it is not the price
control alone but largely the allocations
by the ministries of finance which have
secured the success of the price and
cost policy, since it was the holding-
down of living costs that made it possible
to set a limit to wage rates, and it
was thanks to that limit that a strong
rise in all prices could be avoided.
To make such a policy successful,
however, it was necessary for the
amount paid out in subsidies to be
raised without inflationary effects, since
such effects, if they had occurred,

could easily have cancelled out the advantages accruing from the re-
latively low prices charged for food. It was, indeed, a necessary condition
for the success of a policy of subsidies that financial stability should not be
profoundly shaken and that, in particular, government credit should remain
intact. When that was not the case, when, for instance, the price rise had
already gone so far that current prices had lost all contact with pre-war levels
(having risen not forty or fifty per cent, but four or five times), when, in fact,
the depreciation in the real value of the currency made it impossible to place
large loans among the public, then the device of large-scale subsidising would
no longer arrest but only accelerate the inflationary movement.

Another condition for success in the application of subsidies as well
as in the application of price control (cf. page 12) was that sufficient supplies
should be available to the public under the rationing system; otherwise the
public would be driven to black markets and the workers, by demanding
increased wages to enable them to buy on such markets, would upset the
wage policy. In many countries, however, conditions were present for an
effective working of a system of subsidies and, so long as the emergency
lasted, the governments were anxious to use the subsidies in order to keep
the increase in wages as moderate as possible, well knowing that a wage
rise would be followed by a price rise and necessitate greater and greater
additions to the public debt.

19« 19« 1944 19« 19« 19«

Only when the true nature of the wartime achievements is realised does
it become clear what a d i f f icu l t problem faces the author i t ies at present.
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The remaining large subsidies constitute a heavy burden on the budgets,
limiting the amount available for fiscal relief or social reform. Subsidies are a most
uneconomic way of helping the needy, for they give low prices also to groups
of citizens for whom the basic cost of food is of no substantial consequence
and who could therefore afford to defray the full cost directly instead of being
subjected to the complication of paying via the tax system (including turnover
and sales taxes, which fall on all classes).

A sudden rise in the cost of living as a result of a cut in the subsidies
may, however, have political and other consequences not easily overcome.
After the last war there was, as may be seen from the graph on page 13, an
abrupt fall in agricultural prices and this brought with it a fall in the cost
of living from the high levels reached in the first world war. Whether a similar
fall in the prices of agricultural products will occur this time is open to
doubt. The agricultural sector in many countries has been promised price
support and it is likely that almost everywhere great political resistance would
be directed against a price decline, were it to come as a result of changes in
supply and demand on the markets for farm products. But the question whether
it will prove possible to continue for any length of time a more pronounced
increase of prices within the agricultural sector than in other sectors is not
easy to answer. In this as in some other respects there are distinct elements
of uncertainty pertaining to future price developments.

The result of the price control, reinforced as it was by subsidies, has
been that this time the rise in wage rates and in prices has been decidedly
less than in the final phase of the last war. This fact assumes a certain
importance for the trend of post-war business. It is probably true, however,
that in the first year and a half or two years after the cessation of hostilities
there was in any case bound to be a brisk demand for goods and also a rise
in wage rates irrespective of the level of prices and wages reached by the
end of the war. At least that had been the experience of the years 1919-20,
when, notwithstanding the sharp increases during the 1914-18 period, further
substantial advances occurred. Now, once more, a strong demand, making for
a sellers' market, has been the rule, this demand being in evidence also in
relation to labour. Between the summer of 1945 and the summer of 1946
there was, in the majority of countries, a rise in prices for peacetime goods
and in the wage rates of specifically peacetime industries. In that way a new
wage differential was established, which certainly helped to expedite the
process of reconversion. But apprehension immediately set in : after the
"boom" of 1919-20 came the "bust" of 1920-21; it was natural for the
authorities as well as employers and employed to be anxious that this time
the same sad experience should not be repeated. The steps to be taken
would naturally have to be adapted in each area to the conditions there
prevailing.
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Industria! Production.
Monthly indexes, January-June 1939= 100.
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Volume of industrial Production.

For a world harassed by the great shortages which are a legacy of the
war, an increase in production is obviously the primary goal to be attained
and this is important also from a monetary point of view, since a greater
supply of goods and services would help to neutralise the present redundancy
of money on the markets. Increased production would provide the basis for a
general improvement in the standard of living, so desirable after the war and
post-war retrenchment, even if it cannot solve all the problems of the day and
may even give rise to some problems of its own. When goods are produced in
greater volume, the funds employed by manufacturers and others to meet
the cost of materials and wages will presumably provide, in the present situation,
the purchasing power with which the forthcoming output can be bought; in
addition, however, the availability of merchandise may give rise to increased
demand based on the purchasing power accumulated during the war. Accordingly,
the strain on the growing supplies of goods and services may be intense indeed.

In the countries most stricken by the war the situation is such that
demand is repressed since there is practically nothing to buy outside the
rations, consisting mostly of foodstuffs, the offerings on the black markets
representing only a small proportion of the limited volume of goods available.
When, in these countries, increased production or imports bring larger supplies,
and use may, therefore, be found for part of the redundant money in the
hands of the public, the situation may be quite different. Great difficulties
(including sudden price rises) may then be experienced even as regards
rationed commodities; but these difficulties have, of course, to be faced,
since a resumption of production is a necessity.

The graph shows the indexes of production compiled in different countries,
it being necessary to remember, however, that such activities as rebuilding of
bridges, putting harbours in order and the repair of houses are only partially
reflected; thus, achievements are often more substantial than the graph reveals.

The sudden cut in war production with the cessation of hostilities led to
an abrupt decline in the indexes of the Anglo-Saxon countries, and the war-
time peak has not been regained — not even in the United States, although
the volume of employment in that country in May and June 1946 was higher
than the maximum reached during the war. There are several reasons for this
behaviour of the index. Firstly, the wartime value of output was swollen by
the high rate of amortisation permitted and, although the production indexes
should really measure volume, it is almost unavoidable that, especially in
the case of new commodities, values to some extent affect the data by
means of which the index is calculated. Secondly, wartime production largely
consists of such goods as tanks, guns and ammunition, which are produced
on conveyer belts by specialised machinery, admitting a high rate of output,
while peacetime demand is rather for goods of a more variegated nature,
less amenable to mass production, and also for services of different kinds
(in connection with holidays, public amusements, restaurants, etc.).
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In order to allow for the special character of wartime demand it has been
suggested that figures for typical lines of wartime production should be cut
by one-half when comparisons are made with peacetime conditions. It should
be remembered that services play an increasing rôle in countries with a rising
standard of living, which accords with the well-known fact that the higher
the income the smaller the percentage spent on food and housing, while
more is devoted to recreation and to decoration, special installations, etc.
According to an estimate referring to the spring of 1946, practically one-half
of all workers in the United States were occupied in service trades (including
commerce and communications), the remaining half being engaged in the
production of industrial and agricultural goods.*

For the countr ies in Europe o c c u p i e d d u r i n g the war the date
of liberation has been decisive for a resumption of production, as may be seen
from the graph. The upturn in France dates from the autumn of 1944, and
in Denmark and Norway from the middle of 1945. In Belgium, there was a
great increase for the early months of 1945. Finland, after some difficult months,
could register the beginning of an improvement in the late autumn of 1944
after the armistice with the U.S.S.R. For Sweden the notch in the curve
covering five months in the first half of 1945 reflects reduced production due
to a long-drawn-out strike in the metallurgical industry. Strikes were likewise;
responsible for the decline in Danish industrial production during the spring
of 1946, a settlement being reached, however, in the latter half of May.

In a way, the graph makes a curious impression, in that it shows, for
1945 and the beginning of 1946, an upward trend for European countries in
general but a downward trend for the United States and Canada. These two
countries have, however, all along maintained a volume of production well
above the best pre-war level, in contrast to most European countries. For the
United Kingdom publication of an index of production has not yet been
resumed, so that exact comparison with the pre-war level of output is not
possible, but it is known that peacetime production has made substantial
strides.

Reconversion in the Anglo-Saxon Countries.

Authorities charged with the task of post-war planning have invariably
prepared measures to be taken should widespread unemployment arise when
men and women demobilised from the armed forces and workers in wartime
industries returned to normal civilian occupations. As a rule, however, the

* Mr Colin Clark, in his book "The Economics of 1960", London, 1942 (pp. 22-32), shows that "with increas-
ing real income per head the demand for tertiary products becomes relatively greater". "Tertiary produc-
tion" in Mr Clark's terminology comprises all economic activities except the "primary industries", which v

include agricultural, pastoral, forest, fishing and hunting industries, and the "secondary industries", which
include manufactures, electric power production, mining, building and construction. Mr Clark further points
out that "with a few small exceptions (such as international banking services) tertiary products must be
produced in the country in which they are consumed". Besides international banking services, shipping
might have been mentioned as another exception.


